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IV— BUDGET  CONTROL  IN  THE  SALES  DEPARTMENT 
BY  F.  R.  BLAIR* 


FOR  sales  purposes  all  goods  may 
be  divided  into  two  general  classes 
— those  for  conversion  or  consumption 
and  those  for  production  or  equipment. 
Raw  materials,  fuel,  foodstuffs,  and 
clothing  are  sold  directly  or  indirectly 
to  every  individual  in  the  world.  Ma¬ 
chinery  with  its  accessories  is  sold  to  a 
class  whose  limits  can  be  determined 
with  a  fair  degree  of  accuracy,  and 
whose  will  to  buy  is  based  on  a  set  of 
reactions  entirely  different  from  those 
of  the  consuming  public. 

The  sales  problems  encountered  in 
distributing  these  two  classes  differ 
widely  and  the  successful  solution  of 
these  problems  demands  the  develop¬ 
ment  of  a  sales  method  and  organiza¬ 
tion  for  one  which  is  in  many  respects 
quite  unsuited  to  the  other. 

The  buyers  of  machinery  are  in  every 
case  to  a  greater  or  less  degree  special¬ 
ists,  from  the  seamstress  with  her 
sewing  machine  and  the  farmer  with 
his  binder  to  the  railroad  with  its 
Mallets  on  the  mountain  division;  and 
to  each  class  the  appeal  must  be  made 
in  accord,  not  with  its  personal  desires, 

♦General  Sales  Manager,  Storage  Battery,  Thomas 
A.  Edison  Industries,  Orange,  N.  J. 


but  with  its  economic  or  technical 
needs.  The  vendor  must  become  to 
some  extent  a  partner  of  his  customer, 
studying  his  business,  solving  his  prob¬ 
lems,  and  helping  to  build  his  profits. 
It  is  almost  a  truism  to  say  that,  other 
things  being  equal,  the  success  of  a 
distributor  of  productive  equipment  of 
any  sort  is  in  direct  ratio  to  his  under¬ 
standing  of  his  customers’  needs. 

To  understand  and  meet  the  needs 
of  divergent  businesses  demands  a 
further  subdivision  of  sales  methods, 
and  just  as  the  sewing  machine  and 
the  locomotive  each  require  men, 
organization,  and  systems  differing  in 
nearly  every  detail,  the  storage  battery 
has  problems  peculiar  in  detail  to  itself. 
It  is  to  meet  these  characteristic  needs 
that  the  system  described  in  this  paper 
has  been  evolved,  but  the  principles  on 
which  it  rests  are  believed  to  be  funda¬ 
mental  to  the  marketing  of  equipment. 

II 

Selling  Storage  Batteries — The  Sales 
Problems  and  Organization.  A  storage 
battery  finds  its  only  market  as  a  part 
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of  some  other  equipment.  As  a  source 
of  power  for  vehicles  it  can  be  sold  only 
to  those  who  are  vehicle  purchasers 
also;  in  railway  service  it  forms  an 
integral  part  of  the  car  lighting  or 
signal  system;  in  a  lighting  plant  it  is 
the  reservoir  into  which  the  generator 
pours  its  output.  In  whatever  field  it  is 
employed  it  is  regarded  by  the  pur¬ 
chaser  as  an  auxiliary  to  the  mechanism 
he  buys,  useful  only  as  a  means  to 
make  that  mechanism  operative. 

The  market  for  it,  therefore,  follows 
two  clearly  defined  channels,  the  equip¬ 
ment  for  such  new  battery-using  ma¬ 
chines  as  manufacturers  of  those  lines 
are  able  to  market,  and  the  replace¬ 
ment  of  such  old  batteries  as  have  lived 
out  their  normal  life  in  vehicles  or 
other  equipment  sold  in  former  years. 

The  Edison  Storage  Battery  Com¬ 
pany  follows  both  these  distribution 
channels  closely  with  a  view  to  securing 
its  share  of  existing  business  in  the 
face  of  competition,  which  is  keen 
and  healthy,  and  also  to  developing 
and  enlarging  the  use  of  battery- 
equipped  apparatus. 

A  sales  organization  with  its  head¬ 
quarters  at  Orange  is  divided  into 
thirteen  districts,  each  under  a  district 
manager  responsible  to  the  sales  man¬ 
ager  at  headquarters.  Each  district 
manager  is  responsible  for  the  work  of 
the  salesmen  and  service  men  reporting 
to  his  office,  for  the  company’s  relations 
with  every  storage-battery  user  within 
his  territory,  and  for  the  production 
and  the  sales  expense  within  his  district. 

With  salesmen  located  in  most  of  the 
states  and  in  Canada,  and  with  a  wide 
variation  in  the  uses  to  which  storage 
batteries  are  applied  in  different  sec¬ 
tions  of  the  country,  in  mines,  railway 
service,  commercial  trucks,  freight 
handling  in  industrial  plants,  etc.,  it  is 
obvious  that  district  managers  have 
widely  varying  problems  to  meet,  and 
a  considerable  degree  of  autonomy 


must  be  allowed  not  only  if  routine 
business  is  to  be  handled  to  the  best 
advantage,  but  also  to  encourage  the 
personal  initiative  on  which,  to  a  very 
considerable  extent,  the  success  and 
growth  of  a  business  of  this  nature 
depends. 

To  allow  this  autonomy  and  still 
keep  a  close  check  upon  the  work  of  the 
sales  force,  to  guide  its  activities  into 
channels  indicated  by  the  policy  of  the 
management,  to  stimulate  its  en¬ 
thusiasm,  to  be  quickly  aware  of  its 
shortcomings  and  mistakes,  and  to  be 
sure  of  its  production  in  proportion  to 
its  expense  is  a  problem  which  presents 
itself  anew  each  morning,  but  toward 
the  solution  of  which  certain  steps,  of 
possible  interest  to  other  executives 
having  similar  conditions  to  meet,  have 
been  taken. 

Ill 

Preparation  of  Sales  Estimates  and 
Expense  Budgets.  On  an  appointed 
date  toward  the  end  of  the  fiscal  year 
each  district  manager  is  required  to 
submit  an  estimate  of  his  district  sales, 
by  months,  for  the  ensuing  year,  to¬ 
gether  with  a  budget  of  expenses.  The 
sales  expense  of  the  company  is  dis¬ 
tributed  among  25  accounts  and  the 
budget  calls  for  a  distribution  to  ac¬ 
counts  by  months  as  shown  in  Figure  1. 
All  changes  in  the  district  pay-roll  pro¬ 
posed  for  the  ensuing  year  must  be 
shown  on  the  budget  with  an  indication 
of  the  date  on  which  each  change  is  to 
become  effective.  Accompanying  this 
district  budget  is  a  memorandum  stat¬ 
ing  what  the  proposed  increase  in  pay¬ 
roll  will  be  and  why  any  increase  to  be 
made  is  considered  due,  or  if  additions 
to  the  district  force  are  desired,  why 
they  are  necessary,  and  explaining  any 
other  items  about  which  he  may  con¬ 
sider  it  likely  that  a  question  will  be 
raised.  This  budget,  as  the  district 
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forwards  it  to  headquarters,  features 
the  selling  cost  per  unit  of  sales.  It 
should  be  explained  that  it  is  possible 
in  this  particular  business  to  arrive  at 
a  common  denominator  or  unit  of 
product  to  the  terms  of  which  all  sales 
may  be  reduced  for  control  purposes. 

Upon  receipt  of  the  district  budgets 
at  Orange  they  are  first  of  all  reviewed 
by  the  sales  manager,  who  may  call  for 
a  written  explanation  of  some  of  the 
items.  In  most  cases  this  can  be  satis¬ 
factorily  done  by  mail,  but  occasionally 
a  conference  is  necessary. 

IV 

Adjustment  and  Approval  of  Sales 
Estimates  and  Expense  Budgets.  With 
this  evidence  from  each  district  all  in, 
the  headquarters  sales  office  makes  such 
changes  in  the  sales  estimate  and 
budget  of  any  district  as  its  findings 
warrant.  A  similar  budget  meanwhile 
has  been  prepared  for  the  expenses  of 
the  headquarters  sales  office;  the 
estimated  sales  in  each  district,  the 
total  expense  of  each  district,  the 
cost  of  selling  per  sales  unit  in  each 
district,  totals  of  the  first  two  items, 
and  the  average  of  the  third  are  then 
laid  in  a  brief  report  before  the  man¬ 
agement. 

This  report  shows  what  the  sales 
department  feels  the  demand  will  be 
after  careful  study,  and  how  the  pro¬ 
posed  cost  of  distribution  and  service 
compares  with  that  of  previous  years, 
and  in  various  sections  of  the  country. 
The  sales  manager  is  invited  to  explain 
any  of  the  items  of  this  report  which 
either  the  management  or  he  may 
desire  to  discuss.  It  will  be  seen  from 
the  description  of  the  way  in  which  this 
material  is  worked  up  that  he  should 
be  familiar  with  the  factors  contribut¬ 
ing  to  every  item  on  the  schedule. 

When  sales  estimate  and  budget  are 
finally  approved,  each  district  manager 


receives  a  copy  of  the  accepted  figures 
for  his  district,  and  the  year  begins. 

All  sales  made  by  the  company  are 
credited  to  some  district,  whether  the 
order  goes  through  the  district  office  or 
comes  to  headquarters. 

Every  item  on  every  expense  account 
forwarded  to  Orange  for  approval  and 
payment  is  assigned  by  the  district 
manager  to  one  of  the  25  control  ac¬ 
counts  and  no  change  is  made  in  his 
distribution  without  his  consent. 

V 

Operating  Under  the  Budget — The 
District  Sales  Chart.  There  is  kept  at 
Orange  a  chart  for  each  district,  laid 
out  on  tracing  cloth,  ruled  vertically 
for  months  and  horizontally  for  the  con¬ 
trol  accounts,  amount  of  sales,  and  cost 
per  unit  of  sale.  (Figure  2.)  Under  each 
month  are  two  columns,  one  headed 
“Estimated,”  the  other  “Actual.” 
Under  the  heading  “Estimated”  are 
entered  the  figures  from  the  budget  for 
each  account  for  each  month.  When 
the  books  are  closed  at  the  end  of  the 
first  month  of  the  year,  the  actual 
figures  for  that  month  for  each  district 
are  entered  on  the  chart  in  the  column 
marked  “Actual”  and  a  blue-print  of 
the  result  is  sent  to  the  district  manager. 

With  this  chart  in  hand  he  has 
before  him  an  absolutely  impartial 
critic  of  his  work  for  the  month,  a 
comparison  of  what  was  expected  of 
him  and  what  he  did,  item  by  item.  As 
the  figures  for  each  succeeding  month 
are  entered  on  the  charts,  new  blue¬ 
prints  are  sent  to  the  districts  and  the 
preceding  prints  destroyed,  so  that  the 
district  manager  has  on  a  single  sheet 
of  paper  the  complete  history  of  his 
year  to  date,  and  no  confidential  records 
are  available  in  his  office  except  the 
single  sheet  of  paper  for  the  current 
month,  which  is  always  in  his  immedi¬ 
ate  possession. 
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Figure  2.  Chart  Showing  Figures  for  Each  District  Month  by  Month 


G 


ADMINISTRATION 


Vol.  V 
No.  1 


The  Combined  Sales  Chart.  While  a 
duplicate  set  of  these  district  blue¬ 
prints  is  carried  at  the  main  office 
available  for  reference,  they  show  of 
necessity  too  much  detail  to  convey  an 
adequate  understanding  of  the  progress 
of  the  sales  organization  as  a  whole, 
and  a  condensed  record  is  therefore 
kept  for  executive  guidance.  On  a 
sheet,  of  a  form  and  size  convenient  for 
a  standard  desk  book,  and  ruled  into 
14  vertical  columns,  each  district  has 
assigned  to  it  nine  lines.  The  columns 
are  headed,  respectively,  “District,” 
the  twelve  months  of  the  year,  and 
“Total.”  The  nine  horizontal  lines  are 
divided  into  groups  of  three  each,  the 
first  group  marked  “Expense,”  the 
second  “Production,”  and  the  third 
“Expense  Per  Sales  Unit.”  The  first 
line  of  each  of  these  groups  is  labeled 
“Actual — Preceding  Year;”  the  second 
line  of  each  group  “Estimated — Cur¬ 
rent  Year;”  the  third  line  of  each 
group  “Actual — Current  Year.”  The 
first  and  second  lines  of  each  group 
under  each  district  are  entered  in  full 
at  the  beginning  of  the  year,  the  figures 
for  the  first  line  being  drawn  from  the 
preceding  year’s  records  and  the  second 
line  from  the  general  budget.  The 
third  line  is  entered  month  by  month 
as  the  year  progresses. 

One  sheet  as  described  above  shows 
the  figures  for  each  district  month  by 
month.  Another  sheet  of  the  same 
arrangement  shows  the  same  figures 
cumulatively  month  to  month.  From 
these  two  sheets  it  is  possible  at  a 
glance  to  compare  the  operation  of  any 
district  and  of  the  business  as  a  whole 
for  any  given  month,  or  for  the  year  up 
to  any  given  month,  with  the  preceding 
year  and  with  the  estimates  for  the 
current  year.  For  example:  A  brief 
inspection,  without  making  additional 
figures,  shows  whether  any  district  is 
gaining  or  losing  over  the  preceding 
year  and  what  has  been  the  nature  of 


its  movement  through  that  part  of  the 
current  business  year  already  elapsed. 
It  shows  whether  the  district  is  running 
true  to  its  expense  and  sales  estimates. 
In  case  it  is  running  above  or  below  its 
estimate  it  shows  whether  the  sales  and 
expense  curves  are  parallel,  or  whether, 
for  example,  the  sales  forecast  is  being 
followed  and  the  expense  run  up  or 
whether  the  expense  is  following  the 
estimate  forecast  but  the  sales  are 
falling  off,  etc.  In  other  words,  it 
shows  whether  the  business  in  that 
district  is  running  properly,  or,  if  it  is 
not,  in  exactly  what  direction  it  is 
failing.  Experience  has  demonstrated 
that  these  horizontal  lines  and  figures 
in  practice  visualize  themselves  as 
curves  to  those  who  are  accustomed  to 
refer  to  them,  so  that  the  tendencies 
are  graphically,  as  well  as  accurately, 
presented. 

VI 

Functions  of  the  Condensed  Sales 
Chart.  In  addition  to  providing  a 
bird’s-eye  view  of  the  business,  this 
master  record  provides  a  guide  for  de¬ 
ciding  numerous  detail  questions  of 
policy.  For  example,  it  has  already 
been  stated  that  a  characteristic  of  the 
sales  work  of  this  particular  business  is 
its  division  into  the  securing  of  current 
orders  and  the  development  of  a  con¬ 
stantly  widening  marginal  field — work 
which  may  be  wholly  an  expense  this 
year  but  which  is  justified  by  the 
expectation  that  next  year  or  the 
year  after  an  increased  volume  of  busi¬ 
ness  will  result  from  it.  Again,  certain 
geographic  territories  are  less  highly 
developed  in  storage-battery  applica¬ 
tions  than  are  others,  so  that  more 
work  of  a  strictly  promotional  nature  is 
needed  in  them,  and  in  such  territories 
it  is  considered  advisable  to  incur  a 
higher  expense  per  sales  unit  than 
would  be  accepted  in  an  older  field. 
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The  legitimate  selling  expense  unit 
for  the  storage  battery  varies  from 
district  to  district.  If  a  given  sales 
expense  per  unit  has  been  approved  in 
a  district  from  which  the  gross  returns 
are  small  but  in  which  future  develop¬ 
ment  is  regarded  as  possible,  and  re¬ 
turns  over  a  number  of  months  indicate 
that  business  is  being  secured  at  a  unit 
cost  considerably  under  that  which  has 
been  approved,  it  is  regarded  as  an 
indication  that  the  force  in  that  dis¬ 
trict  is  working  in  a  field  easier  than 
had  been  estimated  and  that  not  enough 
effort  is  being  put  into  the  development 
of  the  marginal  field.  In  other  words, 
it  means  that  we  are  reaping  without 
sowing,  a  condition  which  certainly 
cannot  be  considered  healthy  as  long 
as  the  opportunity  for  development 
exists. 

In  such  a  case  the  matter  would  first 
be  drawn  to  the  attention  of  the  dis¬ 
trict  manager  and  discussed  with  him 
in  order  to  arrive  at  the  truest  possible 
understanding  of  local  conditions,  and 
a  plan  adopted  either  for  changing  the 
program  of  the  existing  sales  force  in 
that  district,  for  increasing  the  sales 
force  to  work  the  marginal  ground,  or 
for  devoting  the  money  made  available 
by  the  increase  over  estimated  sales  to 
local  advertising,  or  other  form  of  sales 
promotion.  As  a  matter  of  fact  it  is 
seldom  necessary  for  the  management 
to  call  a  situation  of  this  kind  to  the 
attention  of  the  district  managers. 
They  have  already  been  provided  with 
the  facilities  for  watching  the  results 
accumulate,  and  in  practice  their  inter¬ 
est  has  been  such  that  the  initiative 
for  meeting  a  situation  of  this  kind  has 
usually  been  taken  by  the  man  in 
whose  district  it  occurs. 

When,  on  the  other  hand,  the  sales 
expense  per  unit  rises  above  the  budget 
figure,  the  condition  is  first  called  to 
the  district  manager’s  attention.  He 
knows  that  the  responsibility  for  its 


correction  lies  with  him.  Should  he 
fail  to  correct  it  in  the  succeeding 
month  he  is  offered  an  opportunity  to 
present  the  facts  regarding  any  cir¬ 
cumstances  peculiar  to  his  district,  or 
to  the  particular  industry  in  which  a 
majority  of  his  customers  may  be 
found,  which  he  may  feel  justifies  the 
condition  and  makes  it  necessary  that 
he  carry  on  his  original  sales  program 
in  spite  of  the  limited  distribution. 
Should  he  fail  to  make  an  acceptable 
case  and  the  succeeding  month  shows  a 
continued  operation  at  an  excessive 
cost,  he  knows  that  he  will  receive, 
unless  he  anticipates  them,  peremptory 
orders  to  make  such  reduction  in  his 
expenses  as  will  bring  his  unit  sales 
cost  within  a  reasonable  proximity  of 
the  budget  figure. 

It  has  seldom  proved  necessary  in 
practice  to  issue  such  an  order,  how¬ 
ever,  for  the  effect  of  this  method  of 
control  has  been  to  develop  a  sense  of 
executive  responsibility  in  the  district 
managers  and  a  pride  in  operating  in 
close  accord  with  a  program  which 
each  man  has  felt  he  had  a  free  and 
adequate  part  in  preparing,  and  a 
balance  has  been  established  between 
operating  expenses  and  orders  secured 
which  is  almost  automatic. 

VII 

The  Accuracy  of  the  Budget.  To  the 
obvious  criticism  that  no  statistical 
expert,  and  much  less  a  busy  district 
manager  untrained  in  economics,  can 
prophesy  accurately  the  course  of 
business  twelve  months  in  advance,  it 
may  be  answered,  first,  that  owing 
possibly  to  conditions  peculiar  to  this 
business,  such  forecasting  is  feasible 
to  a  degree  of  accuracy  considerably 
greater  than  might  be  believed  possible, 
and  second,  that  a  budget  and  sales 
estimate  as  outlined  above  to  provide 
an  adequate  guide  for  policy  must  be 
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reviewed  and  if  necessary  revised  from 
time  to  time. 

The  extent  to  which  budget  re¬ 
vision  may  be  needed  must,  of  course, 
vary  with  business  conditions  in  vari¬ 
ous  years.  Within  a  year  such  as  1922, 
during  a  period  of  readjustment  from 
conditions  so  far  below  normal  as 
those  which  have  just  passed,  oper¬ 
ations  considered  satisfactory  would 
not  contemplate  a  variation  from  the 
original  budget  greater  than  12  per 
cent  plus  or  minus. 

In  stating  that  a  variation  from  the 
budget  of  more  than  12  per  cent  plus 
would  be  considered  unsatisfactory,  we 
may  perhaps  invite  disagreement  from 
many  competent  executives  who  would 
feel  that  any  distribution  above  the 
estimated  figures  secured  at  a  satis¬ 
factory  ratio  of  expense  was  just  so 
much  greater  gain.  If  the  budget  were 
regarded  solely  as  a  bogey  this  would 
undoubtedly  be  true,  but  the  budget 
as  used  in  our  work  not  only  marks  a 
goal  to  be  reached  but  it  also  embodies 
an  estimate  of  what  we  expect  to  be 
able  to  do,  working  at  the  highest 
pressure  of  which  the  organization  is 
capable. 

If  business  conditions  were  to  change 
within  a  single  year  for  reasons  which 
could  not  possibly  be  foreseen  to  such 


an  extent  as  greatly  to  widen  the  mar¬ 
ket  for  our  product,  an  increase  in  sales 
over  estimated  figures  might  be  con¬ 
sidered  as  a  blessing,  although  with 
several  obvious  qualifications.  But 
so  long  as  conditions  remain  reasonably 
normal,  a  large  excess  of  sales  over  the 
estimate  would  be  taken  to  indicate 
not  an  achievement  in  sales,  but  an 
inability  accurately  to  gauge  our  market 
and  the  productive  capacity  of  the 
selling  machine. 

This  will  be  the  better  understood 
when  it  is  realized  that  on  the  sales 
forecast  the  manufacturing  department 
bases  its  program  of  personnel,  plant 
maintenance,  and  plant  development, 
if  any  is  required,  and  the  purchas¬ 
ing  department  bases  its  contracts  for 
materials  and  its  specifications  for 
deliveries.  These  factors  of  a  busi¬ 
ness  of  volume  are  not  easily  flexible. 
The  submission  of  a  sales  estimate 
calling  for  manufactured  output 
seriously  below  that  which  the  devel¬ 
opment  of  demand  through  the  year 
proved  to  be  necessary  might  easily  re¬ 
sult  in  factory  congestion,  shortage  of 
materials,  increase  in  manufacturing 
costs,  dissatisfied  or  even  injured 
customers,  and  other  factors  detri¬ 
mental  to  the  welfare  of  the  busi¬ 
ness. 


1923  IN  THE  CURRENT  BUSINESS  CYCLE 


BY  RAY  VANCE  * 


THE  beginning  of  a  new  year  is 
naturally  the  time  when  attempts 
to  forecast  the  future  are  most  com¬ 
mon.  A  majority  of  the  published 
efforts  in  this  direction  are  confess¬ 
edly  expressions  of  personal  judgment 
on  the  part  of  their  authors.  The 
emphasis  of  the  present  article  will 
be  placed  mostly  upon  fundamental 
economic  factors  which  are  measured 
by  statistics  rather  than  by  personal 
opinions. 

In  this  connection,  as  explained  in  a 
previous  article,1  these  statistical  meas¬ 
ures  will  be  used  as  symptoms  rather 
than  as  any  direct  effort  to  reason  from 
cause  to  effect.  In  other  words,  we 
shall  take  outstanding  things,  which 
happen  months  in  advance  of  either  a 
rising  or  a  falling  movement  of  general 
business  conditions  and  of  commodity 
prices.  Combining  these  we  shall  form 
a  composite  rather  than  depending 
upon  any  one  single  indication,  and 
from  this  we  shall  try  to  get  an  idea  as 
to  what  position  the  year  1923  will 
occupy  in  that  swing  of  improvement, 
prosperity,  liquidation,  and  depression 
which  has  come  to  be  called  a  business 
cycle. 

For  this  purpose  we  shall  use  six 
symptoms  which  may  be  briefly  stated 
as  follows:2 

1.  Speculation.  Whenever  the  people 
of  any  given  country  are  devoting  more 
than  a  normal  amount  of  their  time, 
energy,  and  resources  to  speculative 
activity,  then,  other  things  being  equal, 
we  should  expect  a  decline,  first  in 

*  Secretary,  Brookmire  Economic  Service,  Inc.,  New 
York  City. 

1  See  Administration,  November,  1922. 

J  These  “symptoms”  are  those  used  by  the  Brook¬ 
mire  Economic  Service. 


security  prices,  and  later  in  commodity 
prices  and  in  general  business.  On  the 
contrary,  when  speculation  is  absorb¬ 
ing  less  than  an  ordinary  amount  of 
time,  the  reversal  of  these  movements 
may  be  expected. 

2.  Physical  Movement  of  Domestic 
Commodities.  Standards  of  living  be¬ 
come  habitual  over  long  periods  of 
years.  It  is  therefore  to  be  noted  that 
if  we  have  more  than  enough  com¬ 
modities  coming  into  the  domestic 
market  to  maintain  this  habitual  stand¬ 
ard  of  living,  then,  other  things  being 
equal,  inventories  will  be  piling  up  and 
a  coming  business  decline  will  be  in 
prospect.  On  the  contrary,  when  the 
supply  coming  into  the  domestic 
market  is  less  than  enough  to  maintain 
a  habitual  standard  of  living,  the  in¬ 
dications  are  that  inventories  are  being 
reduced  and  improvement  is  to  be  seen. 

3.  Ratio  of  Imports  to  Exports.  A 
certain  amount  of  the  domestic  com¬ 
modities  coming  into  any  market  are 
always  taken  away  by  export  trade, 
and  the  supply  is  constantly  supple¬ 
mented  through  import  movements. 
If  the  ratio  of  these  imports  to  exports 
rises  to  an  exceptional  figure,  it  has  the 
same  significance  as  exceptionally  large 
domestic  production,  while  an  excep¬ 
tionally  high  ratio  of  exports  may  be 
equivalent  to  a  low  production  of 
domestic  commodities. 

4.  The  Turnover  of  Bank  Deposits. 
While  each  population  has  a  habitual 
standard  of  living,  there  is  nevertheless 
within  every  population  a  desire  to  live 
above  that  standard,  and  there  is 
within  the  same  population  a  possi¬ 
bility  of  living  below  that  standard  of 
living  for  months  or  even  for  years  at 
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a  time.  The  desire  to  live  above  the 
habitual  standard  waits  for  a  period  of 
exceptional  purchasing  power,  and  the 
necessity  for  living  below  it  arises  only 
in  a  period  of  subnormal  purchasing 
power.  To  measure  this  excessive  or 
subnormal  purchasing  power  relatively 
to  the  particular  standard  maintained 
at  any  given  time,  we  may  measure  the 
speed  with  which  money  is  deposited 
in  our  banks,  and  is  checked  out  again 
to  meet  the  expenditure  which  is  going 
on.  When  this  movement  is  very  rapid, 
it  indicates  that  purchasing  power  is 
being  used  to  its  full  extent  for  the 
maintenance  of  the  current  levels,  and, 
other  things  being  equal,  the  next 
movement  should  be  downward,  first 
in  security  prices  and  later  in  com¬ 
modity  prices  and  general  business. 
Here  again  the  converse  is  true.  When 
the  speed  of  the  turnover  becomes  less 
than  average,  then  the  ability  to  live 
in  a  better  way  is  present,  and  we  may 
trust  human  nature  to  see  that  the 
excess  purchasing  power  is  soon  put  to 
work  in  some  way. 

5.  Commercial  Paper  Rates.  The 
purchasing  power  existing  in  our  banks 
is  after  all  only  another  form  of  credit. 
Therefore,  so  long  as  general  confidence 
and  banking  reserves  permit,  we  may 
continue  to  expand  our  standards  of 
living  even  though  we  have  already  put 
existing  bank  deposits  to  their  most 
intensive  use.  The  simplest  possible 
way  to  tell  whether  more  bank  loans 
are  available  is  to  take  the  price  of 
money.  Therefore,  the  commercial 
paper  rate  becomes  in  itself  a  symptom 
of  coming  changes.  When  that  rate  is 
high,  the  demand  for  loans  must  be 
exceeding  supply,  and,  other  things 
being  equal,  falling  security  and  com¬ 
modity  prices  and  general  business  is 
indicated.  As  in  the  previous  cases,  the 
converse  proposition  may  be  expected 
with  equal  force. 

6.  The  International  Money  Rates. 


The  borrowing  and  lending  of  credit 
very  readily  oversteps  national  bound¬ 
ary  lines,  and  it  is  just  as  certainly  true 
in  this  case  as  in  the  case  of  commodity 
production,  that  no  nation  can  live  to 
itself.  Consequently,  the  money  rates 
of  the  world’s  great  credit  market  out¬ 
side  of  New  York — that  is,  those  of 
London — become  a  symptom  of  com¬ 
ing  changes  in  American  business.  The 
process  of  reasoning  and  the  applica¬ 
tion  in  judging  the  situation  are  exactly 
similar  to  those  for  American  com¬ 
mercial  paper  rates. 

II 

A  Study  of  the  Present  Indications. 
In  the  foregoing  descriptions,  it  will  be 
noted  that  two  phrases  are  constantly 
reiterated.  The  first  of  these  phrases 
is,  “other  things  being  equal.”  The 
significance  of  this  phrase  is  that  no 
one  of  the  symptoms  can  profitably  be 
used  as  a  single  and  arbitrary  omen  of 
coming  changes.  It  is  even  true,  that 
when  the  six  are  taken  together  their 
significance  may  be  greatly  modified  by 
still  other  conditions  outside  of  them. 
The  real  significance  here,  however,  is 
that  when  any  one  of  them  is  con¬ 
sidered,  the  other  five  must  also  be 
taken.  When  the  six  are  taken  together 
experience  seems  to  teach  that  they 
cover  so  great  a  percentage  of  the 
“other  things”  that  an  approximation 
may  be  reasonably  made. 

The  other  phrase  which  is  constantly 
reiterated  is  “first  security  prices 
should  fall  (or  rise)  and  then  later 
commodity  prices,  and  general  busi¬ 
ness.”  The  significance  of  this  phrase 
arises  from  the  fact  that  conditions 
which  are  later  to  affect  business 
usually  affect  security  prices,  and  more 
especially  industrial  stock  prices,  some 
six  to  eight  months  earlier  than  they 
do  commodity  prices  or  general  busi¬ 
ness.  Therefore,  an  upward  or  down- 
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ward  movement  of  security  prices 
coincident  with  a  corresponding  change 
in  the  fundamental  symptoms  has  a 
favorable  or  an  unfavorable  signifi¬ 
cance  for  coming  business  changes,  and 
becomes  in  itself  a  highly  significant 
symptom  of  that  which  is  yet  to  come. 

The  symptom  of  coming  business 
changes  which  is  best  understood  by 
the  average  business  man  is  the  one 
just  noted,  that  industrial  stock  prices 
tend  to  swing  upward  or  downward 
some  months  in  advance  of  the  condi¬ 
tions  affecting  his  business.  As  this  is 
being  written  (November  28),  wre  have 
just  had  a  rather  violent  decline  of 
industrial  security  prices,  and  the 
public’s  attention  is  therefore  focused 
upon  the  possibility  of  another  major 
business  decline  early  in  1923. 

Before  accepting  this  idea,  however, 
we  should  remember  that  the  move¬ 
ments  of  industrial  stock  prices  are 
significant  of  coming  business  changes 
only  when  coincident  with  a  correspond¬ 
ing  change  in  fundamental  symptoms. 
This  is  not  so  fully  realized  by  the 
general  public,  for  several  writers  dur¬ 
ing  the  past  year  have  emphasized  the 
value  of  this  forecasting  relationship, 
and  have  neglected  to  point  out  its 
limitations.  These  limitations,  how¬ 
ever,  are  startlingly  apparent  to  anyone 
who  approaches  the  subject  from  an 
unbiased  standpoint.  Just  to  cover  the 
matter  briefly,  we  may  point  out  that 
in  1901,  1905,  1911  and  1916,  declines 
of  industrial  stock  prices  equal  to  the 
one  seen  near  the  end  of  1922  have 
occurred,  but  were  not  accompanied  by 
any  unfavorable  change  in  general 
fundamentals,  and  in  each  case  had 
no  reflection  in  any  subsequent  busi¬ 
ness  reaction.  We  shall  have  to  go 
further  than  this  for  evidence  that  we 
are  about  to  enter  into  another  period 
of  liquidation. 

When  we  study  the  other  symptoms, 
which  should  become  unfavorable  at 


least  six  months  before  a  business 
liquidation  begins,  the  predictions 
made  from  the  recent  stock  market 
decline  are  flatly  contradicted.  In  the 
first  place,  speculative  activity  is  still 
quite  decidedly  below  its  normal  or 
average  position.  Then  the  physical 
volume  of  commodities  coming  into  our 
domestic  market  is  still  far  below  what 
is  necessary  to  maintain  an  average 
standard  of  living  for  the  population, 
the  ratio  of  imports  to  our  exports  is 
just  about  what  it  averaged  in  the  pre¬ 
war  period,  the  turnover  of  bank  de¬ 
posits  is  slightly  below  normal,  and 
the  money  rates  of  both  New  York 
and  London  are  most  decidedly  below 
normal. 

Summing  these  all  up,  we  find  three 
factors  very  decidedly  favorable,  two 
factors  slightly  favorable,  and  one 
whose  present  significance  must  be  con¬ 
sidered  neutral. 

Ill 

The  Position  of  1923  in  the  Cycle.  We 
have  already  stated  that  the  unfavor¬ 
able  turn  of  these  symptoms  comes 
from  six  to  eight  months  before  the 
peak  of  business  activity  and  profits 
arrives.  Therefore,  we  may  make  our 
first  generalization  about  the  present 
situation  by  saying  that  the  first  half 
of  1923  will,  in  all  probability,  witness 
business  activity  on  an  ascending  scale, 
or  if  we  wish  to  express  the  same  fore¬ 
cast  in  those  terms  which  are  com¬ 
monly  used  for  divisions  of  the  cycle 
we  shall  say  that  the  first  six  months  of 
1923  will,  in  all  probability,  belong  to 
the  prosperity  period  of  this  business 
cycle. 

Since  the  statistically  measured 
symptoms  of  coming  business  changes 
do  not  actually  change  their  significance 
more  than  eight  months  in  advance  of 
the  coming  business  change,  it  is  mani¬ 
festly  impossible  to  make  such  an 
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unqualified  forecast  for  the  second  six 
months  of  1923.  We  may,  however, 
make  a  forecast  which  consists  of  the 
combination  of  statistical  evidence  and 
personal  opinion. 

The  statistical  part  of  this  forecast 
will  be  based  upon  the  fact  that,  when 
the  business  fundamentals  are  so  ag¬ 
gressively  favorable  as  at  present,  they 
have  never  come  to  an  unfavorable 
turn  in  less  than  three  months,  and 
rarely  come  to  an  unfavorable  turn  in 
five.  In  speaking  of  the  personal  judg¬ 
ment  elements  in  any  further  forecast, 
it  might  be  better  perhaps  that  these 
involve  rather  those  fundamental  fac¬ 
tors  which  are  peculiar  to  the  present 
cycle,  and,  therefore,  cannot  be  so 
accurately  gauged  as  can  the  others 
which  have  been  important  in  practi¬ 
cally  all  cycles. 

Foremost  among  these  we  should 
probably  put  the  condition  of  European 
countries.  Generally  speaking,  their 
condition  is  much  worse  than  that  of 
the  United  States,  but  it  is  also  true 
that,  generally  speaking,  they  are 
already  in  a  much  better  situation  than 
indicated  by  the  average  newspaper 
reports,  and  that  a  fairly  steady  im¬ 
provement  has  been  in  progress  for 
several  months.  This  improvement  has 
been  crowded  out  of  the  news  columns 
by  sensational  political  changes,  but 
the  most  reliable  investigators  who 


have  returned  bear  out  the  evidence  of 
statistical  measures — that  the  real 
improvement  is  there. 

Next  to  this  we  have  the  situation  of 
the  American  farmer,  who  has  not  been 
able  to  balance  his  purchasing  power 
with  the  increased  costs  of  things 
which  he  must  buy.  The  present  year 
has  not  seen  much  improvement  for  the 
producer  of  winter  wheat,  and  the  pro¬ 
ducer  of  spring  wheat  has  been  helped 
only  in  so  far  as  his  crop  is  33  per  cent 
larger  than  it  was  a  year  ago  and  nearly 
19  per  cent  larger  than  the  five-year 
average.  However,  when  we  come  to 
the  corn  and  cotton  farmers  the  corn 
farmer  has  prices  about  40  per  cent 
higher  than  they  were  last  year,  while 
the  cotton  farmer  has  gained  a  full  50 
per  cent  advantage.  These  two  are 
more  numerous  than  the  wheat  farmers, 
and,  when  the  whole  situation  is 
covered,  the  farmers’  purchasing  power 
for  manufactured  products  is  far  above 
that  of  last  year. 

As  a  summary,  therefore,  for  the 
second  half  of  1923,  we  may  say  that 
the  balance  of  probability  is  that  the 
prosperity  period  will  continue  until 
the  fall  of  the  year.  Whether  the  fall 
will  mark  the  culmination,  and  the 
beginning  of  the  liquidation  period,  it  is 
practically  impossible  to  say  until  after 
the  developments  of  the  spring  months 
have  been  seen. 


RESEARCH  AND  ANALYSIS  FOR  EXECUTIVES 


BY  PARK  MATHEWSON* 


I  IKE  the  proverbial  fallacy  of  people 
-i  generally,  in  thinking  they  can  run 
a  hotel,  a  railroad,  or  edit  a  newspaper, 
without  special  training,  so,  in  a 
measure,  is  the  idea  prevalent  that 
business  executive  management  is  a 
matter  of  second  nature  or  inherent 
ability. 

Management,  on  the  contrary,  is  more 
of  a  science  than  an  art,  and  in  con¬ 
sequence  no  man  is  ever  fully  master  of 
the  subject,  just  as  no  man  can  be 
master  of  any  science.  It  is  always  in  a 
state  of  growth,  calling  constantly  for 
humility  before  new  and  unknown 
factors. 

Reports  or  statistics  covering  the 
details  of  management  are  usually 
plentiful  in  the  modern  office,  but  it  is 
extremely  important  that  something 
more  than  surface  facts  shall  be  included 
therein.  Adequate  and  searching  data 
about  a  business  are  not  as  a  rule 
furnished  by  routine  employees — they 
can  only  be  secured  through  research 
under  the  direction  of  trained  minds 
with  ability  to  look  below  the  surface. 

The  surprising  fact  is  that  business 
men  of  high  technical  ability  in  routine 
positions  sit  calmly  day  after  day  over 
a  veritable  nest  of  vital  facts,  needing 
only  the  right  point  of  view  and  re¬ 
search  ability  and  experience  to  de¬ 
velop  them.  Yet  they  remain  in¬ 
nocently  unaware  of  their  existence;  or 
if  aware  of  them,  incapable  of  reading 
their  true  meaning  or  properly  correlat¬ 
ing  them  to  other  facts. 

High  executives  also  often  fail  to 
read  the  plain  facts  or  do  not  know 
what  factors  to  study.  Their  perspec¬ 
tive  is  too  much  foreshortened — they 

*  Consultant  on  Business  Finance  Management. 


require  to  step  away  a  few  paces  or 
perhaps  hire  someone  to  do  it  for  them, 
thereby  stimulating  the  executive  to  do 
likewise. 

Although  research  is  becoming  more 
general  and  valued  each  day,  it  is  a 
curious  fact  that  some  boards  of  direc¬ 
tors  will  spend  $500,000  on  new  build¬ 
ings  and  new  machinery,  and  yet  will 
refuse  to  spend  $500  on  research  work 
and  staff  training,  to  increase  the  out¬ 
put  of  its  present  force. 

The  writer  ventures  to  lay  it  down 
as  an  axiom  of  business  that  no  firm 
should  spend  capital  on  new  equipment 
or  executives  until  it  is  sure  that  its 
present  personnel  and  equipment  is 
functioning  to  the  utmost. 

II 

Research  Objectives.  The  researches 
of  management  are  of  very  wide  scope, 
but  for  the  present  purpose  may  be 
broadly  indicated  by  a  list  of  some  of 
the  more  vital  types  of  data  on  business 
operation  which  the  executive  should 
find  valuable.  Among  these  are: 

1.  A  study  of  unit  costs  of  general 
factors,  such  as  the  unit  cost  of  handling 
each  order. 

2.  An  analysis  of  the  cost  of  hiring  and 
firing. 

3.  A  study  of  the  cost  of  writing  letters. 

4.  An  analysis  of  the  size  of  orders. 

5.  An  investigation  of  why  customers  or 
accounts  are  being  lost. 

6.  A  study  of  tendency  curves  in  the 
various  elements  which  make  up  the  opera¬ 
tion  of  the  business. 

7.  An  analysis  of  the  proportion  and 
kind  of  prospects  turned  into  customers. 

8.  An  inquiry  into  the  nature  of  credit 
losses,  or  of  the  finance  of  customer  pur¬ 
chases. 
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9.  An  analysis  of  the  consumer  attitude. 

10.  A  rigid  technical  study  of  com¬ 
petitive  goods. 

11.  An  economic  inquiry  into  dealer  or 
jobber  status. 

All  of  these  operating  researches  will 
be  made  in  a  progressive  business  of  any 
size,  and  the  range  of  the  subjects  listed 
cover  all  the  departments  of  business 
operation.  Also  the  inquiries  range 
from  fairly  small  matters  to  exceed¬ 
ingly  fundamental  matters.  These  are 
listed  here  to  bring  a  clear  picture  in  the 
reader’s  mind  of  the  types  and  kinds  of 
data  which  are  important  in  business 
operation.  There  is  a  wide  range  of 
other  executive  problems  which  need 
study.  The  more  important  of  these 
are  listed  in  the  present  article. 

Ill 

Some  Specific  Lines  of  Labor  Inquiry. 
The  breadth  of  scope  of  the  labor 
executive  field  of  investigation  is  well 
illustrated  by  the  group  of  special 
investigations  and  researches  listed 
below.  All  these  subjects  are  of  a 
general  nature  and  have  been  investi¬ 
gated  many  times.  In  most  cases  the 
data  on  them  may  be  found  ready  for 
use. 

1.  Analysis  of  extent  and  causes  of 
labor  turnover. 

2.  Study  of  housing  conditions  in  re¬ 
lation  to  the  efficiency  of  the  worker. 

3.  Analysis  of  suggestion  box  methods. 

4.  Service  and  bonus  plans — for  attend¬ 
ance,  punctuality,  and  application. 

5.  Pay-roll  methods. 

6.  Analysis  of  scientific  management 
systems,  comparisons,  and  deductions. 

7.  Time  study  methods  and  applica¬ 
tions. 

8.  Studying  of  routine  work  in  factories 
for  labor  efficiency. 

9.  “Industrial  democracy”  methods 
(methods  of  sharing  in  management). 

10.  Employment  test  methods. 

11.  Employment  department  operation. 


12.  Factory  cost  accounting  methods  and 
principles. 

13.  Relation  between  production  and 
sales  departments. 

14.  Standardization  of  shop  instructions. 

15.  Health  and  hygiene  factors. 

16.  Fatigue  and  rest  periods. 

17.  Various  forms  of  shop  organization. 

IV 

Office  Management  Problems.  At  one 
time  in  business  history  the  office 
manager  was  a  mere  glorified  clerk  or 
timekeeper,  and  dealt  in  a  few  simple 
routine  details.  The  office  manager  of 
today  is  an  executive  of  a  high  type. 
He  is  often  more  thoroughly  alive  to 
the  need  for  research  data  than  execu¬ 
tives  in  most  other  departments  of 
business.  This  is  so  because  he  deals 
with  a  great  many  varied  factors,  and 
his  practical  mind  seeks  more  exact 
solutions  than  he  ordinarily  finds 
available. 

In  practical  effect,  a  good  office 
manager,  who  “grades”  to  his  position 
thoroughly,  is  an  efficiency  engineer — 
a  production  manager  who  has  the 
technical  task  of  turning  out  office 
work.  As  there  is  far  less  exact  techni¬ 
cal  data  available  in  office  management 
than  in  factory  production  and  manage¬ 
ment,  there  is  considerable  unknown 
ground  to  study.  Also,  because  of  the 
large  amount  of  detail  involved,  there 
is  a  capital  opportunity  for  profit 
through  the  application  of  brains  and 
research,  and  the  more  exact  methods 
of  management  resulting  from  this. 

Among  the  important  problems  for 
study  and  research  are: 

1.  Methods  of  laying  out  offices  for 
highest  efficiency. 

2.  Filing  methods  best  adapted  to  the 
business. 

3.  Training  of  employees. 

4.  Setting  standards  for  routine  work. 

5.  Increasing  efficiency  of  correspond¬ 
ence. 
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6.  Methods  of  operating  stenographic 
or  dictation  machine  departments  to  satisfy 
executive  needs  and  peculiarities. 

7.  System  methods  and  forms. 

8.  Symbolic  systems. 

9.  Testing  and  inquiry  into  office 
equipment. 

10.  Standardization  of  equipment. 

1 1 .  Efficiency  conferences  and  committee 
methods. 

12.  Efficient  handling  of  incoming  mail. 

13.  Best  method  of  handling  callers  and 
solicitors. 

14.  Comparative  tests  of  fountain  pens 
vs.  slip  pens  in  office  use. 

15.  Lighting  and  ventilating  methods. 

16.  Bonus  and  contest  plans  for  office 
workers. 

17.  Tests  for  employment  of  various 
types  of  office  workers. 

18.  Office  work  speed,  methods  of  meas¬ 
uring  and  increasing  same. 

19.  Methods  of  breaking  in  and  following 
the  record  of  new  employees. 

20.  Time  studies  and  scientific  manage¬ 
ment  in  office  work. 

V 

Researchand  the  Purchasing  Executive. 
Purchasing  once  went  by  favor,  but  is 
now  approaching  a  science.  Where 
once  orders  were  placed  according  to 
the  most  energetic  salesmanship,  or 
graft  or  “pull,”  now  the  initiative  often 
comes  from  purchasing  departments 
after  exhaustive  tests  and  researches. 

High-class  organizations  purchasing 
immense  quantities  of  material  now 
employ  experts  and  research  men.  One 
large  organization  employs  permanently 
an  expert  in  steel,  an  expert  in  wood, 
and  an  expert  paint  man,  who  do  not 
take  the  word  of  sellers,  but  test 
materials  not  only  before  purchase 
from  samples,  but  also  after  purchase. 

With  the  technical  researches  used  in 
purchasing  we  will  not  concern  our¬ 
selves  here,  as  they  are  obvious,  merely 
illustrating  the  present  strong  and 
fixed  tendency  toward  analysis. 


Purchasing  management  in  its  non¬ 
technical  aspects  represents  still  further 
applications  of  the  research  idea.  Even 
in  the  matter  of  qualities  essential  in 
a  purchasing  manager  there  is  required 
some  study  and  analysis. 

An  excellent  conception  of  the  various 
types  of  problems,  difficulties,  and 
special  divisions  of  study  in  purchasing 
may  be  had  from  the  attached  list  of 
subjects  which  are  frequently  under 
research : 

1.  Correct  attitude  toward  sales  so¬ 
licitation. 

2.  Purchasing  methods  and  the  organi¬ 
zation  of  a  purchasing  department. 

3.  Purchasing  systems  and  forms. 

4.  Relation  of  purchasing  to  budget 
plans. 

5.  Terms,  discounts,  and  financing  of 
purchases. 

G.  Retail  purchasing,  special  problems. 

7.  Wholesale  purchasing,  special  prob¬ 
lems. 

8.  Railway  and  public  utility  purchas¬ 
ing,  special  problems. 

9.  Manufacturing  purchasing,  special 
problems. 

10.  Purchasing  science  in  relation  to 
basic  tendencies  and  general  business  con¬ 
ditions. 

11.  Buying  on  the  speculative  basis. 

12.  Purchasing  policies  and  principles. 

13.  Costs,  turnover,  and  profits  in  re¬ 
lation  to  purchasing  science. 

14.  Purchasing  standards,  inspection 
methods,  and  systems. 

15.  Inventory  and  requisition  methods. 

16.  The  promotion  of  economy  and  edu¬ 
cation  of  department  heads. 

17.  Centralization  of  purchase  and  its 
possibilities  and  limitations. 

VI 

Advertising  Executive  Management 
Problems.  Endless  varieties  of  prob¬ 
lems  present  themselves  with  regard  to 
advertising,  which  is  evolving  out  of 
more  or  less  mystery,  and  has  a  thou¬ 
sand  angles  and  ramifications.  There 
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are  more  points  of  contact,  more  units 
to  deal  with,  more  unknown  factors, 
more  uncertainties  and  more  arts  and 
sciences,  methods,  media,  and  tools 
involved  in  advertising  than  in  perhaps 
any  other  division  of  business.  In  con¬ 
sequence  there  is  a  great  deal  of  im¬ 
portant  research  work  which  has  never 
been  done  and  which  is  too  expensive 
for  most  individual  firms  to  undertake. 
University  researches,  fellowships  and 
privately  endowed  efforts  have  made 
attempts  to  solve  such  problems  with 
fair  success.  The  American  Association 
of  Advertising  Agents  and  the  Associa¬ 
tion  of  National  Advertisers,  The 
Advertising  Bureau  of  the  A.  N.  P.  A., 
as  well  as  individual  advertisers,  or 
small  groups  of  them  co-operatively 
have  undertaken  specialized  researches 
of  limited  scope.  Little  of  a  funda¬ 
mental  type  of  research  is  at  present 
being  conducted  in  this  field. 

Owing  to  the  controlling  nature  of 
sales  strategy  over  all  advertising  plans, 
merchandising  researches  have  been 
considered  more  immediately  impor¬ 
tant.  However,  fundamental  factors  of 
investigation  such  as  the  following  (to 
select  a  few  among  many)  are  bound  to 
be  studied  more  in  detail  in  the  near 
future: 

1.  Analytical  study  of  responsiveness 
to  advertising  by  different  classes  and 
types  of  people. 

2.  Study  of  the  reading  habits  of  various 
types  and  classes  of  people. 

3.  Investigation  of  the  relative  efficiency 
of  argument  in  advertising  and  the  indirect 
appeal. 

4.  An  inquiry  into  the  nature  and  extent 
of  the  loss  of  advertising  effectiveness  be¬ 
cause  of  increased  volume  of  advertising. 

5.  Study  of  the  psychologic  sugges¬ 
tiveness  of  various  types,  colors,  sizes, 
shapes,  etc.,  in  advertising. 


6.  Analytical  study  into  the  nature  and 
operation  of  good-will,  reputation,  and 
prestige. 

7.  Tests  as  to  cumulative  effect  in  ad¬ 
vertising;  ratio  and  length  of  time  of 
development  and  of  disappearance  after 
cessation  of  advertising. 

8.  Relation  of  reader  interest  and  edi¬ 
torial  standing  of  periodical  to  advertising 
effectiveness. 

The  more  immediately  useful  types 
of  advertising  research  of  directly 
profitable  value  are,  of  course,  more 
numerous  and  varied.  They  include 
technical  researches  and  marketing 
studies  which  are  indispensable  to  the 
success  of  advertising.  Some  of  these 
are  as  follows: 

1.  Analysis  of  methods  of  profitably  fix¬ 
ing  advertising  appropriations. 

2.  Study  of  comparative  strength  of 
various  types  of  media  for  specified  uses; 
also  comparative  strength  of  individual 
media  in  a  group. 

3.  Investigation  of  the  effects  of  a  cam¬ 
paign  of  advertising. 

4.  Tests  and  analysis  of  proposed  alter¬ 
nate  series  of  advertising. 

5.  Consumer  investigations  to  check  up 
the  strength  of  various  appeals  and  ar¬ 
guments. 

6.  Study  of  dealer  attitudes  toward  ad¬ 
vertising. 

7.  Comparative  study  of  various  forms 
of  “dealer  helps.” 

8.  Tests  and  researches  on  trade-mark 
names,  name  confusion,  etc. 

9.  Studies  of  reactions  and  preferences 
in  regard  to  packages,  shapes,  labels,  etc. 

The  foregoing  lists  of  subjects  for 
research  are  very  partial  and  not  in¬ 
tended  to  cover  completely  any  phase 
of  business.  They  are,  however,  im¬ 
portant  in  themselves,  and  will  suggest 
the  many  other  subjects  and  directions 
into  which  research  activity  may  be 
carried. 
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I— OBTAINING  THE  FACTS 
BY  HAROLD  B.  WESSj* 


IT  is  common  knowledge  that  during 
prosperity  labor  is  inefficient,  and 
that  during  hard  times  the  reverse  is 
true.  We  are  now  passing  through  a 
period  where  managers  are  attempting 
to  undo  the  evil  they  brought  upon 
themselves  during  the  feverish  activity 
of  the  peak  period  by  their  slipshod 
methods  of  rewarding  labor.  The 
result  of  such  shortsighted  methods  is 
now  glaring — discontent  and  wasteful 
strikes.  This  constant  tugging  at  the 
ends  of  the  rope  with  temporary  vic¬ 
tory  at  one  end  and  short-lived  suc¬ 
cess  at  the  other  is  due  to  the  fact  that 
the  relation  between  labor  and  man¬ 
agement  is  not  based  on  a  common 
understanding — on  carefully  developed 
standards,  and  a  flexible  adjustment  to 
conditions  and  to  individual  differ¬ 
ences. 

In  the  last  analysis,  this  working  in 
the  dark  results  in  inequality  in  sal¬ 
aries,  breeds  discontent,  and  discon¬ 
tent  means  a  high  turnover  of  labor 
and  low  production — both  of  which 
are  costly. 

The  causes  of  employee  discontent 
are  numerous.  One  of  the  most  com¬ 
mon  is  unbalanced  compensation — and 
that  is  due  to  a  lack  of  proper  job 
analysis.  How  much  do  we  expect  for 
the  salary  we  pay  our  employees?  Or, 
from  the  other  viewpoint — “  How  much 
must  an  employee  give  in  return  for 
his  salary?”  It  is  but  seldom  that  an 
employer  can  answer  such  questions 
intelligently.  So  much  is  expected 
from  each  of  a  group  of  100.  But  we 

*  With  R.  H.  Macy  &  Co.,  Inc.,  New  York  City. 


find  that  20  individuals  in  that  group 
can  produce  150  per  cent  more  than 
the  others.  They  must  be  paid  for 
this  greater  output.  If  not,  Mary 
Jones,  who  is  a  fast  worker,  will  say, 
“The  boss  does  not  know  what  I  do, 
anyway,”  and  seeing  her  neighbor 
doing  a  minimum  of  work  will  fall  into 
the  same  slow  pace.  In  other  words, 
when  an  average  salary  is  established 
for  a  group  of  100  people,  they  mark 
step;  they  do  not  develop  initiative. 
The  employer  is  perhaps  giving  them 
a  full  salary  envelope,  but  he  is  re¬ 
pressing — at  least  not  encouraging — 
those  individuals  who  are  naturally 
faster  and  more  accurate. 

II 

Adjustment  of  Salaries.  To  gauge 
salaries  accurately,  we  must  determine 
what  the  performance  of  each  em¬ 
ployee  should  be.  Go  into  one  of  the 
operating  departments  and  you  will 
find  girls  making  errors  all  day,  and 
other  girls  working  to  correct  those 
errors.  Other  girls,  again,  are  slowing 
up  the  machine,  and  that  makes  for 
overtime.  It  is  all  charged  up  to  the 
day’s  work,  because  the  employer  is 
not  able  to  locate  the  fault.  If  he 
could  find  in  each  case  just  where  the 
error  occurred  he  might  perhaps  so 
train  the  employee  as  to  avoid  the 
failure.  At  any  rate,  payment  could 
be  based  on  performance.  The  real 
trouble  is  that  we  do  not  know  how 
to  analyze  the  job  and  to  measure 
output. 


18 


ADMINISTRATION 


Vol.  V 
No.  1 


When  an  adequate  method  of  meas¬ 
uring  production  is  installed,  it  is  in¬ 
teresting  to  observe  its  effect.  Girls 
will  come  to  the  bulletin  board  to  see 
their  record  for  the  week.  They  will 
begin  to  argue— “Do  you  charge  this 
as  an  error?  Is  it  not  just  a  slip  of  the 
machine?”  When  they  begin  to  ask 
questions  they  begin  to  develop  interest 
and  to  appreciate  the  smaller  details 
of  the  job.  They  begin  to  differentiate 
between  the  serious  errors — errors  that 
ought  to  be  avoided — and  immaterial 
errors.  After  you  have  reached  this 
point,  you  can  get  the  employee  to 
think  in  terms  of  detailed  function  and 
then  you  can  go  ahead  and  pay  them 
in  accordance  with  the  quality  and 
quantity  of  their  production.  And  for 
this  there  should  be  an  adequate  salary, 
and  then  some  supplementary  device, 
such  as  a  bonus,  to  take  care  of  the 
faster  workers. 


Ill 

Why  Bonus  Plans  Fail.  The  bonus 
plan  has  frequently  been  tried  as  a 
means  of  adjusting  compensation.  In 
many  cases  the  attempt  has  failed 
and  because  of  this  the  general  plan 
has  been  subjected  to  much  criticism. 
The  bonus,  however,  has  its  place,  and 
in  cases  where  it  has  failed  the  reason 
is  usually  not  hard  to  find. 

Bonus  plans  have,  for  one  thing, 
been  adopted  to  correct  the  short¬ 
comings  of  salary  schedules.  A  bonus 
can  never  make  up  for  such  failures. 
If  the  salary  for  a  certain  position  is, 
say,  $30  a  week,  when  it  should  be 
$35  a  week,  there  is  sure  to  be  trouble 
with  the  employee,  and  particularly 
during  stringent  employment  con¬ 
ditions.  Such  a  proceeding  means 
that  the  employer  is  attempting  to 
give  his  employee  $5  in  the  form  of  a 
bonus  when  it  should  be  part  of  his 


salary.  Not  only  will  such  an  at¬ 
tempt  fail,  but  because  of  just  such 
failures  many  employers  have  lost 
confidence  in  the  principle  of  a  bonus. 

Then  we  have  the  case  where 
salaries  are  quite  sufficient — or  per¬ 
haps  more  than  sufficient — but  some 
difficulty  arises  in  the  department,  or 
in  the  store,  and  immediately  the 
suggestion  is  made— “Let  us  try  a 
bonus  plan.”  And  again  the  plan 
fails  for  the  reason  that  no  man  should 
ever  receive  more  than  his  labor  is 
worth,  and  the  moment  he  feels  that 
his  employer  is  giving  him  more  than 
he  is  producing — more  than  he  is 
giving  in  return — the  effect  is  de¬ 
moralizing. 

IV 

Difficulties  in  Applying  the  Bonus. 
The  bonus  originated  in  factories. 
There  it  has  undoubtedly  been  a 
success  for  the  reason  that  in  the 
factory  we  have  a  simple  unit  of  pro¬ 
duction.  Under  such  conditions  it  is 
easy  to  determine  just  how  much  each 
individual  does  and  to  reward  him 
accordingly. 

When,  however,  attempts  are  made 
to  carry  the  bonus  plan  into  commercial 
undertakings,  where  the  units  are 
complex,  the  problem  is  not  so  simple. 
For  instance,  a  bonus  is  to  be  paid  in 
the  delivery  department  of  a  retail  store 
on  the  piece-rate  basis.  The  driver 
is  anxious  to  earn  a  penny,  let  us  say, 
for  each  bundle  he  delivers  above  300, 
and  so  he  takes  out  a  load  of  500 
bundles,  goes  at  full  speed,  and  wrecks 
his  machine.  You  say:  “We  can’t 
give  him  a  bonus  on  the  number  of 
pieces  he  delivers;  we  will  base  his 
bonus  on  the  gasoline  consumption.” 
You  find  it  is  either  too  difficult  to  do 
this,  or  as  it  is  usually  put,  “We  are 
going  into  a  lot  of  theory  and  can’t 
measure  that.” 
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You  also  find  that  these  standards 
are  not  adequate  because  they  do  not 
take  into  consideration  the  driver’s 
treatment  of  his  customers.  You  may 
find  that  a  man  takes  out  500  bundles 
a  day,  or  makes  an  extraordinary 
mileage,  but  because  of  his  desire  to 
raise  his  average  he  fails  to  give  the 
customer  the  attention  he  would  if  he 
were  not  in  a  hurry. 

As  will  be  seen,  we  are  getting  into  a 
complex  situation.  This  is  why  bonus 
plans  are  difficult  to  apply  in  commer¬ 
cial  enterprises.  At  the  same  time 
the  theory  of  the  bonus  is  sound — 
one  of  the  soundest — because  it  takes 
care  of  the  inequalities  of  human 
nature.  Select  100  employees  in  any 
group  and  it  is  quickly  discovered  that 
very  few  of  them  are  alike.  Some 
naturally  work  faster  and  some  work 
slower  and  they  ought  to  be  rewarded 
accordingly. 

To  sum  the  matter  up,  before  a 
bonus  can  be  applied  with  equity  and  a 
prospect  of  success,  the  question  must 
be  answered — “How  much  do  we 
expect  for  the  salary  we  pay  our  em¬ 
ployees?”  Until  this  question  is  an¬ 
swered  there  is  no  use  talking  about  a 
bonus. 

V 

A  Study  of  Delivery  Operations — An¬ 
alyzing  the  Job.  Production  standards, 
salary  and  bonus  standards  are  usually 
based  on  little  planning  or  analysis  of 
any  sort.  The  writer  recently  in¬ 
quired  of  an  acquaintance  much  in¬ 
terested  in  delivery  operations  what  a 
fair  day’s  work  for  a  driver  should  be. 
The  answer,  which  is  typical,  was 
as  follows: 

“It  is  a  matter  purely  of  local  con¬ 
ditions,  and  if  you  or  some  one  you  will 
delegate  will  go  out  for  two  days — an 
average  day,  an  average  load,  and 
average  conditions — you  can  pretty 
nearly  tell.” 


This  is  typical  of  the  old-time  snap 
judgments  on  which  the  gigantic  enter¬ 
prises  of  the  present  day  cannot  rely 
and  survive.  Standards  developed 
in  this  perfunctory  way  make  for 
injustice,  both  to  labor  and  capital — 
as  they  mislead  both. 

In  measuring  machine  production 
as  already  suggested  the  task  is  quite 
definite.  Both  the  machine  and  the 
man  are  static  factors,  which  can  be 
placed  in  such  ideal  conditions  that 
the  motions  necessary  for  any  par¬ 
ticular  operation  can  be  measured  with 
sufficient  accuracy.  When,  however, 
we  are  confronted  with  a  study  of 
delivery  operations  there  are  so  many 
variables  that  one  is  apt  to  be  over¬ 
whelmed  by  the  enormity  of  the  task 
and  be  content  to  leave  it  to  the  un¬ 
reliability  of  past  experience  and  the 
uncertainties  of  the  future. 

The  driver,  helper,  and  the  vehicle 
are  not  standing  still.  They  move. 
Each  section  of  the  city  has  its  own 
peculiarities;  each  type  of  house 
presents  some  new  difficulty;  each 
type  of  sale  involves  a  different  trans¬ 
action  with  the  customer.  Then  take 
the  uncertainties  of  human  nature, 
and  the  driver’s  tendency  to  adjust 
the  pace  at  which  he  works  to  the  size 
of  the  load  ahead,  and  we  have  a  few 
of  the  conflicting  forces  that  make  the 
study  of  such  a  problem  well-nigh  im¬ 
possible.  This  is  why  its  solution  has 
not  been  attempted  before. 

Take,  for  instance,  the  method  of 
delivery.  It  is  at  once  apparent  that 
the  standards  change  with  each  new 
method.  Is  it  more  economical  from 
a  production  point  of  view  to  drive  the 
helper  to  most  of  his  stops  half-way  or 
all  the  way?  Should  the  helper  re¬ 
ceive  two,  three,  four,  five  or  more 
pieces  on  the  backload?  The  method 
adopted  will  determine,  to  some  ex¬ 
tent,  the  rate  of  production.  A  long 
list  of  other  factors  must  be  studied 
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carefully  in  order  to  determine  a  fair 
day’s  work.  How  are  we  to  know 
whether  we  are  right  or  wrong  unless 
we  have  taken  every  one  of  these 
factors  into  account? 

If  we  had  made  our  observation  in 
1918  we  should  hardly  have  arrived 
at  the  correct  standard.  Production 
was  at  a  low  point  all  over  the  country. 
If  we  should  make  it  during  a  very 
busy  month,  December,  let  us  say,  we 
would  not  know  whether  our  standard 
was  reliable  because  we  would  have 
observed  loads  taken  out  during  un¬ 
usually  busy  and  peak  days.  As  a 
matter  of  fact,  the  driver  and  helper 
adjust  the  pace  in  accordance  with  the 
amount  of  work  on  hand  and  not  with 
the  amount  of  work  they  can  do. 

It  is  at  once  obvious  that  rough 
methods  such  as  jumping  on  a  vehicle 
for  two  days  and  deciding  what  is  a 
fair  day’s  work  are  unreliable.  How 
can  we  know  what  is  a  fair  day’s  work 
by  sitting  on  a  vehicle  and  watching? 
How  can  we  know  what  is  a  fair  average 
unless  we  can  select  an  average  driver? 
An  average  driver  is  something  which 
does  not  exist,  and  yet,  standards  are 
often  developed  in  this  offhand  man¬ 
ner.  It  is  no  wonder  they  fail. 

VI 

Purposes  of  Studying  Delivery  Oper¬ 
ations.  There  is  only  one  correct  and 
reliable  method  of  developing  de¬ 
livery  standards  for  those  organizations 
which  prefer  to  deal  with  both  them¬ 
selves  and  with  their  men  on  a  rock- 
bottom  foundation.  This  is  to  study 
each  element  of  delivery  operation  on 
its  own  merits — something  not  as  easy 
as  it  seems.  However,  by  approaching 
the  matter  in  this  way — while  wre  may 
not  arrive  at  an  absolutely  perfect 
standard — wre  are  wTell  on  the  way  to 
that  very  desirable  goal.  There  is  no 
other  way  to  arrive  at  a  true  under¬ 


standing  of  so  complicated  a  depart¬ 
ment  as  delivery. 

To  state  it  briefly  the  purposes  of 
such  a  study  should  be: 

1.  To  acquaint  ourselves  more  inti¬ 
mately  with  delivery  problems  so  that  we 
may  better  control  them 

2.  To  measure  and  study  each  motion 
of  the  day’s  work  so  that  we  may 

(a)  Determine  what  a  fair  day’s  work 

is,  both  to  the  worker  and  the 
organization 

(b)  Familiarize  ourselves  with  each 

motion  and  operation  intimate¬ 
ly,  to  the  end  that  wre  may 
improve  them  and  raise  the 
standard. 

Before  discussing  the  procedure  to 
be  followed  in  making  such  a  survey, 
it  may  be  in  point  to  suggest — though 
the  fact  is  rather  obvious — that  the 
popular  notion  that  studying  motions 
and  basing  standards  on  those  studies 
is  trying  to  make  a  machine  out  of  a 
human  being  is  entirely  unfounded. 
In  fact  it  is  to  the  workers’  own 
interest  and  contributes  much  more 
toward  social  betterment  and  progress 
wdien  we  try  to  make  the  same  amount 
of  energy  spent  by  the  worker  accom¬ 
plish  greater  results.  While  it  is 
elementary  to  discuss  this,  too  much 
cannot  be  done  to  wipe  out  such 
misconceptions.  From  the  writer’s 
viewpoint,  industrial  engineering,  with 
the  betterment  and  progress  of  social 
conditions  for  its  motive,  will  do 
more  for  the  world  than  all  the  “isms” 
combined. 

VII 

General  Procedure  for  Studying  De¬ 
livery  Operations.  Investigators  should 
be  told  that  unless  they  gain  the  con¬ 
fidence  of  the  men  on  the  vehicles  their 
observations  will  be  worthless.  For 
this  reason  they  should  not  hide  from 
the  driver  or  helper  the  purpose  of 
their  presence  on  the  vehicle. 
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The  investigator  should  divide  his 
day’s  work  alternately  between  sitting 
on  the  vehicle  and  taking  observations 
of  actual  deliveries — that  is,  he  should 
alternately  accompany  the  driver  and 
the  helper.  Every  half-hour  or  three 
quarters  of  an  hour  the  investigator 
should  change  his  position.  For  in¬ 
stance,  if  he  has  sat  on  the  wagon 
from  9.00  a.  m.  to  9.30  a.  m.,  he  should 
accompany  the  helper  on  his  deliveries 
from  9.30  a.  m.  to  10.00  a.  m.,  while 
from  10.00  a.  m.  to  10.30  a.  m.  he 
should  accompany  the  driver  on  his 
deliveries,  and  so  forth. 

Each  investigator  should  be  supplied 
with  four  forms  on  which  to  keep  his 
records — preferably  ruled  up  on  cards 
— each  of  which  will  be  explained 
later  in  detail.  In  addition,  he  should 
be  provided  with  a  decimal  stop¬ 
watch  and  a  regular  time  watch.  The 
cards  should  be  mounted  on  some  stiff 
material,  such  as  cardboard,  which  will 
act  as  a  desk  pad  and  which  the  investi¬ 
gator  may  carry  with  ease.  The  stop¬ 


watch  should  be  fastened  to  the  top  of 
the  pad  or  cardboard  so  that  it  will  al¬ 
ways  face  the  investigator  and  will 
leave  his  right  hand  absolutely  free  for 
writing. 

VIII 

Time  Studies  on  Wagon.  In  taking 
the  observations  on  the  wagon  the 
investigator  uses  Figure  1  and  makes 
his  record  on  that  each  time  the 
wagon  moves  or  stops;  each  time  the 
driver  delivers  or  stops — and  the  same 
for  the  helper. 

When  the  wagon  begins  to  move,  he 
places  an  “  m  ”  in  the  “  M  or  S  ”  column 
and  the  reading  of  the  stop-watch  along¬ 
side  of  it.  When  the  wagon  stops  he 
places  an  “s”  underneath  the  “m”  and 
the  reading  at  the  stopping  time. 

When  the  driver  begins  to  make  a 
delivery — at  the  moment  he  leaves  the 
wagon  a  “d”  is  placed  in  the  “D  or  S” 
column  with  the  reading  alongside  of 
it.  As  soon  as  he  returns  and  puts  his 
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foot  on  the  step  of  the  wagon  an  “s”  is 
placed  under  the  “d”  with  the  reading 
at  that  time.  In  addition,  at  the 
time  the  driver  leaves  to  make  a 
delivery,  alongside  of  the  “d”  in  the 
‘’II  Stop”  column  there  is  also  indi¬ 
cated  the  number  of  house  stops  he  is 
to  make — in  “C  Stop”  column  the 
number  of  customer  stops  to  which  he 
goes  to  make  deliveries — in  “Paid” 
column,  the  number  of  paid  packages 
he  delivers,  and  in  the  “C.  O.  D.”  col¬ 
umn,  the  number  of  C.  O.  D.  packages. 

The  same  observations  should  be 
taken  for  the  helper. 

When  these  cards  are  returned  to  the 
office,  the  elapsed  time  should  be 
figured  and  entered  in  column  “E 
Time,  ”  giving  the  time  for  every  move 
of  the  wagon,  driver,  and  helper. 

IX 

Time  Studies  on  Actual  Deliveries 
Made.  As  was  stated  above,  the  inves¬ 
tigator  should  vary  his  observations 


every  half-hour,  and  instead  of  sitting 
on  the  wagon  should  actually  follow 
the  driver  in  whatever  he  does  or 
wherever  he  goes.  In  working  with 
the  driver  or  helper  he  must  use 
Figure  2.  Two  of  these  will  be  neces¬ 
sary — one  for  the  driver  and  another 
for  the  helper. 

In  the  “Time ”  column  in  Figure  2  he 
records  the  time  of  the  day  he  begins 
to  make  these  observations.  In  other 
words,  if  he  starts  to  work  with  the 
driver  at  12.15  and  begins  at  that 
moment  to  take  his  observations,  he 
puts  12.15  in  the  “Time”  column 
before  he  makes  any  other  record. 

In  measuring  and  studying  the 
motions  that  a  driver  goes  through 
in  making  a  delivery,  we  must  bear 
in  mind  that  deliveries  are  so  rapid 
that  we  cannot  afford  to  divide  them 
into  very  minute  motions.  A  careful 
analysis  will  show  that,  generally, 
a  delivery  may  be  divided  into  the 
following  seven  distinct  motions  or 
periods: 
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(A)  Walking  from  the  wagon  to  the  front 
of  the  house. 

(B)  Locating  the  customer,  or  going 
from  the  entrance  of  the  house  to  the  cus¬ 
tomer’s  door. 

(C')  From  the  time  the  customer  is  noti¬ 
fied  by  ringing  the  bell  to  the  time  the 
customer  is  seen. 

(C)  From  the  time  it  takes  to  hand  the 
package  to  the  customer  and  make  change 
to  the  time  the  customer  is  left. 

(D)  From  the  time  the  customer  is  left 
to  the  time  the  observer  and  driver  are  at 
the  entrance  of  the  house  again. 

(E)  From  the  time  of  leaving  the  front 
of  the  house  to  the  time  the  wagon  is 
reached. 

(F)  From  the  time  the  wagon  is  reached 
to  the  time  the  driver  starts  to  make  an¬ 
other  delivery. 

Figure  2  makes  provision  for  these 
seven  motions,  providing  a  column  for 
each  of  them. 

X 

Specifications  for  Delivery  Opera¬ 
tions.  In  order  that  there  may  be  no 
misunderstanding  and  that  all  the 
readings  taken  for  Figure  2  may  have 
the  same  meaning,  we  must  set  out 
with  specific  subdivisions  of  each  of 
the  motions  agreed  upon  as  the  basis 
of  the  observation.  The  following 
detailed  specifications  for  each  motion 
will  give  this  specific  definition. 

Column  A 

Case  1 — If  the  driver  or  helper  has  package 
in  his  hand  and  jumps  off  while  the  wagon 
is  moving,  the  observation  is  taken  when 
his  foot  strikes  the  ground. 

Case  2 — If  the  driver  or  helper  has  package 
in  his  hand  and  jumps  off  when  wagon 
has  stopped,  the  observation  is  taken 
when  his  foot  strikes  the  ground. 

Case  S — If  helper  is  on  the  ground  taking 
package  from  driver,  the  observation  is 
taken  as  he  moves  from  the  wagon. 

Case  If. — When  large  packages,  barrels,  etc., 


are  to  be  removed  from  tailboard,  ob¬ 
servation  should  be  taken  when  the 
driver  or  helper  sets  foot  on  the  ground 
to  go  to  the  rear  of  the  wagon. 

Column  B 

Private  House — Observation  should  be 
taken  at  the  entrance  of  the  walk  of  a 
country  house  or  at  the  first  step  of  the 
stoop  of  a  city  house;  if  entrance  is  in 
the  rear,  it  should  be  taken  at  the  first 
step  of  the  back  porch. 

Walk-up — Observation  should  be  taken  at 
the  first  step  of  the  apartment  house. 

High-Class  Walk-up — -Observation  should 
be  taken  at  entrance  to  the  basement. 

Store — Observations  should  be  taken  at 
store  door. 

Column  C' 

Private  House — Observation  should  be 
taken  when  the  door  bell  is  rung. 

Walk-up — Observation  is  taken  when  the 
bell  of  the  customer’s  door  is  rung,  or 
the  driver  knocks  on  the  door.  If  the 
customer  is  called  to  the  door  by  an 
office  boy,  the  observation  is  taken  when 
she  is  called. 

Column  C 

Observation  is  taken  when  the  customer  is 
actually  seen  or  the  delivery  commences. 

Column  D 

Observation  is  taken  when  the  driver  or 
helper  starts  to  leave  the  customer;  or 
when  the  customer  turns  from  the  driver 
or  helper  for  the  last  time. 

Column  E 

Observation  is  taken  when  the  driver  or 
helper  reaches  the  B  observation  on  his 
way  back  to  the  wagon. 

Column  F 

Observation  is  taken  when  the  driver  or 
helper  arrives  at  the  wagon  after  he  has 
delivered  or  tried  to  deliver  the  package 
or  packages. 
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XI 

The  Method  of  Taking  the  Readings 
on  Figure  2.  The  moment  the  wagon  is 
left  by  the  driver,  the  reading  is  taken 
under  “A”;  the  moment  the  house 
door  is  reached,  the  reading  is  taken 
under  “B”;  at  the  ringing  of  the  bell 
the  reading  is  taken  under  “Cr”; 
when  the  customer  appears  the  reading 
is  taken  under  “C”;  when  the  driver 
begins  to  leave  the  customer,  the 
reading  is  taken  under  “D”;  when 
the  driver  reaches  the  front  of  the 
house  the  reading  is  taken  under  “E”; 
when  the  driver  reaches  the  wagon, 
the  reading  is  taken  under  “F”;  when 
the  driver  starts  to  make  another 
delivery,  the  reading  is  taken  under 
“A”  again,  and  so  forth.  For  each 
“  C,  ”  or  actual,  delivery,  the  number  of 
paid  packages  delivered  to  the  customer 
should  be  indicated  in  the  column 
“Paid”  and  similarly  for  C.  O.  D.  de¬ 
liveries,  Exchanges,  or  Calls.  The 
type  of  house  to  which  the  delivery  is 


made  should  be  indicated  under 
“House.” 

When  the  investigator  accompanies 
the  helper,  a  similar  observation  is 
made  on  Figure  2. 

XII 

Special  Studies.  In  addition  to  the 
above  observations  of  the  movement 
of  the  wagon,  driver,  and  helper  and 
of  the  particular  motions  involved  in 
making  deliveries,  observations  must 
be  made  to  reflect  further  the  condi¬ 
tions  under  wdiich  the  deliveries  are 
made  and  the  nature  of  the  territory 
covered  on  a  particular  day.  It  stands 
to  reason  that  an  analysis  of  the 
driver’s  motions  alone  will  not  suffice 
to  give  us  a  true  picture  of  the  work 
involved  in  what  is  commonly  known 
as  “Delivery.”  It  is  essential  that  we 
take  into  consideration  all  the  other 
odd  jobs  which  are  necessitated  during 
a  day’s  work  on  the  road.  We  must 
also  know  the  nature  of  the  territory 
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covered,  and  hence  a  study  of  the  types 
of  houses  is  essential. 

Figure  3  is  to  be  used  by  the  in¬ 
vestigator  to  record  some  of  the 
regular  duties  performed  by  the  driver 
and  helper  such  as  loading  the  wheelers; 


bringing  the  wheelers  to  the  truck; 
loading  the  truck;  going  to  the  route; 
time  taken  for  breakfast  and  lunch; 
all  special  sorting  of  packages  made 
during  the  day;  the  time  required  to 
return  to  the  store  from  the  route;  the 
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time  of  unloading;  the  time  for 
making  returns,  etc. 

In  order  that  we  may  have  a 
further  check-up  on  the  conditions 
that  make  for  returns  on  the  route, 
the  investigator  should  be  required 
to  record  on  this  chronological  record 
the  number  of  C.  O.  D.  and  Paid 
packages  delivered  every  hour  and  the 
number  returned  during  that  period. 
In  this  way  we  will  know  the  time  of 
the  day  in  each  route  when  returns  are 
bound  to  be  higher  than  normal. 


XIII 

Study  of  Types  of  Houses.  The  types 
of  houses  vary  with  each  locality  and 
the  difficulty  of  delivery  varies  ac¬ 
cordingly.  The  problem  of  making 
a  delivery  in  a  walk-up  house  is  nat¬ 
urally  not  the  same  as  that  of  making 
a  delivery  in  a  high-class  elevator 
apartment.  Depending  on  the  city 
where  the  study  is  made,  houses  how¬ 
ever,  may  be  classified  according  to 
the  types  designated  in  Figure  4.  The 
investigator  should  be  instructed  to 
analyze  every  block  he  visits  during  the 
day  on  the  route  into  these  types  of 
houses.  The  name  of  the  block  should 
be  listed  on  Figure  4  under  the  column 
“Location”  and  of  all  the  houses  on 
that  block — the  total  constituting  100 
per  cent;  the  proper  percentage  for 
each  should  be  entered  in  the  columns 
representing  the  following  ten  types 
of  houses: 


W.  .  .  .Per  cent  Walk-Ups  on  that  block 
H  .  .  .  .  “  High-Class  walk-ups 

El.  .  .  .  “  Elevators 

H.C.EI.  “  High-Class  elevator 

W.  O.  “  Walk-Up  offices 

E.  O.  .  “  Elevator  offices 

Ho.  .  .  “  Hotels 

St.  ...  “  Stores 

F  .  .  .  .  “  Furnished  houses 

P  .  .  .  .  “  Private  houses 


In  an  investigation  such  as  that 
described  it  will  be  found  that  the 
motions  enumerated  are  but  a  few  of 
those  involved  in  the  day’s  work. 
Provision  must  be  made  for  recording 
other  motions  in  accordance  with  the 
requirements  of  the  special  investi¬ 
gation.  In  a  recent  study  of  delivery 
operations  the  writer  employed  the 
four  forms  shown  and,  in  addition  to 
these,  time-study  cards  for  the  pur¬ 
pose  of  making  a  special  study  of 
sorting  and  other  operations.  Also 
the  investigators  were  required  to 
make  note  of  all  matters  of  a  general 
nature  bearing  upon  the  investigation 
not  covered  by  the  particular  form. 

The  whole  idea  of  such  an  investi¬ 
gation  is  to  determine  the  facts  in  a 
scientific  way  as  against  the  slipshod 
methods  so  frequently  employed  in  the 
past— it  is  the  difference  between 
groping  in  the  dark  as  against  marching 
to  a  carefully  determined  goal  in  the 
light — between  conditions  making  for 
inequalities,  injustice,  and  discontent 
and  those  resulting  in  impartially  se¬ 
cured  facts  in  which  all  must  have 
confidence. 


(In  his  next  article  Mr.  Wess  describes  the  detailed  procedure  of  the  investi¬ 
gation  outlined  above.) 


BUSINESS  REFERENCES  AND  RECOMMENDATIONS 


BY  H.  DOUGLAS  FRYER  * 


THE  writing  of  recommenda¬ 
tions  for  employees  who  are 
looking  for  positions  outside  the  con¬ 
cern  in  which  they  have  been  em¬ 
ployed  is  an  established  practice  in 
commercial  business.  While  testi¬ 
monials  of  the  kind  are  looked  upon 
skeptically  by  almost  all  of  those 
who  read  these  recommendations,  the 
practice  persists  as  the  only  practical 
method  available  of  checking  up  the 
past  business  experience  of  a  worker. 

There  is  the  “To  whom  it  may  con¬ 
cern”  recommendation  given  to  the 
worker  upon  discontinuance  of  em¬ 
ployment.  This  is  considered  of  value 
only  in  its  exact  statement  of  work 
accomplished  or  in  its  negative  sug¬ 
gestions  upon  conduct.  Similarly, 
but  of  somewhat  more  reliable  sig¬ 
nificance,  is  the  letter  of  recommen¬ 
dation  sent  to  the  prospective  em¬ 
ployer  in  answer  to  a  request  for  a 
statement  of  ability.  These  general 
letters  of  recommendation  display  the 
worker’s  qualifications  to  his  best 
advantage,  for  an  employer  usually 
desires  to  do  the  best  that  he  can  for  a 
previous  employee  in  helping  him  to 
secure  a  new  situation. 

There  have  been  numerous  attempts 
to  standardize  the  reference  investi¬ 
gation.  Employment  agencies  have 
probably  put  the  best  effort  into  this, 
for  they  have  assumed  a  certain  re¬ 
sponsibility  in  recommending  workers. 
One  of  the  standardized  recommen¬ 
dation  request  methods  most  com¬ 
monly  used  is  built  upon  the  principle 
of  asking  for  answers  to  stated  ques¬ 
tions,  some  of  a  general  and  some  of  a 

*  Director  of  Vocational  Department,  Y.  M.  C.  A., 
Brooklyn,  N.  Y. 


specific  nature.  A  number  of  these 
recommendation  request  slips  have 
been  analyzed  and  though  there  are 
many  combinations,  it  has  been  found 
that  they  naturally  divide  themselves, 
according  to  the  method  used  in 
requesting  the  information,  into  three 
groups.  These  are  given  below. 

One  group  asks  general  questions 
requiring  a  “Yes”  or  “No”  answer,  of 
which  the  following  are  examples: 

Is  the  applicant  strictly  honest,  truthful, 
and  worthy  of  trust? 

Has  he  initiative  and  aggressiveness? 

Is  he  strictly  temperate  and  moral? 

Is  he  capable  in  his  line  of  work? 

A  second  group  asks  general  ques¬ 
tions  requiring  a  descriptive  answer, 
such  as  the  following: 

What  kind  of  work  is  he  best  fitted  for? 

What  is  his  general  character? 

What  is  his  general  temperament  and 
disposition? 

What  are  his  strong  points? 

The  final  group  asks  specific  ques¬ 
tions  requiring  a  “Yes”  or  “No” 
answer,  as: 

Is  he  honest . ?  truthful . ? 

reliable . ?  loyal . ? 

Has  he  initiative . ?  judgment . ? 

executive  ability . ? 

A  development  along  similar  lines  to 
this  final  group  is  the  listing  of  numer¬ 
ous  character  and  experience  quali¬ 
fications  to  be  answered  by  either 
“Yes”  or  “No.”  When  used  in  esti¬ 
mating  upon  a  group  of  qualities  like 
the  following,  this  method  secures  a 
very  suggestive  size-up: 
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Honesty .  .  .  ?  sobriety .  .  .  ?  reliability .  .  .  ? 

resourcefulness . ?  aggressiveness . ? 

enthusiasm . .  .  ?  courtesy . . .  ?  ambition . .  .  ? 

common  sense . ?  accuracy . ? 

imagination . ?  fair-mindedness . ? 

use  of  English . ?  practicability . ? 

leadership . ? 

But  to  be  at  all  inclusive  this  list 
must  be  quite  extensive,  and  here  is 
the  criticism  of  this  method,  for,  even 
though  the  estimating  process  is  sim¬ 
ple,  the  long  list  of  qualities  causes  it 
to  appear  quite  complicated.  As  a  sim¬ 
plification  to  meet  this  criticism  there 
has  been  used  the  method  of  checking 
those  qualities  appearing  in  the  in¬ 
dividual  being  rated. 

II 

The  Rating  Scale  Method.  A  signifi¬ 
cant  development  in  industrial  per¬ 
sonnel  work  has  been  produced  by  the 
application  of  the  rating-scale  method. 
The  accuracy  of  this  method  may  be 
questioned  from  the  scientific  stand¬ 
point,  but  nevertheless  it  has  relative 
practical  value.  Many  of  the  rating- 
scale  principles  can  be  applied  to  the 
investigation  of  references  in  com¬ 
mercial  business.  In  1915  the  Central 
Placement  Bureau1  began  an  experi¬ 
ment  with  a  recommendation  request 
slip  asking,  among  other  things,  for 
an  estimate  upon  three  general  quali¬ 
ties  by  checking  upon  a  rating  scale  of 
three  measures — excellent,  fair,  poor. 
This  was  found  to  work  satisfactorily 
even  among  the  lowest  grade  em¬ 
ployers,  such  as  garage  managers, 
plumbers,  carpenters,  head  porters. 
Only  a  few  refused  to  use  the  rating- 
scale  method,  preferring  to  make 
a  general  statement  of  their  previous 
employee’s  qualifications. 

It  became  evident  after  a  trial  of 
several  years  of  this  very  simple  rating 

1  Vocational  Department,  Central  Branch,  Young 
Men’s  Christian  Association,  Brooklyn,  N.  Y. 


scale  that  a  more  detailed  rating  scale 
might  be  used  with  understanding  and 
co-operation  by  all  classes  of  em¬ 
ployers.  But  in  the  application  of  the 
rating  scale  to  the  recommendation 
request  slip  it  was  recognized  that 
serviceability  must  be  the  criterion, 
and  that  there  would  be  found  a  point 
of  saturation  for  this  “good-will” 
work  that  one  employer  will  do  for 
another.  Furthermore,  in  attempting 
to  cover  the  field  of  occupational 
qualifications  in  some  detail  two  things 
became  evident: 

1.  That  the  traits  of  occupational  value 
must  be  defined. 

2.  That  these  definitions  must  be,  as  far 
as  possible,  in  common  business  termi¬ 
nology. 

Practically  speaking,  the  field  of 
character  study  is  in  a  chaotic  con¬ 
dition.  A  definition  of  intelligence  can 
be  adapted  from  mental  testing  and 
one  of  workmanship  from  trade  testing, 
but  for  those  qualities  having  their 
basis  largely  in  the  emotions  the  best 
that  can  be  done  is  to  describe  them. 
To  do  this,  in  forming  early  tentative 
categories  the  scheme  was  hit  upon 
of  classifying  into  groups  the  terms 
used  in  general  recommendations  com¬ 
ing  to  the  Central  Placement  Bureau. 

By  this  means  a  rating  scale  of  seven 
trait  groups  was  formed  and  has  been 
in  the  process  of  development  during 
the  last  three  years.  Figure  1  shows 
this  rating  scale  as  it  is  formed  today.2 

Until  lately  the  rating  scale  was 
composed  of  a  scale  of  four  places  for 
the  checking  of  qualifications  (excel¬ 
lent,  good,  fair,  and  unsatisfactory). 
Another  class,  designated  as  the  “aver¬ 
age,”  has  been  added  in  the  belief  that 
this  will  furnish  a  definite  central 
point  upon  the  scale  about  which  the 

2  Used  in  slightly  abbreviated  form  upon  recommenda¬ 
tion  request  slip,  and  printed  in  size  x  in.  for 
inclosing  in  small  return  envelope. 
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Traits 

Excel¬ 

lent 

Good 

Average 

Fair 

Unsatis¬ 

factory 

Intelligence:  Ability  to  comprehend 
instructions,  to  think  quickly  and 
accurately,  to  analyze  and  judge,  to 
benefit  from  a  trained  memory,  and 
to  maintain  a  state  of  concentration 
during  mental  work. 

Workmanship:  Ability  in  occupa¬ 
tional  adeptness,  judgment,  and 
responsibility,  required  in  all  mental 
and  manual  labor. 

Industriousness:  Ability  to  work  hard 
and  long  hours,  including  energy, 
persistence,  endurance. 

Interest:  Ability  to  enjoy  work,  in¬ 
cluding  enthusiasm,  cheerfulness, 
optimism,  hopefulness,  ambition. 

Character:  Ability  for  moral  or  social 
judgment  and  behavior,  including 
integrity,  responsibility,  trustwor¬ 
thiness,  carefulness,  truthfulness, 
honesty  in  time,  work,  and  money. 

Leadership :  Ability  for  executive  work 
over  details  or  people,  including  jus¬ 
tice,  independence,  self-reliance, 
initiative,  decisiveness,  courage, 
aggressiveness,  thrift. 

Co-operativeness:  Ability  to  work 
with  others,  including  diplomacy, 
discretion  (tact),  loyalty,  faithful¬ 
ness,  obedience,  sense  of  humor, 
adaptability,  kindliness,  unselfish¬ 
ness,  patience,  tolerance,  politeness. 

Fig.  1.  Rating  Scale  of  Vocational  Qualifications 


employer  can  more  easily  estimate 
variations. 

Ill 

Analysis  of  Vocational  Ratings.  Be¬ 
fore  this  change  was  made  a  sample 
of  510  recommendation  returns  was 
studied  to  find  out: 

1.  Whether  the  trait  groups  were  being 
understood. 

2.  Whether  or  not  employers  made  a 


general  or  unitary  judgment  of  the  worker, 
marking  all  qualities  the  same,  or  whether 
specific  ratings  were  being  made  of  qualities 
forming  the  total. 

In  only  a  very  few  instances  was  a 
personal  method  of  recommendation 
substituted  and  in  a  negligible  number 
was  the  rating  scale  misunderstood. 

To  answer  the  second  question  the 
510  cases  were  divided  into  two 
classes,  as  follows: 
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1.  General  Ratings:  Those  checking  all 
qualities  with  the  same  rating ,  indicating 
either  incapability  or  unwillingness  to  make 
separate  estimates  for  the  seven  different 
qualities. 

2.  Specific  Ratings:  Those  varying  their 
checking  on  at  least  one  quality,  indicating  a 
willingness  and  capability  of  breaking  up 
the  individual’s  qualifications  and  rating 
him  accordingly. 

The  results  of  this  analysis  are 
briefly  stated,  as  follows: 


rating  scale  in  recommending  previous 
employees;  and  that  approximately 
one-half  are  willing  and  capable  of 
using  a  rating  scale  of  specific  qualities. 

There  are  reasons  why  all  qualities 
were  rated  the  same  by  some  of  the 
51  per  cent  of  the  employers  rating 
thus.  It  is  possible  that  some  workers 
did  not  hold  the  position  long  enough 
to  be  given  other  than  a  general  rating. 
Without  doubt  there  are  employers 
who  are  not  capable  of  thinking  of 


Occupational  Groups 

Total 

General  Ratings 

Specific  Ratings 

Total 

Per  Cent 

Total 

Per  Cent 

Total 

Per  Cent 

A.  Mechanical,  Transportation, 
and  Maintenance  Workers. 

260 

100 

120 

46 

140 

54 

B.  Executive,  Technical,  Sales, 
and  Clerical  Workers . 

250 

100 

142 

57 

108 

43 

Total . 

510 

100 

262 

51 

248 

49 

As  will  be  noted,  the  cases  taken  have 
been  divided  into  two  groups,  re¬ 
corded  as:  A — Mechanical,  Trans¬ 
portation  and  Maintenance  Workers; 
and  B — Executive,  Technical,  Sales 
and  Clerical  Workers.  This  is  a  social 
and  intelligence  division  for  employ¬ 
ers  as  well  as  employees  of  commercial 
business.  It  distinguishes  work  largely 
of  a  manual  nature  (Group  A),  and 
work  largely  of  a  mental  nature 
(Group  B).  The  total  number  is 
given  for  each  of  these  groups.  The 
A  group  received  46  per  cent  “general 
ratings”  and  54  per  cent  “specific 
ratings,”  while  the  B  group  received 
57  per  cent  “general  ratings”  and 
43  per  cent  “specific  ratings.”  For  the 
entire  analysis  there  were  51  per  cent 
receiving  “general  ratings”  and  49 
per  cent  receiving  “specific  ratings.” 

The  significant  result  of  this  analysis 
is  the  demonstrated  fact  that  em¬ 
ployers  are  willing  to  use  a  general 


their  employees’  qualifications  other¬ 
wise  than  as  a  unit,  as  an  excellent, 
good,  fair,  or  an  unsatisfactory  worker. 
Furthermore,  it  is  possible  that  there 
are  workers  holding  such  general  jobs 
that  it  is  very  difficult  to  consider 
them  as  having  specific  qualifications. 
There  is  an  illustration  of  this  in  group 
B  (Executive,  Technical,  Sales  and 
Clerical)  where  there  is  found  a  con¬ 
sistency  in  “general  ratings”  given 
to  general  office  clerks,  junior  clerks, 
and  office  boys.  This  factor  is  un¬ 
doubtedly  responsible  for  the  larger 
proportion  of  “general  ratings”  found 
for  the  B  group  than  for  the  A  group, 
for  there  were  a  large  number  of  general 
office  workers  included  in  the  sample. 

The  indication  from  this  data  is 
that  the  rating  scale  method  has 
distinct  advantages  when  applied  to 
the  recommendation  request.  Further 
experimentation  in  process  indicates 
even  better  results. 


INDUSTRIAL  AMERICA— THE  END  OF  A 
THOUSAND-YEAR  CYCLE 

BY  HOMER  HOYT  * 


FOR  a  close-up  of  Industrial  Amer¬ 
ica  in  1922  we  must,  to  keep  within 
a  reasonable  compass,  focus  our  lens 
on  a  restricted  area  of  the  great 
human  drama.  The  first  million  years 
of  human  evolution  were  the  hardest 
and  the  most  important.  The  groping 
for  consciousness  of  a  mind,  im¬ 
prisoned  in  brute  matter,  left  little  or 
no  record.  Like  a  coral  reef,  slowly 
built  up  from  the  darkest  fathoms  of 
the  ocean,  consciousness  is  not  seen 
until  it  appears  above  the  vast  depths 
out  of  which  it  arose. 

For  thousands  of  years  of  primitive 
and  savage  life  there  is  also  little  to 
record.  Then  after  the  Egyptian,  Chal¬ 
dean,  Babylonian,  and  Persian  civiliza¬ 
tions  had  successively  reached  their 
climax,  upon  the  threshold  of  written 
history  there  appeared  a  dazzling  light. 
That  marvelous  human  event,  the 
high  tide  of  intellectual  progress,  was 
the  Greek  civilization.  The  Greeks 
wrought  in  stone,  in  drama,  in  poetry, 
in  oratory,  in  philosophy,  a  perfec¬ 
tion  and  a  symmetry  of  form  that 
was  an  inspiration  for  all  the  ages 
that  followed. 

The  creative  ideal  of  the  Greeks  was 
standardized  into  material  forms  by 
the  Romans.  But  the  territorial  expan¬ 
sion  of  the  Republic  and  the  Empire 
with  all  its  quantity  production  of 
statues,  roads,  houses,  etc.,  could  never 
match  the  immense  creative  impulse 
of  the  Greeks.  When  Christianity 
came,  the  Roman  empire  was  a  huge 
shell  whose  organic  life  was  dying,  and 
so  far  had  this  gone  that  the  temporal 

*  Associate  Professor  of  Economics,  University  of 
North  Carolina. 


empire  of  the  Romans  collapsed  like  a 
bubble  when  pricked  by  the  swords  of 
a  “horde”  of  barbarians  smaller  than 
the  swarm  of  immigrants  coming  to  the 
United  States  in  a  single  year  before 
the  war.  The  ecclesiastical  empire  of 
Rome  quickly  filled  its  place,  and  then 
the  great  creative  force  of  Christianity, 
largely  lost  in  transmission  through 
forms  of  dogma  and  of  creed,  became 
standardized  and  stereotyped  into 
monasteries  and  cathedrals.  Through 
the  Dark  Ages  the  people  gazed  back 
at  the  glories  of  Greece  through 
darkened  windows  and  smoked  glasses. 
They  had  not  yet  suspected  the  dawn 
of  the  coming  revolution  in  art,  religion, 
politics,  literature,  and  industry. 

II 

The  Birth-Place  of  Modern  Indus¬ 
trialism.  With  this  brief  prelude,  we 
now  come  to  the  opening  of  the  drama 
of  Industrial  America  in  1922.  Let  us 
turn  the  spotlight  upon  England  in 
1100  a.d.  The  reader  may  well  in¬ 
quire  why  this  country  or  this  period 
was  selected  from  all  that  might  be 
chosen.  There  is  in  fact  no  a  priori 
reason.  The  England  of  William  the 
Conqueror  was  industrially  more  back¬ 
ward  than  the  Continent  of  Europe;  it 
was  not  essentially  different  from  many 
another  country  under  the  feudal 
system.  But  we  study  England  for  the 
same  reason  that  we  study  our  own 
family  tree.  Looking  backward  from 
our  present  vantage  we  know  that  in 
England  there  lay  the  seed  of  modern 
industrialism  which  the  forces  evolved 
from  within  and  beating  upon  England 
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from  without  were  to  expand  into  the 
business  world  of  today.  At  every 
stage  of  the  evolution  there  were  rival 
forces  and  rival  nations  whose  antag¬ 
onism  helped  to  hammer  England’s 
industrialism  into  a  tougher  and  more 
coherent  unity  but  whose  own  leader¬ 
ship  ebbed  away  in  the  attempt  to 
shatter  England’s  power.  In  those  who 
perished  we  have  no  interest  except  in 
their  influence  upon  the  genesis  of 
industrialism.  England  is  the  focal 
point  around  which  these  myriad  forces 
swept  and  out  of  which  the  new  society 
evolved. 

When  the  temporal  power  of  the 
Church  was  at  its  crest,  the  first  faint 
traces  of  the  forces  that  were  later  to 
gather  momentum  and  fuse  into  the 
modern  business  system  could  be  seen. 
Commerce  was  then  in  low  estate.  The 
Church  and  the  nobility  claimed  the 
honors  and  the  chief  emoluments  of 
this  life,  and  the  Church  claimed 
further  to  control  the  rewards  of  the 
hereafter.  To  be  a  business  man  and 
to  trade  in  goods  for  profit  was  to  ex¬ 
change  a  brief  temporal  satisfaction  in 
the  physical  comforts  of  life  for  a  low 
social  position  in  the  earthly  system 
of  classes  and  for  eternal  damnation  in 
the  heavenly  scheme  of  values.  Hence 
only  those  who  had  no  hope  of  either 
social  distinction  here  or  salvation  in 
the  hereafter  engaged  in  business. 
These  were  the  Jews.  What  scanty 
opportunities  for  trade  presented  them¬ 
selves  were  their  monopoly. 

Ill 

Industrial  Conditions  in  Feudal  Eng¬ 
land.  But  England  in  the  year  1100 
a.d.  was  no  field  for  an  American 
promoter.  The  life  of  that  day  was  the 
antithesis  of  the  present.  There  were 
no  specialized  producing  classes,  re¬ 
ceiving  a  specialized  income  known  as 
rent,  wages,  interest,  or  profits.  Ma¬ 


chine  production  did  not  exist  and 
equally  lacking  was  any  production  for 
a  large  and  distant  market.  England 
was  merely  a  loose  aggregation  of  virtu¬ 
ally  independent  and  self-sufficing  vil¬ 
lages  or  manors.  About  the  rude  castle 
of  the  lord  of  the  manor  were  grouped 
the  rough  houses  of  the  villeins,  who 
were  rooted  to  the  soil  and  bound  by 
custom  to  yield  service  to  their  lord 
and  to  hold  from  him  their  land. 

Agriculture  was  the  main  vocation  of 
these  people,  affording  yields  but  one- 
third  or  one-fourth  as  much  as  present 
crop  returns.  Small  and  stunted  cattle 
were  kept  through  the  summer  months 
most  of  which  for  lack  of  winter  feed 
were  slaughtered  in  the  fall  and  their 
meat  salted  away  for  winter  use.  The 
villeins  did  not  live  on  separate  farms 
as  is  the  rule  in  the  United  States 
today,  but  huddled  together  in  a  little 
village  around  the  house  of  the  lord 
in  huts  that  were  probably  indescrib¬ 
ably  filthy  as  judged  by  present 
standards  of  sanitation. 

The  division  of  labor  was  slight,  and 
every  man  was  practically  a  jack-of-all- 
trades.  There  was  a  village  mill,  and 
also  a  reeve  or  bailiff  who  kept  the 
village  plows  in  order,  and  who  at¬ 
tended  to  the  buying  of  such  few  out¬ 
side  supplies  as  were  needed.  But 
within  the  limits  of  their  own  house¬ 
holds  and  with  the  help  of  their 
neighbors  these  English  ancestors  of 
ours  produced  practically  everything 
they  consumed.  From  the  outside 
world  they  bought  iron,  salt,  and  tar, 
and  occasionally  foreign  luxuries  as 
silk  or  wine  for  the  lord;  but  roads  that 
were  sometimes  rutted  four  feet  deep 
and,  in  addition,  infested  by  robbers, 
precluded  everything  except  the  most 
necessary  traffic  with  other  manors. 
Villages  similar  to  the  feudal  manors 
of  England  exist  in  some  parts  of  Europe 
to  this  day.  They  are  the  survivals  of 
a  system  that  was  once  universal.  Such 
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was  the  soil  from  which  sprang  our 
Industrial  America  of  1922. 

IV 

The  Downfall  of  Feudalism.  What 
were  the  forces  that  shattered  the 
feudal  system  of  England  into  its 
individual  atoms  and  grouped  the 
society  that  once  had  a  thousand  nuclei 
into  a  highly  centralized  industrial 
state  trading  with  all  the  world?  So 
many  and  so  various  are  the  influences 
that  merged  to  produce  the  modern 
British  Empire  that  the  final  result 
may  from  one  point  of  view  seem  noth¬ 
ing  short  of  a  miracle.  But  events  that 
seemed  to  be  decided  by  a  hair’s 
breadth  and  a  chain  of  causation  that 
appeared  to  be  a  marvelous  co¬ 
ordination  of  accidents  may  not  have 
been  so  fortuitous  after  all.  Under  the 
surface  there  may  have  been  a  mighty 
moving  impulse  that  burst  into  the 
light  of  day  through  apparent  trivial 
causes.  It  is  certain  that  the  evolution 
of  modern  industrial  society  as  a  whole 
is  one  continued  flowing  drama  with 
an  absolute  unity  of  action  despite  the 
multiplicity  of  details  by  which  its 
course  impresses  itself  upon  our  mind. 

Thus  in  the  very  beginning  of  the 
English  manorial  system  there  were 
forces  at  work  that  were  slowly  tending 
to  bring  about  its  disintegration.  There 
was  the  trade  in  Oriental  luxuries,  at 
first  small  in  volume,  but  which  from 
the  very  start  had  a  corrosive  influence 
on  the  “hardpan”  of  medieval  life. 
Towns  grew  up  at  the  most  important 
trading  centers  and  within  the  larger 
market  of  the  town  there  was  a  division 
of  labor  with  guilds,  at  first  embracing 
all  the  business  men  in  the  town  and 
later  subdivided  still  further  into  trades 
or  crafts,  directing  the  methods  of  pro¬ 
duction  and  regulating  the  price.  The 
rats  which  introduced  the  bubonic 
plague  or  the  black  death  into  England 


destroyed  half  of  the  English  popula¬ 
tion  but  loosened  the  hold  of  custom  on 
the  living  half.  The  long  wars  with 
France  brought  the  English  in  touch 
with  continental  wares  and  stimulated 
an  interchange  of  ideas  and  of  goods. 
The  immigration  of  Flemish  weavers 
laid  the  foundation  of  the  textile  in¬ 
dustry  by  which  British  wool,  hitherto 
exported  as  raw  material,  could  be 
fabricated  at  home  and  sent  abroad  as 
finished  cloth.  The  growth  of  the 
national  power,  the  commutation  of 
feudal  services  into  money  rents  which 
could  be  settled  with  greater  and 
greater  ease  as  the  currency  depre¬ 
ciated,  all  hastened  the  downfall  of 
feudalism.  The  fetters  binding  the 
villein  to  the  land  were  broken  and  he 
became  footloose  with  opportunities 
of  higher  money  wages  and  the  new 
responsibility  of  finding  employment. 

V 

Early  Industrialism.  The  movement 
toward  the  new  industrial  society,  at 
first  so  slow  as  to  be  almost  imper¬ 
ceptible,  began  to  gather  momentum. 
The  capture  of  Constantinople  by  the 
Turks  in  1453  is  often  set  as  the  begin¬ 
ning  of  the  modern  era.  The  Greek 
culture,  driven  from  the  Bosphorus, 
spread  over  Europe  and  stimulated  a 
fresh  inquiry  into  arts  and  science.  The 
severance  of  the  old  trade  route  be¬ 
tween  the  East  and  the  West  forced  the 
Portuguese  to  sail  around  the  Cape  of 
Good  Hope  and  obliged  Columbus  to 
discover  America  in  searching  for 
another  path  to  India.  Venice,  after 
having  held  the  lead  in  commerce  for 
centuries,  passed  on  her  accounting 
and  her  law  merchant  to  the  western 
nations  and  gave  way  to  Portugal  and 
Spain.  Spain  skimmed  the  cream  from 
the  New  World,  or  what  was  the  cream 
under  the  technique  of  that  time.  Her 
galleons  brought  back  the  accumulated 
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gold  of  the  American  aborigines.  But 
her  industrial  system,  built  on  no  solid 
foundation,  and  her  methods  of  colo¬ 
nial  administration,  could  not  hold 
what  her  prior  discovery  had  given.  At 
the  apex  of  her  power  she  threatened  to 
extinguish  England,  but  with  the  shat¬ 
tering  of  the  Spanish  Armada  her 
greatness  began  to  ebb  away. 

Simultaneously  with  the  age  of  dis¬ 
covery  and  of  the  renaissance  in  litera¬ 
ture  there  came  a  break  in  the  grip  of 
the  medieval  Church  over  the  minds  of 
men.  The  opening  up  of  the  great 
vistas  to  the  West  gave  a  new  inspira¬ 
tion  to  men  and  an  outlet  for  dis¬ 
senters.  The  growth  of  rationalism 
unfolded  new  sciences  and  drew  back 
the  curtain  that  hid  the  immense 
reaches  of  stellar  space. 

Myriad  as  were  the  interactions  of 
these  forces,  the  most  important  from 
an  economic  point  of  view  was  the 
enormous  widening  of  the  market  for 
manufactured  goods.  Suddenly  there 
was  opened  up  on  every  side  of  England 
territories  with  virgin  resources  and 
with  an  imperative  demand  for  fabri¬ 
cated  materials.  New  foods  from  the 
New  World  like  the  potato,  made  it 
possible  to  support  more  people  on  the 
soil  of  the  Old  World,  and  a  new  vice — 
tobacco  -  smoking  —  was  transplanted 
from  America  to  alleviate  the  boredom 
of  polite  society.  On  the  new  soil 
sugar  and  cotton  flourished  better  than 
anywhere  else  on  the  globe,  and  soon 
vast  areas  were  to  furnish  wheat,  wool, 
and  meat  for  the  continent  of  Europe. 
These  rich  raw  resources  created  an 
urgent  demand  for  the  manufactured 
products  which  these  new  countries 
lacked.  The  next  stage  in  the  unfold¬ 
ing  of  the  new  industrial  system  was  to 
be  the  most  rapid  and  far-reaching. 
It  was  the  expansion  [of  production 
through  the  invention  Tof  machinery 
to  supply  the  immense]  markets  now 
opened  to  the  world  trade. 


VI 

Rise  of  the  New  Industrialism  in 
England.  Thus  from  the  outer  rim  of 
the  world  came  the  forces  that  were 
tending  to  evolve  modern  machine  pro¬ 
duction.  England  was  the  best  pre¬ 
pared  to  rise  to  the  occasion.  Sepa¬ 
rated  from  the  Continent,  she  was  free 
from  the  devastating  effect  of  foreign 
invasions.  At  the  same  time  she  was  in 
a  position  to  receive  the  skilled  com¬ 
mercial  and  technical  genius  that  was 
being  harried  from  the  turbulent 
centers  of  the  rest  of  Europe.  To 
facilitate  the  growth  of  sheep-raising 
that  fed  her  woolen  industry,  many  of 
the  wasteful,  narrow  strips  of  manorial 
days  had  been  merged  into  larger  hold¬ 
ings  for  sheep  runs.  Her  agricultural 
methods  began  to  improve,  English 
vessels  carried  her  flag  to  India  and  to 
Hudson’s  Bay,  the  Bank  of  England 
laid  the  foundation  for  her  financial 
supremacy,  while  into  her  static  legal 
system  was  infused  the  law  of  bills  and 
notes  to  meet  the  needs  of  modern 
commerce.  She  had  successfully  shaken 
off  the  challenge  of  Spain  and  Holland 
and  consolidated  her  people  into  cohe¬ 
sive  nationality.  Her  younger  sons, 
forced  from  England  by  the  law  of  pri¬ 
mogeniture,  made  excellent  colonizers. 

With  this  preparation  there  began  in 
England  a  series  of  mechanical  inden¬ 
tions  that  was  to  transform  the  entire 
industrial  system.  There  was  a  crying 
need  for  inventions  in  the  textile  in¬ 
dustry  to  supply  cloth  to  the  expanding 
world,  and  necessity  found  human 
brains  capable  of  executing  her  desires. 
Since  the  time  of  Ulysses  the  spinning 
wheel  had  been  little  changed.  Sud¬ 
denly  in  the  eighteenth  century,  with 
many  alert  minds  working  upon  the 
problem,  there  leaped  forth  new  in¬ 
dustrial  monsters  with  a  thousand 
fingers.  The  invention  of  the  flying 
shuttle,  the  spinning  jenny,  the  mule. 
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and  the  steam  engine  followed  in  quick 
succession.  As  the  manufacture  of 
cotton  increased,  raw  cotton  could  not 
be  supplied  fast  enough.  To  help  meet 
this  need  the  cotton  gin  was  invented. 
The  industrial  revolution  thus  started 
in  the  wool  and  cotton  industries.  But 
it  was  closely  followed  by  the  rise  of 
the  great  iron  and  steel  industries. 
Coal  could  be  used  for  smelting  instead 
of  charcoal,  and  British  coal  drew  iron 
to  her  shores  like  a  magnet  Thus  to 
her  textile  supremacy  came  leadership 
in  the  production  of  the  indispensable 
raw  material  for  her  machinery  and 
engines. 

VII 

Conditions  in  Industrial  England.  On 
the  eve  of  the  Napoleonic  Wars  Eng¬ 
land  had  thus  become  the  heart  of  the 
new  industrialism.  She  could  now 
throw  aside  the  supporting  scaffolding 
of  mercantilism  and,  secure  in  her 
superior  efficiency,  and  exuberant  in 
her  new  machine  strength,  she  could 
boldly  proclaim  free  trade.  She  met  the 
maritime  challenge  of  Napoleon  at 
Trafalgar  and  thenceforth  ruled  as  mis¬ 
tress  of  the  seas.  She  met  the  last 
forlorn  charge  of  the  Old  Guard  at 
Waterloo  and  demonstrated  the  in¬ 
evitable  superiority  of  “a  nation  of 
shopkeepers”  in  a  war  of  attrition. 

After  1815  she  grew  amazingly.  As 
an  old  writer  put  it,  the  machine  system 
that  made  at  first  such  slow  and  crawl¬ 
ing  progress  now  fairly  took  wings  and 
flew.  Into  the  maw  of  the  new  Moloch 
were  thrust  the  bodies  of  women  and 
children.  Their  cheap  labor  could  tend 
the  machines  as  well  as  the  more  ex¬ 
pensive  hands  of  men,  and  the  extra 
profits  coined  from  flesh  and  blood 
swelled  the  growth  of  capital  and  made 
more  money  available  for  the  extension 
of  trade.  Her  machine  system  sent 
manufactures  to  the  ends  of  the  earth 


and  sucked  back  the  raw  materials  in 
ever-increasing  volume.  Cotton  pro¬ 
duced  by  the  cheap  slave  labor  of  the 
South,  wool  from  the  Old  World,  from 
Argentina  and  Australia,  sugar  from 
the  West  Indies,  wheat  from  the  richest 
virgin  soil  of  the  western  hemisphere 
— all  were  drawn  to  England  to  feed 
her  insatiable  mills  and  the  population 
that  was  concentrating  in  her  manu¬ 
facturing  centers. 

VIII 

The  Early  Days  of  Industrial  America. 
While  England  was  thus  becoming  the 
foremost  industrial  nation  of  the  world, 
America  remained  an  industrial  infant. 
Our  country  had  achieved  political  but 
not  industrial  independence.  Con¬ 
sidered  in  colonial  days  of  less  impor¬ 
tance  than  the  island  of  Jamaica,  the 
United  States  even  during  the  early 
nineteenth  century  remained  on  the 
periphery  of  the  circle  of  which  England 
was  the  center. 

The  agricultural  countries  on  the 
outer  fringe  of  industrial  states  are  re¬ 
garded  merely  as  feeders  of  the  ma¬ 
chine  power  of  the  iron  and  steel 
nations.  The  abundance  of  the  virgin 
soil  of  the  New  World  had  early  made 
the  masses  of  our  people  far  more  pros¬ 
perous  than  the  citizens  of  the  best 
countries  in  Europe,  but  who  would 
have  predicted  that  our  hundreds  of 
tiny  iron  forges,  our  disconnected  rail¬ 
road  links,  our  wildcat  banking  system, 
our  little  factories  struggling  to  main¬ 
tain  themselves  under  the  wall  of  a 
protective  tariff  against  the  avalanche 
of  cheap  English  goods,  would  have 
finally  fused  into  a  self-sufficient  indus¬ 
trial  system.  Our  population  was  doub¬ 
ling  itself  every  twenty-five  years  by 
spreading  out  over  more  and  more  land 
and  by  developing  crude  manufactures, 
but  we  still  continued  to  lean  heavily 
on  our  mother  country.  It  was  her 
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colonists,  her  laws,  her  inventions,  her 
money  capital,  her  iron  and  steel,  that 
were  poured  into  our  soil.  It  required 
some  time  for  the  transplanted  in¬ 
dustrialism  to  take  root  and  grow. 

IX 

Modern  Industrial  America.  After 
the  Civil  War  the  United  States  rushed 
to  the  fore.  The  Bessemer  process,  in¬ 
vented  in  England,  gave  us  cheap  steel, 
and  English  rails  and  English  capital 
added  to  our  own  rapidly  flung  a  rail¬ 
way  net  across  the  new  West  that  knit 
the  country  into  a  single  market.  Wave 
after  wave  of  settlers  swept  westward. 
The  discovery  and  utilization  of  iron 
in  the  Lake  Superior  deposits  of  high 
ore  content  were  happily  combined 
with  the  coal  reserves  of  Illinois, 
Pennsylvania,  West  Virginia,  etc.,  to 
form  an  iron  industry  that  was  to  out¬ 
strip  England  before  the  dawn  of  the 
twentieth  century.  The  tapping  of  oil 
in  the  Appalachian  fields,  to  be  followed 
by  the  Lima-Indiana,  the  Illinois,  the 
Gulf,  the  Mid-Continent,  and  the 
California  fields  led  to  the  construction 
of  a  great  system  of  pipe  lines.  The 
chopping  out  of  the  finest  timber  in 
New  England,  then  in  the  Lake  States, 
and  finally  in  the  South  furnished  the 
lumber  for  a  hundred  new  cities  that 
sprang  up  in  the  wake  of  the  expand¬ 
ing  resources.  A  national  banking 
system  that  was  finally  perfected  by 
a  federal  reserve  act,  and  the  gold 
standard  of  money,  furnished  a  fairly 
solid  financial  track  for  the  new  prog¬ 
ress.  The  lure  of  nuggets  of  gold  drew 
people  across  the  vast  western  prairies 
who  were  to  stay  to  build  railroads,  to 
develop  irrigation  works,  to  open 
copper  and  silver  mines,  to  plant 
orange  orchards  and  to  sink  petroleum 
wells. 

As  the  domestic  market  thus  widened 
and  our  population  expanded  from  35 


to  106  millions  from  1860  to  1920,  and 
as  we  shipped  abroad  to  a  more  de¬ 
veloped  continent  the  fruits  we  could 
gather  so  easily  from  our  new  soil,  there 
grew  up  a  keen  demand  for  manu¬ 
factured  goods.  A  market  with  so 
homogeneous  a  people  and  so  tremend¬ 
ous  a  purchasing  power  had  never 
existed  before.  A  person  who  could  sell 
even  a  small  article  in  such  a  market 
could  reap  his  fortune.  And  so  sky¬ 
scrapers  in  New  York  and  Chicago 
attest  to  the  success  of  the  venders  of 
5-and-10-cent  articles  and  of  chewing 
gum,  while  the  man  who  put  automo¬ 
tive  power  within  the  reach  of  the 
humblest  citizen  built  from  his  modest 
savings  of  a  few  thousand  dollars  a 
business  worth  half  a  billion  dollars 
and,  with  his  railroads,  blast  furnaces 
and  network  of  retail  dealers,  became  a 
colossus  in  the  new  industrial  society. 

X 

Militant  Industrialism.  Thus  did  the 
industrial  machine  of  the  United  States, 
at  first  operated  by  English  power, 
finally  come  to  run  under  its  own 
steam.  Nor  were  we  and  England  now 
alone.  On  the  continent  of  Europe  a 
new  power  had  welded  together  the 
scattered  bits  of  German  states  and  the 
coal  and  iron  of  Alsace-Lorraine  to 
form  still  another  industrial  machine. 
The  new  German  monarchy  lacked  the 
industrial  experience  of  England  and 
the  rich  resources  of  the  United  States, 
but  it  determined  by  patient  applica¬ 
tion  to  acquire  the  one  and  by  the  most 
economical  use  of  its  limited  means  to 
make  good  the  deficiency  in  the  other. 
Seeing  the  waste  and  inefficiency  from 
a  national  standpoint  of  haphazard 
individualistic  exploitation,  Germany 
determined  to  construct  a  well-dis¬ 
ciplined  industrial-military  machine 
that  would  bring  all  of  her  potential 
resources  to  the  crest  of  their  power 
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before  the  other  nations  could  mobilize 
their  vaster  resources.  Throwing  all 
strength  at  the  point  and  moment  of 
attack,  her  militarists  planned  to 
gather  in  by  one  decisive  coup  the  vast 
potential  resources  that  lay  beyond  her 
borders.  The  attempt  failed.  The  pre¬ 
pared  forces  of  her  European  opponents 
held  long  enough  to  enable  the  pre¬ 
ponderating  resources  of  America  to  be 
brought  into  action.  Like  Lucifer, 
Germany  fell. 

XI 

General  Industrial  Conditions  of  To¬ 
day.  An  expanding  market  first  beck¬ 
oned  for  machine  production,  but  the 
tide  at  last  has  turned.  Under  the 
flood  of  goods  poured  from  the  ma¬ 
chines  of  the  United  States,  England, 
Germany,  Japan  and  to  a  lesser  extent 
from  Belgium  and  France,  the  satura¬ 
tion  point  of  the  world  markets  was 
being  reached.  The  competition  be¬ 
tween  rival  industrial  powers  became 
all  the  more  intense  as  they  now 
crowded  each  other  for  room  in  a  field 
where  at  first  one  was  supreme.  The 
explosion  of  military  force  that  followed 
the  industrial  pressure  has  left  one  of 
the  great  industrial  powers  prostrate 
with  her  machines  almost  intact,  but 
with  her  markets  largely  stripped  from 
her.  It  has  left  great  populations  with 
diminished  purchasing  power.  It  has 
broken  down  the  pathways  of  com¬ 
merce  by  which  nations  mutually  sup¬ 
ported  one  another,  and  by  a  riot  of 
paper  money  it  has  weakened  the  basis 
of  thrift  and  steady  application  to 
work.  The  effect  upon  the  nations  that 
are  primarily  dependent  upon  manu¬ 
facturing  and  trade  has  been  most 
severe,  but  the  hardship  has  hardly 
been  less  in  agricultural  regions  where 
local  crop  failures  again  threaten  famine 
as  they  did  in  the  middle  ages. 

The  United  States,  despite  a  severe 


industrial  depression,  is  most  fortu¬ 
nately  situated  by  reason  of  her  abun¬ 
dant  internal  resources  and  her  great 
machine  production  that  are  enjoyed 
by  relatively  small  populations.  But 
as  a  starving  world  looks  in  at  the 
window  while  we  sit  down  to  our 
Christmas  dinner,  we  wonder  about  our 
duties  to  our  neighbors  and  about  the 
extent  to  which  we  shall  be  involved  in 
their  disasters.  Can  the  production  of 
the  United  States  be  increased  in  the 
future  at  the  same  rate  as  it  has  been 
increased  in  the  past  so  that  we  can 
maintain  and  even  increase  our  stand¬ 
ard  of  living,  or  will  we  finally  be  pulled 
down  by  this  international  undertow 
of  world  disaster? 

XII 

Physical  Conditions  in  the  United 
States — Present  and  Future.  Taking  off 
from  the  solid  ground  of  facts  which 
we  have  thus  so  swiftly  narrated,  let  us 
see  if  we  cannot  fly  into  the  future  and 
see  spread  out  before  our  eyes  the  map 
of  physical  production  in  the  United 
States  for  the  years  to  come. 

During  the  past  half  century,  the 
physical  production  of  the  United 
States  has  increased  at  the  remarkable 
rate  of  4  per  cent  per  annum.  But  this 
sharp  upward  curve  has  been  main¬ 
tained  only  by  the  constant  tapping  of 
fresh  resources.  New  lands,  new  oil 
fields,  new  iron  mines,  new  coal  veins, 
new  timber  tracts,  new  railroads,  new 
industries  have  been  hurled  into  the 
breach  as  the  power  of  the  first  re¬ 
sources  began  to  wane. 

Soil  Resources.  With  the  decline  of 
the  New  England  farms,  and  the  taper¬ 
ing  off  of  the  increase  in  southern 
agricultural  land,  the  rich  acres  of  the 
Middle  West  were  thrown  open,  and 
when  they  in  turn  were  filled  to  the 
saturation  point,  we  turned  to  the  semi- 
arid  land  of  the  Southwest,  and  to  the 
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irrigated  lands  of  the  Far  West.  The 
best  land  has  been  taken.  From  1870 
to  1880  our  area  of  improved  land  in¬ 
creased  50.7  per  cent;  during  the  last 
decade  it  increased  but  5  per  cent.  Our 
503,000,000  acres  of  improved  land  can 
ultimately  be  increased  perhaps  to 
850,000,000  acres,  but  only  by  the 
laborious  draining  of  swamps,  the  build¬ 
ing  of  irrigation  ditches,  the  clearing  of 
stump  lands,  the  cultivation  of  rocky 
hillsides. 

It  will,  however,  only  pay  to  do  this 
when  a  larger  population  presses  more 
closely  and  with  greater  desperation 
upon  the  land.  Skimming  the  cream 
from  our  soil  resources  and  putting 
back  little  compared  with  what  we  take 
away,  we  have  been  living  upon  our 
land  capital.  It  is  true  that  by  extend¬ 
ing  cultivation  to  poorer  lands,  by 
improving  our  breeds  of  cattle,  by  more 
intensive  cultivation,  by  substituting 
crops  with  higher  food  value  like 
potatoes  for  wheat,  by  increasing  use  of 
fertilizers  and  improved  machinery, 
we  can  stretch  our  existing  resources, 
but  we  can  stretch  them  only  with 
increasing  effort  and  expense. 

Timber  and  Mineral  Resources.  The 
recklessness  with  which  we  have  burned 
up  our  forest  and  mineral  vitality  in  an 
effort  to  hold  our  dizzy  pace  is  even 
more  appalling.  As  soon  as  one 
petroleum  field  reached  its  crest  we 
hurried  on  to  another.  When  the  rich 
white  pine  of  the  lake  states  gave  out, 
we  cut  down  the  choicest  stands  of  the 
South.  We  are  now  exploiting  our 
richest  iron  deposit,  whose  best  ores 
will  be  gone  in  sixty  years  at  the  present 
rate  of  use.  To  be  sure,  there  is  a  vast 
quantity  of  iron  ore  of  slightly  inferior 
iron  content,  but  this  will  be  mined  at 
greater  expense.  The  richest  and  thick¬ 
est  veins  of  coal  are  the  first  to  be 
carted  away.  We  can  multiply  by 
twelve  the  energy  derived  from  a 
pound  of  coal  and  by  superpower 


systems  we  can  save  enormously  by 
converting  coal  into  electrical  energy 
at  the  mouth  of  the  mine,  but  all  of 
these  are  remedial  measures.  They  do 
not  replace  what  has  been  wasted  and 
they  are  used  only  when  the  waning  of 
our  power  forces  us  to  conserve  our 
strength. 

Industrial  Conditions.  As  our  agri¬ 
cultural  and  mineral  power  reached 
their  apex,  we  turned  to  manufactur¬ 
ing.  We  are  reaching  the  crest  of 
manufacturing  efficiency  by  standardi¬ 
zation  of  process  and  by  quantity 
production.  Our  banking  system  has 
been  knit  into  a  closely  co-ordinated 
unit  with  a  great  gain  in  efficiency.  The 
telephone  system  operates  as  a  unit. 
The  railroads,  with  interlacing  tracks 
making  them  one  physical  unit,  will  tend 
to  grow  closer  and  closer  together. 
Super-power  systems  will  unite  scat¬ 
tered  sources  of  power.  Chain  stores 
will  replace  scattered  independent 
stores.  Gigantic  corporations  will  ex¬ 
ploit  concentrated  resources.  Tre¬ 
mendous  industrial  combinations  will 
monotonously  stamp  out  standard¬ 
ized  goods.  On  the  fringe  of  the  grow¬ 
ing  centralization  there  are  hundreds 
of  thousands  of  small  producers,  sup¬ 
ported  by  the  very  surplus  that  the 
gigantic  machines  create,  but  these, 
too,  are  being  linked  together  into 
closer  bonds  by  trade  associations. 

In  the  beginning,  the  units  of  manu¬ 
facturing  were  small  and  disconnected, 
but  as  they  reach  their  maturity  they 
become  larger  and  more  closely  knit 
together.  When  we  attain  the  high 
tide  of  manufacturing,  our  manufactur¬ 
ing  plants  will  be  linked  together  into 
one  closely  co-ordinated  mechanism. 

Finally  in  the  senescence  of  manu¬ 
facturing,  the  dead  shells  of  the  giants 
will  remain  while  the  small  firms  will 
again  spring  up  to  supply  the  smaller 
orders  and  new  types  of  goods  de¬ 
manded  by  a  waning  population.  At 
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the  present  high  tide  of  manufacturing 
we  can  stretch  our  power  by  stand¬ 
ardization  and  the  closer  co-ordination 
of  all  our  industries,  but  here  again  we 
are  only  prolonging  a  powder  that  will 
in  time  ebb  away. 

XIII 

The  Hardening  Shell.  But  the  Ameri¬ 
can  people,  flushed  with  the  success  of 
the  past  fifty  years,  have  tremendous 
optimism,  which  volumes  of  statistics 
on  waning  resources  cannot  dampen. 
Instinctively  they  feel  that  as  the  pres¬ 
ent  industrial  forces  begin  to  fail, 
necessity  will  force  the  genius  of  the 
race  to  tap  some  new  source  of  power — 
one  that  will  transcend  all  that  has 
gone  before  it  by  as  wide  a  margin  as 
the  steam  engine  outstripped  hand 
labor.  It  is  possible.  It  is  the  essence 
of  creative  genius  to  do  the  unexpected. 

Nevertheless  there  are  many  indica¬ 
tions  tending  to  show  that  man  is 
getting  tired  of  his  new  toy,  the  ma¬ 
chine.  He  is  losing  his  zest  for  the 
game.  He  has  had  to  apply  the  whip 
to  his  jaded  nerves  and  tired  body  by 
holding  out  before  his  eyes  the  alluring 
promises  of  financial  success.  Inven¬ 
tions  making  possible  a  vast  increase  in 
material  production  would  satisfy  his 
needs  but  they  would  hardly  arouse  his 
enthusiasm.  It  is  merely  the  same  tire¬ 
some  game  in  larger  doses.  More  ma¬ 
chines,  larger  machines,  and  faster 
machines,  etc.,  ad  infinitum. 

As  the  spontaneous  joy  of  doing  a 
business  task  for  the  mere  sake  of  doing 
it  fades  away,  men  begin  to  examine 
and  criticize  the  system  that  they  have 
brought  into  being.  Now  that  it  has 
taken  an  objective  form,  they  would 
harness  and  control  it.  Demands  for 
regulation  of  prices,  and  control  of 
wages  by  the  government,  and  the 
attempt  of  trade-unions  to  gain  a  voice 
in  the  management  of  business,  are  all 


indications  of  the  growing  pressure  of 
a  people,  denied  an  outlet  to  a  new 
frontier,  upon  the  hardening  walls  of 
the  system  they  have  built.  Our 
country  is  passing  its  growing  period, 
and  is  acquiring  a  more  fixed  and 
stable  form.  The  railway  and  telephone 
net  is  spread,  the  basic  iron  and  steel 
industries  planted  irrevocably,  wooden 
houses  are  changing  to  brick  and  stone 
and  cities,  moreover,  are  shifting  the 
emphasis  from  mere  growth  to  city 
planning. 

With  the  diminishing  plasticity  of 
our  institutions,  there  is  less  space  for 
the  individual  to  reach  out  and  become 
a  dominating  industrial  figure.  The 
railroad  once  built  precludes  the  pos¬ 
sibility  of  another  successful  line 
through  the  same  territory ;  the  timber 
tract  or  mine  once  appropriated  ex¬ 
cludes  other  men  from  a  similar  op¬ 
portunity.  Thus  by  building  up  a  great 
industrial  machine  Americans  have 
fastened  upon  themselves  a  hardening 
shell  which  hinders  their  future  free 
and  creative  movements.  The  chief 
value  of  our  machines  has  been  the 
sense  of  conquest  over  nature  which  has 
stimulated  the  human  mind  to  new 
achievements.  Now  our  own  past  ac¬ 
complishments  are  becoming  a  clog  to 
further  progress. 

XIV 

The  Hope  of  the  Future.  But  the 
moral  which  the  facts  of  our  industrial 
evolution  should  teach  afford  little 
foundation  for  the  belief  that  we  can 
by  conscious  volitional  action  pro¬ 
foundly  modify  the  industrial  system 
we  have  today.  Its  roots  are  too  deep 
in  the  past,  its  ramifications  too  broad 
to  warrant  the  conclusion  that  one 
individual  or  one  party  can  suddenly 
overturn  it  or  change  its  direction. 
There  have  been  sudden  explosions 
throughout  the  course  of  history  which 
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like  a  chemical  reaction  produced  a 
new  compound  and  a  qualitative 
change  in  society,  but  close  examina¬ 
tion  usually  shows  that  these  forces 
have  been  long  in  preparation.  A 
change  in  the  character  of  society  in  the 
past  has  been  the  result  of  slow- 
gathering  instinctive  forces  that  burst 
all  bounds  and  knew  no  law.  It  came 
with  a  great  creative  urge  that  could 
not  be  coaxed  or  wheedled  away  from 
its  paramount  purpose  but  which  in 
asserting  its  individuality  incidentally 
swept  away  the  dead  forms  that 
opposed  its  progress. 

And  so  as  Industrial  America  in  1922 
stands  at  the  apex  of  its  power,  and 
stands  there  with  the  assurance  that  if 
she  does  not  maintain  the  increasing 
rate  of  physical  production  that  has 


characterized  the  past  century  she 
will,  with  the  most  abundant  and  best- 
balanced  resources  in  the  world,  at 
least  maintain  her  present  level  of  pro¬ 
duction  for  many  years  to  come,  it  may 
be  that  under  the  surface  there  are 
slowly  gathering  forces  which,  if  they 
do  not  lead  us  to  a  new  and  higher 
plane  of  industrial  efficiency,  will 
evolve  an  altogether  new  and  unsus¬ 
pected  type  of  society — one  that  will 
represent  the  highest  genius  and  the 
best  ideal’s  of  the  American  people. 
And  this  thought  should  afford  us  great 
inspiration.  For  the  future  would  have 
no  charm  if  it  were  merely  the  mechani¬ 
cal  repetition  of  the  present.  It  is  only 
the  possibility  of  some  dazzling  new 
creation  that  can  inspire  hope  in  the 
future. 


PLANNING  A  SALES  POLICY 


BY  RALPH  BARSTOW  * 


PICTURE  of  the  sales  executive 
who  has  held  his  job  through  the 
past  depression,  if  it  were  made  as 
a  composite,  would  represent  a  man 
with  his  head  firmly  grasped  between 
his  hands  while  he  squeezed  hard  for 
ideas.  A  contrast  indeed  from  the 
smiling,  sport-suited  golf  expert  of 
three  or  more  years  ago. 

The  fellows  who  could  not  adapt 
themselves  to  changed  conditions; 
who  thought  that  golf  was  still  a 
channel  through  which  business-bring¬ 
ing  ideas  would  flow — are  gone.  The 
adaptable  men  remain. 

A  remark  that  has  appeared  in  al¬ 
most  all  sales  literature  recently  is  to 
the  effect  that  “ business  is  there  for 
those  who  know  how  to  get  it” — a  noble 
sentiment  and  one  worthy  of  immortal¬ 
ization  on  a  motto  card  on  any  sales 
executive’s  desk.  Its  weakness  is  its 
vagueness.  It  is  too  general  and 
elusive.  You  have  the  same  feeling 
that  arises  when  you  wonder  what 
Pollyanna  does  with  a  toothache! 

It  is  the  purpose  of  this  article  to 
start  with  that  motto  instead  of 
finishing  with  it;  to  see  if  it  can  be 
turned  into  definite  channels  and  ex¬ 
panded  into  concrete  activities. 

If  the  work  of  making  it  specific 
could  be  carried  one  step  further  and 
the  activities  applied  to  one  particular 
line,  the  result  would  be  even  more 
gratifying — to  that  particular  line. 
But  the  other  lines  would  be  shut  out. 
Hence  the  generalities  brought  in 
here  are  concessions  to  the  broad  field 
covered  by  this  publication. 

It  may  be  said  that  the  facts  set 
forth  in  this  article  are  reported — not 
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invented !  Its  illustrations  are  au¬ 
thentic.  Every  article,  perforce,  must 
represent  what  one  man  thinks,  but 
opinion,  in  this  case,  will  be  over¬ 
shadowed  by  fact. 

II 

Existing  Power  to  Buy.  We  must 
have  more  business !  That  is  the 
message  that  runs  from  the  financial 
department  and  from  the  production 
or  buying  departments  to  the  sales 
department.  The  sales  department  is 
acutely  conscious  of  that  fact.  Al¬ 
most  morbidly  so.  Sheer  intensity  of 
effort  will  not  do  the  trick.  It  will 
speed  things  up  temporarily  by  acting 
like  a  heart  stimulant,  but  a  de¬ 
pression  follows.  Cracking  the  whip 
over  a  sales  force;  “putting  the  fear 
of  the  Lord  into  them,’’  and  such  like 
time-honored  devices  have  shown  them¬ 
selves  oddly  powerless  to  improve  the 
situation  permanently. 

The  sales  executive,  in  his  creative 
moments,  thinks  of  the  one  hundred- 
odd  million  people  in  the  United 
States  and  the  $572  average  per 
person  deposit  in  the  savings  banks  of 
the  country  and  knows  that  there  is 
business  if  he  can  only  find  some  way 
to  connect.  Those  two  related  figures 
ought  never  to  be  lost  sight  of — they 
are  the  solid  inspiration  that  knocks 
the  man  out  of  the  ring  who  says, 
“You  can’t  get  blood  out  of  a  turnip.” 

“  Good  business  isn’t  coming  back — 
you’ll  have  to  go  and  get  it,”  is  an¬ 
other  trenchant  remark — and  true. 
Look  at  the  population,  look  at  the 
savings-bank  figures,  and  you  can  see 
that  the  power  to  buy  is  there.  It  is 
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the  desire  that  is  lacking.  Even  that 
is  not  so  weak  as  we  think — it  is  the 
contrast  from  the  exciting  days  of 
1919  and  1920  that  makes  it  seem 
inert.  Compared  with  1913,  the 
buying  impulse  is  not  very  far  below 
normal. 

There  are,  however,  some  pre¬ 
liminary  steps  to  be  taken  right  at  the 
home  office  before  anyone  can  “go 
get”  business.  And  now  we  grapple 
with  concrete  facts. 

Ill 

What  Have  You  Got  to  Sell ?  “Ex¬ 
cept  ye  become  as  a  little  child”  was  a 
puzzler  to  me  for  years  and  years,  as 
my  mother  quoted  it  to  me.  It 
puzzles  no  more. 

The  child  sees  realities.  Every  one  of 
us  has  fallen  into  the  habit  of  seeing 
“the  line”  all  at  once,  a  huge  shape¬ 
less  mass  to  be  flung  in  the  face  of  the 
world.  How  would  the  child  see  it? 
As  separate,  usable  items.  Did  you 
ever  have  to  learn  a  number  of  things 
all  at  once?  If  you  tried  to  encompass 
them,  you  got  terribly  confused:  If 
you  took  them  one  at  a  time,  it  was 
not  so  hard  after  all. 

You  may  say  you  have  merchan¬ 
dise  to  sell.  True,  but  your  stock  is 
incomplete.  It  is  not  well  balanced. 
You  have  old  and  new  models,  pat¬ 
terns,  or  styles.  How  long  since  you 
went  over  your  line  and  honestly  tried 
to  clean  out  and  discontinue  the 
hangers  on,  the  stickers  and  three- 
calls-a-year  goods?  Herbert  Hoover 
has  found  that  a  lot  of  manufacturers 
have  not  had  the  initiative  to  do  this 
for  themselves  and  he  got  them  to¬ 
gether  and  practically  pushed  them 
into  doing  it. 

He  is  after  it  from  the  manufactur¬ 
ing  end.  In  the  case  of  the  brick- 
makers,  cutting  the  varieties  of  bricks 
down  from  over  60  to  11  has  simplified 


manufacturing  costs  and  cut  out  waste. 
But  think  what  it  is  going  to  do  for  the 
sales  end  of  the  brick  business!  The 
man  who  is  building  a  house  has  a 
simple  choice  in  front  of  him.  The 
supply  dealer  can  carry  in  stock  a 
complete  line  of  bricks;  and  do  this 
without  price  sacrifice  or  deterior¬ 
ation  and  with  maximum  turnover. 
Think  of  the  brick  salesman  on  the 
road  able  to  concentrate  his  attention 
and  that  of  the  buyer  on  a  few  samples. 
If  you  have  ever  traveled  with  a  big 
line,  you  know  the  utter  futility  of 
selling  any  one  buyer  more  than  a 
small  portion  of  what  you  have  to  sell. 

You  will  have  to  grapple  with 
tradition — one  or  two  “set”  cus¬ 
tomers  who  have  bought  the  old  line 
for  20  years  and  will  not  change;  timid 
executives  inside  your  organization, 
and  the  like;  but  it’s  the  first  step  in 
getting  business. 

What  new  things  have  you  brought 
out  and  practically  forgotten  in  the 
crush  of  items  in  your  stock?  What 
can  they  be  used  for?  Have  you  ever 
analyzed  the  whole  line  and  set  the 
items  up  in  columns  showing  the  best 
seller  on  top  and  working  down  to  the 
lemon?  Perhaps  you  will  find  you 
are  putting  all  kinds  of  money  and 
sales  effort  into  a  bottom-of-the-line 
article  while  some  almost  neglected 
champion  at  the  top  of  the  heap  is 
carrying  you  along. 

IV 

Sales  Service.  Look  again  and  see  if 
you  are  not  selling  something  else 
than  merchandise.  Put  it  another 
way:  See  if  some  other  quality  is 
selling  the  merchandise.  You  may  be 
in  a  position  actually  to  give  service 
(instead  of  talking  about  it,  as  too 
many  do)  and  that  service  may  be 
the  big  factor  in  pulling  sales  your 
way  against  a  competitor. 
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Our  firm  once  shipped,  in  one  day, 
an  order  for  23,000  taps  all  of  one 
size !  It  made  two  organizations 
remember  us  with  respect — the  dealer 
and  the  consumer.  That  is  a  type  of 
mechanical  service,  and  if  you  have  it 
to  sell  list  it  among  your  selling  assets 
where  it  can  be  seen.  One  automobile 
service  station  advertises  itself  as 
“ The  House  of  Sudden  Service  ”  and 
lives  up  to  it!  A  hardware  buyer, 
only  the  other  day,  said  he  traded 
with  a  certain  house  because  he  could 
not  remember  when  they  had  failed 
to  keep  a  promise.  “They  don’t  al¬ 
ways  hit  sixty  miles  an  hour,”  said 
he,  “but  if  they  tell  me  the  fifteenth 
of  the  month,  I  know  the  goods  will  be 
here  on  the  fifteenth  and  not  on  the 
twenty-fourth,  and  it  saves  me  any 
quantity  of  telephoning  and  apolo¬ 
gizing  and  explaining.” 

There  is  another  type  of  service  that 
you  might  call  intellectual,  to  dis¬ 
tinguish  it  from  mechanical.  It  has 
to  do  with  ways  of  selling  or  using 
your  goods.  The  Western  Clock 
Company  (the  Big  Ben  people)  make 
a  hit  just  about  once  a  month  with 
their  sales  service  to  dealers.  Harry 
Goodwin  built  the  solid  foundation 
of  “Shur  On”  glasses  with  a  sales 
service,  free  to  optometrists  and  op¬ 
ticians,  that  you  have  seen  in  their 
windows  and  newspaper  advertising 
hundreds  of  times  without  realizing 
that  it  emanated  from  the  manu¬ 
facturer  who  was  making  his  dealers  a 
profit  before  he  made  one  himself. 

An  excellent  example  of  intellectual 
service  is  furnished  by  Hart,  Schaffner 
and  Marx,  who  send  to  their  dealers  a 
series  of  genuinely  helpful  booklets  on 
merchandising,  inventory  taking,  turn¬ 
over,  advertising,  and  kindred  sub¬ 
jects.  A  large  number  of  their  agents 
appreciate  these  so  highly  that  they 
push  H.  S.  &  M.  goods  with  a  fervor 
that  could  not  be  bought  with  cash. 


“I  gave  him  an  order  this  trip,  more 
because  I  think  so  well  of  what  they 
do  than  because  I  was  hungry  for  the 
goods,”  was  the  way  one  retail  mer¬ 
chant  expressed  it. 

V 

Credit  Policy.  What  have  you  to 
sell  in  the  way  of  a  credit  policy?  That 
bulks  big  in  times  like  these.  It  is  a 
little  thing  in  itself,  but  I  know  of  one 
firm  who  holds  its  old  accounts  and 
gets  some  good  new  ones  because, 
among  other  things,  they  give  15 
days  longer  with  the  cash  discount 
than  anyone  else  in  their  line. 

I  remember  so  well  a  pretty  good 
account  in  years  gone  by  where  I  had 
tried  and  tried  to  get  the  business 
without  success.  They  were  always 
pleasant  to  me  and  seemed  glad  to  see 
me,  but  they  would  give  me  no  en¬ 
couragement.  As  time  went  on,  I  got 
better  acquainted  with  the  owner  and 
he  finally  told  me  his  reasons  for  stick¬ 
ing  to  the  concern  he  had  been  dealing 
with  so  long. 

“One  time  I  was  a  little  squeezed 
for  money  with  a  firm  that  had  never 
handled  me  very  kindly  and  I  was 
about  as  deep  in  the  bank  as  I  could 
well  go.  I  was  afraid  if  I  asked  for 
$6,000  more  they  would  get  cold  feet 
and  not  renew  some  of  my  paper. 
The  man  I  was  owing  was  not  the 
kind  you  could  go  to  and  talk  with 
confidentially  and  so  I  went  to  the 
man  I  am  now  dealing  with  and  told 
him  in  confidence  what  my  trouble  was, 
showed  him  my  statement  and  asked 
him  if  he  could  do  anything  to  help  me. 
He  studied  it  a  while  and  then  gave 
me  first  three  months  and  later  three 
more  months  on  his  account  and  I 
swung  over  the  dead  center  and  pulled 
out.  Of  course,  he  was  running  some 
risk  and  you  can  bet  I  appreciated  it. 
I  do  not  plan  to  leave  him  so  long  as  he 
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is  alive  and  that  is  why  you  can’t 
sell  us  a  cent’s  worth  of  your  goods.” 

VI 

Sales  Assistance.  In  the  way  of  sales 
assistance,  what  have  you  to  sell  along 
with  your  merchandise?  If  you  just 
set  your  goods  down  in  a  storeroom 
and  expect  the  dealer  to  push  them 
for  you,  and  some  one  else  who  makes 
about  the  same  line  at  the  same  price 
does  national  or  local  advertising,  you 
have  your  work  cut  out  if  you  expect 
to  sell  your  goods  at  the  same  price! 
If  you  have  concrete  evidence  along 
these  lines,  list  it  among  your  selling 
assets  and  make  your  trade  acknowl¬ 
edge  it.  In  1921  we  distributed  over 
13,000  inquiries  for  gtd  farm  and 
garage  tools,  a  very  definite  notice  to 
the  trade  that  we  were  creating  a 
market  for  them. 

Perhaps  the  wonderful  success  of 
“Life  Savers”  has  come  to  your 
notice.  No  small  part  of  that  steady 
sales  volume  has  come  through  the 
package  and  the  display  box  which 
makes  it  possible  to  unpack  the  goods 
from  the  large  crate  and,  by  turning 
the  cover  over,  set  the  carton  on  the 
counter  in  such  a  way  that  the  goods, 
so  to  speak,  lean  over  toward  the 
prospect’s  pocket. 

Half-a-dozen  box  manufacturers  con¬ 
centrate  their  entire  efforts  on  package 
designing  for  other  manufacturers,  and 
a  glance  at  the  shelves  in  retail  stores 
will  quickly  tell  you  how  successful 
they  have  been.  In  toilet  goods,  talcs, 
perfumes,  shaving  creams,  and  the  like, 
the  package  is  as  important  as  the  stuff 
inside.  What  have  you  to  sell  in  the 
way  of  packaging  and  display  assets? 

What  missionary  work  do  you  do? 
Some  merchandise  simply  cannot  be 
sold  by  advertising  alone — it  abso¬ 
lutely  demands  demonstrating  in  the 
early  stages  of  its  existence.  Vacuum 


cleaners,  electric  washing  machines, 
and  some  office  devices  fall  in  this 
class.  There  is  a  rather  definite  per¬ 
centage  of  user  saturation  necessary  in 
a  community  before  the  dealer  can 
step  in  and  merchandise  such  material 
direct  from  his  store  to  the  consumer. 
By  that  I  mean  that  an  almost  defi¬ 
nite  number  of  society  leaders  or  key 
farmers  must  be  solidly  sold  and  must 
be  “boosting”  users  before  the  dealer 
can  sell  through  his  clerks. 

This  takes  missionary  men  or  dem¬ 
onstrators  or  both;  it  has  to  be 
figured  into  the  sales  cost  at  the  be¬ 
ginning,  and  it  controls  the  type  of 
advertising  and  its  circulation  very 
materially.  Certain  items  never  pass 
this  demonstration  stage  and  always 
require  the  personal  services  of  an 
educator  salesman  to  make  them  sell. 
If  you  have  such  items  in  your  line, 
can  you  separate  them  and  make  an¬ 
other  selling  division  of  the  business  or 
sell  the  patents,  jigs,  fixtures,  and  the 
like  to  some  one  who  can? 

We  have  an  asset  in  our  policy  of 
territorial  protection.  Many  people 
try  to  slip  through  the  buying  lines. 
They  do  not  mean  anything  by  it 
but  they  have  the  notion  that  they 
can  do  better  if  they  “buy  direct.” 
We  appreciatively  refer  them  to  our 
nearest  dealer  and  stand  by  him. 

“One  thing  I  like  about  the  gtd,” 
said  one  of  our  dealers  to  me  last 
week,  “is  the  way  you  protect  us. 
Just  a  few  weeks  ago  a  man  wanted  to 
buy  one  of  your  trio  die  stocks  from 
us.  We  gave  him  the  price  and  he 
hesitated  and  finally  went  away.  I 
suspected  what  he  was  thinking.  Well, 
about  a  week  later  I  got  a  letter  from 
you  folks  inclosing  a  carbon  copy  of 
your  reply  to  him  in  which  you  quoted 
him  the  same  price  we  had  given  him 
and  referred  him  to  us.  He  came  in 
later  and  said,  ‘I  suppose  I’ll  have  to 
buy  this  of  you’ — and  he  did.” 
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Have  you  such  an  item  to  sell  your 
trade  along  with  your  merchandise? 

Mention  has  already  been  made  of 
the  assistance  that  Hart,  Schaffner  and 
Marx  give  their  dealers.  This  feature 
should  be  emphasized.  Call  it  mer¬ 
chandising  help  if  you  like.  It  boils 
down  to  this:  If  you  lump  the  retail 
dealers  of  the  country  together  you 
will  find  at  least  25  per  cent  are 
genuinely  in  need  of  personal  advice 
and  assistance  as  to  how  to  handle 
their  business  and  a  goodly  number 
of  these  will  welcome  such  aid  if  it  is 
presented  tactfully. 

VII 

Personal  Service  to  Retailers.  In 
matters  of  “turnover,”  “mark  up” 
and  “mark  down,”  and  clerk  training, 
the  retailers,  especially  in  small  towns, 
need  wise  and  intelligent  advice. 

At  the  request  of  a  group  of  retail 
merchants  in  a  city  of  about  15,000, 
I  recently  made  a  study  and  survey  of 
selling  conditions  in  their  stores.  All 
kinds  of  retail  stores  were  included  in 
the  list;  department,  dry  goods,  wom¬ 
en’s  specialty,  men’s  wear,  drugs, 
furniture,  hardware,  etc. 

I  made  twenty  visits,  shopping  in 
each  store,  studying  sales  methods, 
display  and  store  management.  In 
the  evening  the  owners  sat  down  with 
me  and  listened  to  my  report.  The 
next  day  they  divided  their  sales 
forces  into  two  groups  and  I  talked 
with  the  salespeople. 

Out  of  the  twenty  visits,  just  two 
represented  anything  that  even  re¬ 
sembled  sales  effort  on  the  part  of  the 
clerks.  I  was  received  with  politeness 
and  courtesy  everywhere,  and  with 
indifference !  The  clerks  were  paid 
not  out  of  some  philanthropic  fund,  but 
out  of  the  store  sales — but  they  had 
forgotten  it.  Of  the  two  who  gave  me 
a  real  selling  treatment,  one  was  a 


proprietor  and  the  other  worked  on  a 
percentage!  No  one  knew  me  or  that 
I  was  going  to  buy  in  those  stores. 

I  told  those  proprietors  that  at  least 
75  per  cent  of  the  responsibility  for  the 
condition  that  existed  was  up  to  them 
and  that  the  clerks  should  only  be 
expected  to  shoulder  25  per  cent  of 
the  load.  Management  is  another 
name  for  leadership  and  they  ad¬ 
mitted  it  had  been  years  since  they 
had  done  anything  to  waken  the  clerks 
and  refresh  and  instruct  them. 

Can  we  not  go  one  step  back  of  the 
retailers  and  say  that  the  sales  depart¬ 
ment  of  the  manufacturer  is  really  at 
fault  for  a  share  of  this  retail  con¬ 
dition?  I  feel  that  what  I  found  was 
in  no  way  peculiar  to  that  city,  but  that 
it  represents  a  fairly  general  condition. 

Sales  executives  will  point  to  printed 
matter  by  the  ton  that  they  have  sent 
out  to  retailers,  window  displays  that 
are  gathering  dust  in  the  cellar,  and 
say — “What’s  the  use?”  But  I  be¬ 
lieve  that  the  sales  department  of  the 
manufacturer  must  go  beyond  im¬ 
personal  service  by  mail  into  personal 
service  by  home-office  executives  in  the 
retail  stores,  and  that  he  will  have  to 
cut  out  the  effort  to  do  everything 
“long  distance.” 

Under  the  heading,  “What  have 
you  got  to  sell,”  I  have  tried  to  out¬ 
line  an  analysis  that  every  sales 
manager  should  make  of  his  own  busi¬ 
ness — he  should  be  even  more  de¬ 
tailed  because  it  is  his  business  and  he 
should  make  up  a  balance  sheet 
showing  both  sides  of  the  ledger,  good 
and  bad,  and  know  just  what  he  has 
and  has  not  to  offer  to  his  trade.  That 
is  the  necessary  first  step  to  be  gone 
through  in  detail  and  concretely  before 
any  creative  business  moves  are  started. 

VIII 

Through  What  Channels  to  Sell.  The 
jobbers  of  the  country  were  rather 
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startled  and  displeased,  not  so  long 
ago,  by  the  announcement  that  Proc¬ 
tor  and  Gamble  were  going  to  sell  their 
products  to  the  retailer  direct.  It  is 
too  soon  to  know  how  it  will  work  out, 
but  the  manufacturers  of  Ivory  Soap 
are  not  the  kind  of  people  to  start 
something  they  cannot  finish.  It  is 
mentioned  here  to  illustrate  that  it 
sometimes  pays  to  examine  into  the 
channels  of  distribution  that  have  been 
customary  in  your  line  to  see  if,  after 
all,  they  are  the  most  resultful. 

Another  case  comes  to  mind  that 
was  just  the  reverse.  A  manufacturer 
had  struggled  along  for  five  years  with 
a  good  product  in  a  highly  competitive 
market.  He  had  operated  his  own 
sales  force  and  had  sold  direct.  It 
took  a  large  number  of  men  to  cover 
the  country  and  they  had  to  move 
rather  slowly.  His  sales  percentage 
was  fairly  high  during  good  times,  but 
dropped  to  next  to  nothing  when 
business  slumped.  He  was  driven  by 
circumstances  to  make  what  he  thought 
was  a  radical  change,  namely,  putting 
his  goods  out  through  jobbers.  So 
far  he  has  survived,  and  it  looks  as  if 
he  were  pulling  out  safely,  but  it  was  a 
mighty  narrow  escape.  He  made  the 
original  mistake  of  taking  it  for 
granted  that  he  should  sell  direct  be¬ 
cause  others  of  his  competitors  did  so, 
but  he  overlooked  the  very  important 
fact  that  these  competitors  had  allied 
lines  to  sell  at  the  same  time  which  dis¬ 
tributed  the  sales  expense  and  reduced 
it  per  dollar  of  sale  to  a  point  where  it 
was  within  reason. 

It  does  not  pay  to  take  things  for 
granted.  Doing  so  is  the  cause  of  90 
per  cent  of  our  mistakes.  Manu¬ 
facturers,  for  instance,  take  it  for 
granted  that  selling  through  manu¬ 
facturers’  agents  is  bad  business — 
they  wave  it  aside  without  a  further 
thought.  Yet  at  the  same  time  there 
are  millions  of  dollars’  worth  of  good 


business  done  every  year  through 
manufacturers’  agents.  At  times  like 
these  the  cost  of  selling  through  good, 
reputable  manufacturers’  agents  is  less 
than  through  your  own  salesmen  in 
certain  parts  of  the  United  States 
because  such  agents  carry  two,  three 
or  even  four  associated  but  non¬ 
competing  lines  with  one  overhead. 

It  is  frequently  taken  for  granted 
that  direct  mail  will  not  work  when  a 
trial  would  show  surprising  results.  A 
jobber  out  in  Michigan  found  himself 
overloaded  with  two  lines  of  goods 
and  the  manufacturer  would  not  even 
discuss  taking  them  back.  This  jobber 
had  to  turn  the  goods  into  money  and 
needed  the  space  for  other  material. 
He  went  into  the  simplest  kind  of  a 
direct  mail  campaign — plain  dodgers 
such  as  used  to  be  thrown  into  door¬ 
ways,  with  big  pictures  of  the  items, 
big  figures  for  the  prices  (low,  of  course) 
and  a  coupon  order  form.  He  showed 
me  his  sales  record  and  he  not  only 
sold  out  his  overstock  but  he  actually 
had  to  order  more  from  his  manu¬ 
facturer. 

A  study  of  the  channels  of  distri¬ 
bution,  before  tackling  a  hot  campaign 
to  get  the  business  that  we  know  exists, 
will  prevent  sad  mistakes  and  some 
back-tracking. 

IX 

To  Whom  to  Sell.  An  old  boss  of 
mine  used  to  say  to  me — “Before  you 
think  what  you  are  going  to  say,  make 
up  your  mind  who  you  are  going  to 
say  it  to.  It  will  make  you  say  what 
you  mean  in  a  way  he  will  understand.” 

Now  we  are  getting  down  to  close 
quarters  in  our  effort  to  get  the  busi¬ 
ness  we  know  exists.  Ultimately,  all 
merchandise  goes  to  consumers.  They 
actually  and  finally  control  the  de¬ 
mand.  It  is  true,  we  may  find  the 
pipes  that  lead  the  goods  to  the  con- 
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sumers  clogged,  or  that  we  have  a 
neck  of  a  bottle  to  go  through  that 
prevents  a  free  flow  and  that  is  why 
the  foregoing  paragraphs  have  pre¬ 
ceded  these ! 

But  the  consumer  is  king! 

Markets  shift.  Sometimes  the  mar¬ 
ket  makes  it  known  and  at  other  times 
the  sales  executive  deliberately  shifts 
his  market.  It  is  a  salutary  thing  for  a 
sales  manager  to  check  up  his  list  of 
consumers  to  see  if  it  is  the  same  now 
as  it  was  in  1892.  Take  blacksmiths, 
for  example.  They  are  a  vanishing 
group.  You  can  still  find  a  black¬ 
smith  shop— but  you  have  to  hunt 
for  it.  Where  have  they  gone?  Into 
the  garage  business  mostly.  The  mail¬ 
ing  list  that  was  correct  five  years  ago 
is  clogged  with  “out  of  business” 
reports  today. 

X 

Classifying  the  Consumer.  In  order 
to  get  a  three-dimensional  picture  of 
the  field  we  classify  our  consumers  in 
three  ways : 

1.  Geographically. 

2.  By  trades. 

3.  By  seasons. 

The  geography  of  the  United  States 
becomes  alive  and  real  under  these 
conditions.  State  lines  fade  away  and 
commercial  boundaries  take  their  place. 
The  discovery  of  oil  in  Louisiana  or 
in  Kansas  means  something  to  us  right 
away.  A  10  per  cent  improvement  in 
the  price  of  corn  is  reflected  in  our 
business  within  two  weeks.  When  the 
Chinese  government  buys  a  bunch  of 
locomotives,  we  see  it  happen,  like  one 
of  the  ripples  in  a  still  pond  when  you 
throw  a  stone  into  it.  That’s  what 
geography  means  to  us. 

It  has  a  greater  and  deeper  meaning 
to  those  manufacturers  who  supply 
food  and  clothing  and  articles  of 


everyday  use.  The  man  who  was 
“out  of  the  market”  last  week  may  be 
in  it  with  both  feet  in  ten  days. 

The  classification  by  trades  is  equally 
important.  Perhaps  more  so  from  a 
creative  business  point  of  view.  The 
fellow  out  in  the  country,  far  away 
from  transmission  lines,  who  first 
connected  the  generator  of  his  car  up 
to  a  small  string  of  electric  lights  or  a 
motion-picture  projector  was  the  father 
of  the  farm-lighting  system  business 
of  today. 

In  the  case  of  farmers,  you  make 
subclassifications.  There  are  dairy 
farmers,  wheat  and  grain  farmers, 
stock  men,  sheep  men,  small  fruits 
men  and  the  like. 

In  the  most  unlikely  places  you  will 
find  possibilities  of  sales.  Take  the 
automatic  sprinkler  that  is  almost 
universally  used  for  fighting  fires  in 
factories,  theaters,  public  buildings, 
and  warehouses.  The  manufacturers 
of  these  sprinklers  have  been  so 
busy  for  years  filling  the  demand  for 
big  installations  that  it  is  only  since 
factory  building  has  slowed  up  that 
they  have  had  time  to  think  whether 
they  could  sell  their  sprinklers  any¬ 
where  else.  Now  they  are  urging  their 
adoption  in  public  schools — as  well 
they  should — and  the  first  thing  you 
know  some  executive  in  one  of  these 
plants  will  say — “Why  don’t  we  get 
after  the  tremendous  small  field  of  the 
better  class  of  dwelling?  Every  cellar 
in  such  places  needs  from  one  to  five 
heads  and  they  will  operate  on  city 
water  pressure.” 

That,  you  see,  is  a  classification  by 
trade  because  housekeeping  is,  after 
all,  a  very  important  trade. 

We  ourselves  found  that  the  farmer 
trade  had  been  allowed  to  take  its  own 
course  for  years.  We  began  to  study 
out  what  the  farmer  needed  to  do  on 
his  farm  and  what  we  had  that  would 
help  him  do  it.  We  went  direct  to  the 
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farmer  for  our  information  and  got  the 
facts.  They  were  to  the  point  and 
convincing.  We  made  a  special  effort 
to  bring  our  tools  to  his  attention  and 
he  has  responded  by  both  buying  them 
and  boosting  them  to  his  neighbors.  I 
am  not  at  liberty  to  give  out  the 
figures,  but  we  feel  that  the  farm  trade 
through  our  dealers  and  jobbers  was  a 
well-worth-while  item  in  1921  and  that 
it  is  continuing  this  year. 

Seasonal  classifications  work  both 
ways.  Sometimes  you  think  you  can 
only  sell  your  goods  at  one  time  of  the 
year  and  wake  up  to  find  them  “all- 
the-year-round  ”  sellers,  as  is  the  case 
with  ice  cream.  Also  the  light-weight 
underwear  people  have  found  that 
they  do  not  have  to  wait  for  warm 
weather  to  sell  their  material.  They 
have  made  it  stylish  to  be  tough  and 
hardened  so  that  the  north  winds  do 
not  chill  your  knees  in  athletic  under¬ 
wear.  The  introduction  of  good-look¬ 
ing  wool  socks  and  stockings  made  the 
low  shoes  a  year-around  proposition. 

XI 

Other  Sales  Conditions.  The  finan¬ 
cial  and  mental  condition  of  the  con¬ 
sumer  needs  looking  into.  Sometimes 
he  thinks  he  is  poor  when  he  really  is 
not  and  needs  to  be  shown  how  well 
off  he  is.  Sometimes  you  will  locate 
a  section  of  the  country  where  business 
is  actually  prostrated.  I  can  think  of 
a  few  right  now,  but  to  avoid  argument 
with  the  chambers  of  commerce  in 
those  places  I  will  omit  their  names! 
Such  places  are  bad  money  wasters; 
they  yield  small  and  slow  sales  in  re¬ 
turn  for  the  effort  put  in  on  them. 
Save  them  until  things  improve. 

Do  sales  departments  deal  suffi¬ 
ciently  with  the  futures  of  their  con¬ 
sumers?  Look  at  the  Bell  Telephone 
planning  for  twenty  years’  growth, 
keeping  the  most  painstaking  tab  on 


census  reports,  knowing  better  some¬ 
times  than  the  local  real  estate  men 
which  way  the  business  section  of  a 
city  is  moving,  plotting  on  waste 
places  in  the  map  future  suburban 
developments. 

If  you  and  I  could  peer  into  some  of 
the  automotive  plants  of  the  country, 
behind  the  locked  doors  that  are  never 
open  to  visitors,  we  should  get  a 
glimpse  of  automobile  motors  that 
would  make  our  eyes  glisten  with 
anticipation.  They  probably  have 
kerosene  burners  there,  steardfers,  and 
undreamed  of — to  us — improvements 
that  are  not  ripe  for  presentation  yet. 

XII 

Execution.  All  that  you  have  read 
has  had  to  do  with  'planning — nothing 
has  been  said  about  execution.  The 
space  and  the  attention  of  the  reader 
are  both  at  an  end.  Any  architect,  any 
construction  engineer  will  tell  you 
that  the  only  safe  and  sound  way  to 
build  is  to  plan  first. 

It  is  my  belief  that  sales  executives 
do  not  inventory  their  resources  and 
assets  often  enough;  that  in  the  maze 
of  pressing  everyday  detail,  they  are 
bogged  and  blindfolded  so  that  they 
cannot  inventory  and  plan  as  they 
should.  It  is  true  that  there  is  hearty 
applause  for  the  “cave  man”  type 
of  sales  executive  right  now — the  man 
who  goes  out  and  kills  his  orders  bare¬ 
handed.  And  that  is  good,  for  we  had 
fiddled  away  with  the  trimmings  and 
trappings  of  understanding  and  hoped 
that  the  world  would  take  us  at  the 
scenic  value;  but,  after  all,  these  phases 
are  necessary  to  our  development  and 
out  of  them  comes  a  real  essence  of 
good  sense  and  judgment. 

While  the  pendulum  is  swinging 
back  and  forth,  the  shrewd  managers 
are  making  up  their  minds  where  the 
center  of  gravity  is  and  are  aiming  at  it. 


DETERMINING  FACTORS  IN  SELECTION  OF 

SALESMEN 

BY  H.  A.  RICHMOND* 


THERE  are  many  men  experienced 
in  the  handling  of  sales  problems 
and  salesmen  who  claim  that  sales¬ 
manship  requires  a  special  type  of 
ability  not  common  to  most  indi¬ 
viduals.  According  to  those  who  sup¬ 
port  this  claim,  the  big  problem  of  the 
sales  manager  is  to  find  the  man  wTho 
has  the  rare  qualifications  for  success 
in  selling — the  so-called  “born  sales¬ 
man.”  Although  until  recent  years 
this  point  of  view  was  quite  prevalent, 
most  sales  executives  have  now  dis¬ 
carded  it  entirely  and  some  have  gone 
to  the  opposite  extreme. 

Sales  managers  are  more  and  more 
recognizing  the  fact  that  their  biggest 
problem  is  not  in  finding  the  rare  indi¬ 
vidual  who  from  the  very  start  will 
make  a  huge  success  in  selling,  but 
rather  in  giving  to  men  who  have  less 
apparent  innate  selling  ability  the  kind 
of  training  and  supervision  which  will 
develop  them  into  successful  sales¬ 
men.  In  other  words,  salesmanship 
does  not  require  a  very  unusual  type  of 
ability  which  only  a  few  people 
possess.  The  trouble  has  been  that 
sales  executives  have  spent  too  much 
time  looking  for  ready-made  salesmen 
and  have  given  too  little  time  and 
attention  to  the  turning  out  of  high- 
grade  salesmen  as  finished  products. 

We  do  not  look  for  born  doctors, 
lawyers,  or  engineers.  The  man  who 
takes  up  these  professions  must  spend 
years  in  study  and  preparation  before 
beginning  actual  work.  Even  in  the 
trades,  varying  periods  of  apprentice¬ 
ship,  running  into  several  years  in 

*  In  charge  of  the  Sales  Research  Division,  Equitable 
Life  Insurance  Society. 


certain  cases,  are  required  before  one 
can  become  a  master  of  one’s  trade. 
It  is  as  illogical  to  employ  an  inex¬ 
perienced  man  as  a  salesman  and  expect 
him  to  succeed  at  the  start  as  it  would 
be  to  put  an  untrained  man  in  a  fully 
equipped  dental  office  and  expect  him 
to  make  good  as  a  dentist. 

II 

Poor  Selection.  Although  the  prob¬ 
lem  of  selecting  salesmen  has  been  un¬ 
duly  magnified  in  the  past,  to  the 
neglect  of  the  problems  related  to  the 
new  salesmen’s  subsequent  develop¬ 
ment,  it  is  not  to  be  inferred  that  the 
selection  of  salesmen  is  not  a  prob¬ 
lem  of  major  importance  for  the  sales 
manager.  The  statement  that  any 
man  can  be  trained  to  success  in  selling 
represents  a  point  of  view  as  extreme 
in  one  direction  as  the  opposite  point 
of  view  that  successful  salesmen  are 
born  and  never  made.  The  truth  lies 
between  these  extremes.  Many  men 
spend  years  in  preparation  for  the 
practice  of  law  or  medicine  and  then 
fail;  so,  also,  a  man  may  be  given  the 
very  best  preparation  and  training  for 
salesmanship  and  still  be  a  dismal 
failure. 

It  is  generally  recognized  that  the 
innate  qualities  or  inherited  abilities 
of  individuals  make  them  better  fitted 
for  certain  lines  of  work  than  for  others. 
The  conclusion  which  must  be  drawn, 
then,  is  that  the  only  common-sense 
method  of  securing  a  force  of  high- 
grade  salesmen  is  to  select  from  any 
group  of  applicants  those  whose  qual¬ 
ities  best  fit  them  for  success  and  then 
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to  give  them  such  training  as  will 
largely  guarantee  that  success. 

Those  sales  executives  who  have 
introduced  training  courses  worthy  of 
the  name  and  improved  methods  of 
supervision  have,  as  a  rule,  also  given 
more  attention  to  the  problem  of 
selection.  But  even  among  organ¬ 
izations  which  attempt  to  provide 
adequate  training  for  salesmen,  the 
old  methods  of  selection  still  prevail. 
During  a  personal  interview  with  the 
prospective  salesman,  the  manager 
usually  decides  purely  on  the  basis  of 
his  own  general  impression  whether  the 
applicant  is  likely  to  make  good  or  not. 
The  question  of  whether  an  applicant 
will  be  selected  or  not  probably  de¬ 
pends  as  much  on  the  manager — his 
mood  at  the  time,  his  personality  and 
pet  theories — as  it  does  on  the  quali¬ 
fications  actually  possessed  by  the 
applicant. 

Sales  executives  whose  duties  in¬ 
volve  the  selection  of  salesmen  usually 
have  certain  notions  as  to  what  type 
of  man  will  succeed.  Some  place  great 
emphasis  on  the  man’s  physical  ap¬ 
pearance,  others  may  demand  that  the 
applicant  be  married,  or  that  he  be  of  a 
certain  age,  or  have  a  variety  of  char¬ 
acteristics  believed  to  be  important. 
All  such  qualifications  may  be  sig¬ 
nificant  or  they  may  not.  The  sales 
manager,  however,  who  has  ever  taken 
the  trouble  to  check  up  the  signifi¬ 
cance  of  the  factors  on  which  he 
bases  his  selection  of  salesmen  is  a 
rare  exception. 

There  are  two  facts  which  indicate 
very  strongly  that  the  so-called  accu¬ 
rate  judges  of  men  are  in  a  very  small 
minority.  The  first  evidence  of  this 
fact  is  to  be  found  in  the  excessively 
high  turnover  records  of  almost  every 
sales  organization.  An  annual  turn¬ 
over  of  50  per  cent  is  considered  good 
by  certain  sales  executives,  and  turn¬ 
over  rates  of  100  per  cent  and  over  are 


not  uncommon.  The  percentage  of 
new  salesmen  who  stay  a  full  year  is 
frequently  very  small.  The  fault  may 
not  be  entirely  in  poor  selection,  to  be 
sure.  But  a  very  large  part  of  the  loss 
which  a  high  turnover  involves  is 
chargeable  to  this  source. 

Ill 

Qualifications  of  Salesmen.  Those 
sales  organizations  that  are  seeking  to 
reduce  the  losses  which  are  occasioned 
by  poor  selection  and  a  resultant  high 
turnover  are  coming  to  realize  that 
the  method  of  selection  based  on  some 
one’s  offhand  judgment  after  a  con¬ 
versation  with  the  applicant  must  be 
replaced  by  something  more  scientific. 

In  applying  more  objective  methods 
to  selection  it  is  desirable  to  analyze 
in  a  broad  way  the  factors  on  which 
success  in  selling  is  based.  Success  in 
any  line  of  work  depends  on  factors 
which  may  be  grouped  under  the 
following  heads: 

1.  Physical  qualities. 

2.  Mental  or  intellectual  qualities. 

3.  Habitual  modes  of  response  which 
constitute  temperament,  personality,  or 
character. 

4.  Knowledge  of  the  work. 

5.  Effective  incentives. 

Success  in  salesmanship  seems  to  be 
affected  materially  by  every  one  of 
these  five  groups  of  qualifications, 
whereas  in  many  other  occupations  one 
or  more  of  the  five  groups  may  have 
very  little  significance.  The  unskilled 
laborer,  for  example,  requires,  in  the 
main,  only  proper  physical  qualities. 
Proficiency  as  a  skilled  workman  de¬ 
pends  partly  on  physical  character¬ 
istics,  but  more  largely  on  knowledge  of 
his  work.  In  the  case  of  a  bank  teller, 
the  physical  requirements  become  of 
even  less  importance.  It  is  vitally 
important,  however,  that  his  habitual 
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mode  of  response  to  situations  about 
him  be  such  that  he  would  be  termed 
honest  and  trustworthy  and  that  his 
dealings  with  the  public  be  on  an 
amicable  basis. 

IV 

Physical  Qualifications.  The  physical 
qualities  of  the  salesman  have  a 
bearing  in  two  ways.  In  the  first 
place,  he  must  be  in  such  a  state  of 
health  that  he  can  stand  the  relatively 
strenuous  work  he  is  called  upon  to 
perform.  In  the  second  place,  his 
physical  appearance  has  a  definite 
influence  in  determining  the  impres¬ 
sion  created  in  the  prospective  buyer’s 
mind  and,  hence,  in  determining  the 
possibilities  of  a  sale.  Aside  from 
general  opinion  on  this  subject,  a 
number  of  investigations  have  been 
made  which  bear  out  this  conclusion. 
A  study  made  by  the  Bureau  of 
Personnel  Research  of  Carnegie  In¬ 
stitute  of  Technology  showed  that 
men  of  fine  physique  and  pleasing  ap¬ 
pearance  tended  to  be  overrated  in 
other  qualities  and  men  of  poor  phy¬ 
sique  or  appearance  tended  to  be 
underrated. 

In  a  certain  life  insurance  company 
a  study  was  made  of  the  relation  of  the 
height  and  weight  of  the  salesmen,  and 
their  sales.  This  indicated  very  defi¬ 
nitely  that  physical  characteristics 
have  a  bearing  on  selling  success, 
shown  by  the  following  table: 


Number 

of 

Salesmen 

Height 

Average 
Monthly 
Sales  per 
Man 

48 

5  ft.  6  in.  and  below 

$  630 

99 

5  “  7  “5  ft.  8  in. 

850 

131 

5  “  9  “  “5  “  10“ 

1,520 

100 

5  “  11“  “  6  “  0  “ 

920 

25 

6  “  1  “  “  over 

1,060 

This  shows  that,  other  things  being 
equal,  the  salesman  above  average 
height  has  an  advantage  over  the  very 
short  man.  Extremes  in  stature  are 
apparently  unfavorable  and  the  most 
favorable  height  in  the  experience  of 
this  company  is  a  few  inches  above  the 
average  for  male  adults. 

Significant  differences  were  alsofound 
to  exist  in  the  amount  of  sales  made  by 
men  of  different  weights.  The  average 
monthly  sales  of  men  classed  ac¬ 
cording  to  weight  are  shown  in  the 
following  table: 


Number 

of 

Salesmen 

Weight 

Average 
Monthly  Sales 
per  Man 

65 

Below  140  lbs. 

$  740 

168 

140-159  lbs. 

1,180 

107 

160-179  “ 

1,010 

59 

180  lbs.  and  over 

920 

This  record  shows  the  very  slight 
man  at  a  decided  disadvantage  and 
it  also  shows  the  very  heavy  man  at  a 
similar  disadvantage. 

Age  is  another  physical  character¬ 
istic  which  has  an  important  influ¬ 
ence  in  determining  a  salesman’s  suc¬ 
cess.  Here  again  the  extremes  are  un¬ 
favorable,  the  fact  being  very  clearly 
indicated  as  is  shown  in  the  table 
given  below: 


Number 

of 

Salesmen 

Age 

Average 
Monthly  Sales 
per  Man 

149 

Below  26  Yrs. 

$  490 

154 

26-30 

880 

111 

31-35 

1,320 

100 

36-40 

1,030 

149 

Over  40  “ 

660 
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In  the  experience  of  the  insurance 
company  in  question  at  least,  men 
employed  as  salesmen  when  very 
young  or  after  they  have  passed  the 
age  of  40  are  not  as  successful  as  men 
between  these  ages  at  time  of  em¬ 
ployment.  But  it  must  not  be  in¬ 
ferred  that  salesmen  who  have  been 
in  the  business  for  many  years  may 
not  sell  as  much  or  more  in  their  for¬ 
ties  or  their  fifties  as  in  their  thirties. 
In  the  above  table  the  age  given  is  at 
the  time  of  employment. 

V 

Mental  Qualifications.  The  sales¬ 
man  to  be  successful  should  have 
certain  mental  or  intellectual  quali¬ 
fications.  In  the  first  place,  if  he  is  to 
be  given  any  systematic  instruction  or 
training  he  must  have  the  mental 
capacity  to  assimilate  and  to  profit  by 
the  instruction  given.  The  students 
attending  a  school  of  life  insurance 
salesmanship  were  given  intelligence 
or  mental-alertness  tests.  It  was 
found  that  a  very  definite  and  positive 
relationship  existed  between  scores  in 
the  test  and  the  class  grades  given  the 
men  by  their  instructors;  that  is, 
those  scoring  highest  in  the  test 
tended  to  do  the  best  classwork  and 
those  who  were  very  low  in  the  tests, 
with  few  exceptions,  failed  to  pass  the 
course. 

But  entirely  apart  from  ability  to 
profit  by  a  course  of  training,  the  men¬ 
tal  qualifications  of  the  salesman  seem 
to  be  of  some  significance.  The  mental 
alertness  tests  have  revealed  differ¬ 
ences  in  the  intelligence  levels  of  sales¬ 
men  handling  different  lines.  Sales¬ 
men  of  two  companies  selling  office 
appliances  were  found  to  rank  higher 
than  the  salesmen  of  two  companies 
selling  staple  commodities  to  retail 
stores.  And  the  salesmen  of  a  certain 
life  insurance  company  were  found  to 


rank  higher  than  the  office-appliance 
salesmen. 

The  following  table  shows  the  aver¬ 
age  (median)  test  scores  for  the  differ¬ 
ent  companies: 


Product  Sold 

Number 

of 

Salesmen 

Average 

Score 

Life  insurance . 

Office  appliances  (first 

258 

77 

company) . 

Office  appliances  (sec- 

120 

73 

ond  company) . 

Products  to  retail  stores 

268 

67 

(first  company) . 

Products  to  retail  stores 

50 

64 

(second  company) . . . 

71 

58 

It  will  be  noted  that  there  are  differ¬ 
ences  among  salesmen  handling  a 
similar  line  in  different  companies  as 
well  as  among  the  salesmen  of  com¬ 
panies  handling  unrelated  lines. 

Whatever  may  be  the  underlying 
reasons,  investigation  indicates  that 
the  salesman  to  be  successful  must 
measure  up  to  a  certain  minimum  level 
of  intelligence  which  will  vary  with 
the  line  being  sold.  Likewise,  he  must 
not  be  too  far  above  the  average  in¬ 
telligence  level  of  the  group  handling 
a  particular  line,  except  in  special 
cases  where  men  are  taken  on  with  the 
definite  objective  of  fitting  them  for 
managerial  work. 

VI 

Temperament  or  Personality.  Of 
very  great  importance  in  determining 
the  success  of  the  salesman  are  those 
characteristics  which  may  be  grouped 
under  the  heading  of  habitual  modes 
of  response  and  which  collectively  are 
variously  designated  as  temperament, 
personality,  or  character.  Because  of 
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the  nature  of  his  work  it  is  highly  im¬ 
portant  that  the  salesman  be  so 
temperamentally  constituted  that  he 
does  not  readily  give  in  to  discour¬ 
agements.  The  man  who  habitually 
responds  to  discouraging  situations  by 
giving  up  or  quitting  will  hardly  suc¬ 
ceed  as  a  salesman. 

Those  habitual  modes  of  response 
which  determine  what  is  designated  as 
temperament  or  personality  are  prob¬ 
ably  largely  the  result  of  inherited 
tendencies.  Some  of  them  are  subject 
to  considerable  modification  by  train¬ 
ing,  while  nearly  all  of  them  can  prob¬ 
ably  be  modified  to  some  extent.  Thus 
many  salesmen  at  the  beginning  have 
an  aversion  to  meeting  and  talking  to 
prospects.  But  with  training  and 
experience  the  situation  which  would 
at  the  beginning  cause  the  salesman 
to  make  a  weak  presentation  and  a 
hurried  exit,  may  later  fail  to  evoke 
any  such  response.  As  a  rule,  however, 
the  modification  of  the  characteristics, 
whether  innate  or  acquired,  which  go 
to  make  up  temperament,  personality, 
or  character,  is  such  a  slow  and  difficult 
process  that  it  would  be  unwise  to  hire 
a  salesman  with  the  expectation  of 
changing  any  such  qualities.  Like¬ 
wise,  such  characteristics  as  tact, 
honesty,  enthusiasm,  and  industry, 
which  are  generally  regarded  as  im¬ 
portant  in  salesmanship,  are  subject 
to  little  change  by  training. 

VII 

Knowledge  of  the  Salesman'' s  Work. 
Success  in  salesmanship,  as  in  any  oc¬ 
cupation,  is  influenced  by  the  degree  of 
knowledge  which  the  salesman  has  of 
his  work.  He  must  first  know  the 
product  or  service  he  is  trying  to  sell — 
what  it  will  do  and  how  it  will  satisfy 
human  needs.  In  the  second  place, 
he  must  know  salesmanship.  He  must 
know  how  he  can  get  an  interview  with 


his  prospect  under  the  most  favorable 
circumstances,  how  he  can  gain  atten¬ 
tion,  create  interest,  arouse  desire,  and 
get  the  prospect  to  act.  Knowledge 
of  the  work  may  or  may  not  be  sig¬ 
nificant  in  judging  the  probable  suc¬ 
cess  of  a  man  who  is  to  be  hired  as  a 
salesman.  Some  companies  make  it  a 
practice  to  take  men  from  competing 
companies,  feeling  that  they  thereby 
save  themselves  a  considerable  item 
of  expense  in  imparting  the  necessary 
knowledge  of  the  work  to  the  man 
employed.  Most  companies,  however, 
prefer  men  wdio  have  some  knowledge 
of  salesmanship  gained  through  han¬ 
dling  other  lines.  A  few  prefer  men  with 
no  selling  experience  in  order  that  they 
may  impart  to  the  man  his  entire 
knowledge  of  the  work,  thus  making 
quite  certain  that  it  will  conform 
completely  to  the  policies  of  the 
company. 

The  value  of  previous  experience 
in  selling  is  shown  by  the  following 
table,  which  compares  the  sales  of  men 
who  have  had  selling  experience  in 
other  lines  prior  to  their  employment 
by  the  company  making  the  investi¬ 
gation. 


Number 

of 

Salesmen 

Selling  experi¬ 
ence 

No.  of  Years 

Average 
Monthly  Sales 
per  Man 

180 

0 

680 

62 

1-2 

1,070 

75 

3-6 

1,540 

40 

Over  6 

1,250 

The  table  shown  on  page  54  gives 
the  sales  records  of  men  who  have  had 
previous  experience  handling  the  same 
line,  but  with  other  companies. 

Both  these  tables  agree  in  showing  a 
marked  increase  in  success  with  in¬ 
creased  experience  up  to  six  years. 
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N  umber 
of 

Salesmen 

Selling  Experi¬ 
ence 

No.  of  Years 

Average 
Monthly  Sales 
per  Man 

267 

0 

$  420 

113 

1-2 

690 

28 

3-6 

1,750 

55 

Over  6 

630 

But  beyond  this  point  there  is  a  de¬ 
cided  falling  off.  Apparently  sales¬ 
men  seeking  a  change  of  company  after 
having  been  long  engaged  in  selling 
a  particular  line  are  not  to  be  counted 
among  the  most  successful. 

The  following  comparison  demon¬ 
strates  the  effect  of  knowledge  ac¬ 
quired  in  a  systematic  course  of  in¬ 
struction  in  increasing  the  success  of 
the  sales  force.  An  investigation  was 
made  to  determine  the  size  of  the  aver¬ 
age  sale  made  during  their  first  year  by 
men  who  had  taken  the  course  as 
compared  with  those  who  had  not. 
The  figures  given  in  the  following  are 
the  results: 

Average  Size 
of  Sales 


Trained  men  (79  cases) .  $336 

Untrained  men  (265  cases)... .  258 


It  was  also  found  that  the  average 
commission  earnings  of  the  trained 
men  were  65  per  cent  greater  for  every 
hour  of  work  than  were  the  earnings 
of  the  untrained  men. 

VIII 

Effective  Incentives.  The  fifth  class 
of  fundamental  requisites  for  sell¬ 
ing  success  consists  of  the  group  of 
incentives  which  affect  the  salesman 
in  relation  to  his  work.  These  are 
determined  by  the  man’s  aims,  am¬ 
bitions,  and  ideals  on  the  one  hand, 
and  by  the  conditions  under  which 


he  works  on  the  other.  The  man  who 
lacks  ambition  is  likely  to  be  unsat¬ 
isfactory  because  he  usually  either 
does  very  little  work  or  works  spas¬ 
modically.  Likewise,  the  man  who  is 
married  and  has  a  family  dependent 
on  him  has  a  much  stronger  incen¬ 
tive,  as  a  rule,  to  work  hard  and 
steadily  than  the  single  man.  For 
this  reason  many  firms  have  a  decided 
preference  for  married  men  with 
children. 

A  man’s  incentive  to  work  is  par¬ 
ticularly  influenced  by  his  wife’s  atti¬ 
tude  toward  his  work.  The  man  who 
receives  encouragement  from  his  wife 
has  a  much  stronger  incentive  to 
produce  results  than  the  man  whose 
wife  complains  that  he  is  in  a  line  of 
work  where  he  can  make  no  money 
and  where  he  will  never  get  ahead. 
On  this  account,  many  sales  managers 
take  particular  pains  to  interview  the 
wife  and  to  make  certain  that  she  is 
thoroughly  and  agreeably  “sold”  on 
the  idea  of  her  husband’s  engaging  in 
sales  work. 

There  is  the  incentive  which  comes 
from  belief  in  the  value  of  the  work  the 
man  is  doing.  Rarely  can  a  man  be 
successful  in  or  derive  any  pleasure 
from  work  which  he  feels  is  of  no  value 
to  humanity.  But  the  greater  his 
belief  in  the  social  or  economic  value 
of  his  work,  the  greater  are  his  chances 
of  success.  This  statement  is  borne 
out  by  statistics  compiled  by  a  certain 
life  insurance  company  on  the  relation 
between  the  amount  of  insurance  a 
salesman  carried  on  his  own  life  at  the 
time  of  employment  and  his  later 
success  in  selling.  The  following  table 
shows  the  average  monthly  sales  of 
men  carrying  different  amounts  of 
insurance  on  their  own  lives  at  the 
time  of  employment.  (See  page  55.) 

The  more  strongly  a  man  believes  in 
life  insurance  as  indicated  by  the 
amount  he  carries  on  his  own  life  at 
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Number 

of 

Salesmen 

Amount  of  In¬ 
surance  Carried 

Average 
Monthly  Sales 
per  Man 

96 

0 

$  230 

210 

$l-$4,999 

740 

90 

$5,000-$9,999 

1,300 

116 

$10,000  and  over 

1,610 

time  of  employment,  the  more  success¬ 
fully  can  he  sell  it. 

Equally  important  are  those  in¬ 
centives  which  are  furnished  by  the 
sales  manager  or  the  organization  of 
which  the  man  is  a  part.  Under  this 
heading  come  the  efforts  of  the  manager 
to  stimulate  and  to  encourage  his  men. 
Esprit  de  corps  operates  as  an  in¬ 
centive  to  success,  as  does  competition 
between  individuals  or  groups  of  sales¬ 
men.  It  is  to  bring  into  play  incentives 
which  would  not  otherwise  be  oper¬ 
ative  that  contests  and  quotas  are 
used  in  the  process  of  sales  manage¬ 
ment. 

IX 

Personal  History  Record.  On  the 
basis  of  the  foregoing  discussion,  what 
steps  ought  the  sales  manager  to  take 
who  would  achieve  a  higher  degree  of 
success  in  selecting  a  high-grade  sales 
force? 

He  should  first  secure  recorded  facts 
covering  each  of  the  five  classes  of 
factors  which  determine  the  salesman’s 
success.  So  far  as  possible,  these 
recorded  facts  should  be  on  an  ob¬ 
jective  basis  and  in  quantitative  terms. 
To  secure  these  facts,  certain  blanks 
and  forms  must  be  used.  The  most 
important  of  these  blanks  will  be  a 
complete  personal-history  record  which 
should  be  carefully  filled  out  by  each 
applicant. 

A  personal-history  record  may  be 


used  to  throw  light  on  each  of  the 
five  groups  of  qualifications  which  de¬ 
termine  success.  The  trouble  with 
most  personal-history  records,  as  they 
are  used  today,  is  that  the  recorded, 
objective  information  contained  is  too 
scanty  and  incomplete,  and  the  sales 
manager  does  not  know  how  to  use 
systematically  such  information  as  is 
secured.  It  has  been  the  purpose  of  the 
foregoing  analysis  and  discussion  to 
indicate  the  perspective  in  the  light  of 
which  the  sales  manager  may  evaluate 
the  information  which  is  brought 
out  in  the  personal-history  record 
and  all  other  information  which  he 
secures  in  connection  with  hiring  a 
salesman. 

The  personal-history  record,  for 
example,  should  throw  light  on  the 
applicant’s  physical  qualifications  by 
indicating  his  build,  whether  over  or 
under  weight,  whether  suffering  from 
any  specific  disability,  and  to  what 
extent  he  has  lost  time  through  illness 
in  the  past  few  years. 

The  manner  in  which  the  applicant 
has  filled  out  the  blank  and  the  char¬ 
acter  of  his  answers  to  various  ques¬ 
tions,  together  with  the  extent  of  his 
schooling,  will  throw  light  on  his  in¬ 
telligence  level. 

The  possession  of  significant  temper¬ 
amental  traits  or  habitual  modes  of 
action  may  be  ascertained  by  questions 
which  show,  for  example,  whether  the 
man  worked  during  his  school  va¬ 
cations,  whether  he  worked  his  way 
through  college,  the  types  of  work  in 
which  he  has  been  engaged,  his  reasons 
for  changes  of  position,  and,  moreover, 
his  activities  outside  of  working 
hours. 

His  knowledge  of  the  work  for  which 
he  is  being  considered  will  be  indi¬ 
cated  in  a  general  way  by  the  char¬ 
acter  of  his  past  experience. 

Incentives  which  are  effective  in  the 
applicant’s  life  will  be  indicated  by 
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family  responsibilities,  financial  con¬ 
dition,  accustomed  income,  and  the 
answers  to  such  questions  as,  “What  led 
you  to  seek  a  connection  with  this 
company?”  and,  “Why  do  you  think 
you  can  succeed  as  a  salesman  for 
this  company?” 

X 

Personal  Interview.  In  addition  to 
and  supplementing  the  information 
secured  by  a  personal-history  record, 
the  facts  brought  out  by  a  personal 
interview  with  the  applicant  are  of  the 
greatest  importance.  But  such  inter¬ 
views,  except  in  rare  instances,  are 
conducted  in  a  very  unsystematic  and 
haphazard  manner.  Oftentimes  a 
sales  manager  has  the  belief  that  some 
few  traits  such  as  ambition,  determi¬ 
nation,  or  aggressiveness  are  impor¬ 
tant  and  has  framed  questions  for 
the  purpose  of  bringing  out  such  traits. 
But  even  where  such  purposiveness 
in  interviewing  exists,  it  is  rarely 
that  records  are  kept  which  would 
make  possible  the  evaluation  of  such 
information  as  is  brought  out  in  the 
interview. 


this  purpose  some  sort  of  rating  scale 
seems  to  be  the  most  suitable.  There 
has  been  more  or  less  criticism  of  the 
attempt  to  use  rating  scales,  which 
seems  to  the  writer  to  be  due  largely  to 
a  misunderstanding  of  their  real  pur¬ 
pose.  A  rating  scale  is  an  instrument 
for  recording  opinions  in  a  standard 
form.  The  opinions  may  be  of  value 
or  they  may  not,  but  the  only  way  to 
test  them  is  to  get  them  recorded  in 
some  standard  form. 

There  are  various  forms  of  rating 
scales  in  general  use,  varying  from  the 
type  used  in  the  United  States  Army 
during  the  war,  which  called  for  a  com¬ 
parison  between  the  man  being  rated 
and  other  men  whose  abilities  or 
characteristics  were  known,  to  what  is 
known  as  a  graphic  rating  scale,  where  a 
man-to-man  comparison  is  not  required. 
An  example  of  this  latter  form  of  rating 
is  furnished  by  the  question  below, 
which  is  one  of  fifteen  items  on  which 
prospective  salesmen  for  a  company 
with  a  sales  force  numbering  several 
thousand  are  rated: 

What  degree  of  determination  does 
he  seem  to  possess? 


Strong  determi¬ 
nation  in  spite 
of  difficulties 


Shows 

grit 


Moderately 

determined 


Is  somewhat 
easily 

discouraged 


Gives  up  in 
face  of 
difficulties. 


A  systematic,  purposeful  interview 
should  be  conducted  with  the 
object  of  securing  as  many  facts  as 
possible  which  will  supplement  infor¬ 
mation  contained  in  the  personal- 
history  record  and  throw  light 
on  the  five  fundamental  classes  of 
factors  that  determine  the  applicant’s 
success. 

As  a  result  of  the  interview,  the  man¬ 
ager  forms  certain  opinions.  These 
opinions  should  be  recorded  so  that 
their  value  can  be  determined.  For 


In  using  the  graphic  scale  illus¬ 
trated  above,  the  rater  indicates  his 
opinion  by  making  a  cross  at  the  proper 
place  on  the  line. 

The  rating  scale  should  include  all 
items  believed  to  be  significant  on 
which  a  suitable  objective  measure 
cannot  be  obtained.  For  example, 
if  the  sales  manager  believes  that 
determination  is  a  significant  factor 
in  relation  to  success  in  selling,  the 
rating  scale  should  provide  for  an 
expression  of  his  opinion  on  this  point 
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which  can  be  recorded  for  each 
applicant.  The  important  point  is 
that  all  items  believed  to  be  significant 
should  be  included  if  a  satisfactory 
measure  cannot  be  obtained  in  a  more 
objective  manner. 

In  so  far  as  various  psychological 
tests  give  indications  of  value  they 
should  be  used.  Knowledge  tests  are 
of  proved  value  in  determining  an 
applicant’s  knowledge  of  some  partic¬ 
ular  line  of  work.  The  intelligence 
tests  seem  to  give  a  satisfactory 
measure  of  mental  alertness.  Tests 
which  measure  characteristic  modes  of 
response,  such  as  those  indicating 
temperament,  are  being  tried  out,  but 
their  value  has  not  as  yet  been  estab¬ 
lished.  The  superiority  of  an  ob¬ 
jective  measure,  such  as  is  furnished 
by  a  test,  over  a  subjective  estimate 
or  judgment  of  the  same  thing  is  ob¬ 
vious,  provided,  of  course,  the  test 
really  measures  the  factor  for  which  it 
was  intended. 

XI 

Evaluating  Information.  Having 
secured  as  many  recorded  facts  as 
possible  covering  the  physical  char¬ 
acteristics,  intelligence,  temperament, 
knowledge  of  the  work,  and  domi¬ 
nating  incentives  of  each  new  man  em¬ 
ployed,  the  next  step  consists  in  the 
evaluation  of  this  information.  This 
should  be  done  by  comparing  per¬ 
formance  records,  such  as  amount  of 
sales  and  length  of  service,  with  the 
characteristics  which  the  salesmen 
showed  at  time  of  employment.  The 
men  should  be  compared  on  the  basis 
of  age,  experience,  and  all  the  other 
points  believed  to  be  significant  which 
have  been  recorded  either  on  the  per¬ 
sonal-history  record,  the  rating  scale, 
or  in  the  form  of  test  scores.  If  age 
differences  are  significant,  then  the 
salesmen  who  started  at  certain  ages 


will  show  better  performance  records 
than  those  who  started  at  other  ages. 
Age  is  generally  believed  to  be  sig¬ 
nificant  and  this  fact  is  not  only 
brought  out  by  the  investigation  made 
by  one  company,  as  reported  earlier  in 
this  discussion,  but  the  investigation 
showed  just  what  ages  were  most 
favorable  for  this  particular  company. 
Another  company,  handling  a  different 
line,  might  find  that  the  most  favor¬ 
able  ages  for  its  salesmen  were  older 
or  younger  than  in  the  case  of  the 
company  here  reported.  The  point 
that  each  company  must  determine 
these  facts  for  itself  cannot  be  too 
strongly  emphasized. 

While  there  may  be  a  more  or  less 
general  agreement  among  companies, 
only  through  systematic  record  keep¬ 
ing  and  subsequent  analysis  will  each 
company  be  able  to  determine  what 
are  significant  qualifications  in  its 
particular  case. 

A  particular  sales  manager  may 
have  been  placing  a  great  deal  of  em¬ 
phasis  in  selecting  salesmen  on  the 
extent  to  which  each  applicant  seemed 
to  him  to  be  ambitious.  He  should 
keep  a  record  of  his  opinion,  through 
the  use  of  a  rating  scale,  as  to  how 
ambitious  each  applicant  is.  Then  a 
comparison  of  the  sales  records  of 
those  men  whom  he  regarded  as  very 
ambitious  with  those  whom  he  re¬ 
garded  as  lacking  in  ambition  will  settle 
conclusively  whether  the  sales  man¬ 
ager’s  opinion  as  to  the  ambition  of 
applicants  is  worth  anything  so  far  as 
predicting  selling  success  is  concerned. 

By  such  a  method  of  evaluation  it 
will  be  possible  to  determine  not  only 
what  facts  are  significant  in  selecting 
salesmen,  but  also  how  significant  each 
of  the  facts  is.  For  example,  age  may 
be  much  more  significant  than  school¬ 
ing,  and  the  opinion  of  the  sales 
manager  as  to  the  applicants’  determi¬ 
nation  may  be  more  significant  than 
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either  of  these.  In  other  words,  it 
should  be  possible  to  give  a  proper 
weighting  to  each  bit  of  information 
about  the  applicants  which  has  been 
recorded  in  standard  form.  Items 
that  are  not  significant  may  be  dis¬ 
carded  entirely. 

XII 

Analysis  of  Applicants'1  Qualifica¬ 
tions.  The  third  and  final  step  in  at¬ 
taining  improved  selection  is  to  analyze 
the  qualifications  of  each  new  appli¬ 
cant  in  the  light  of  known  facts  re¬ 
garding  desirable  qualifications.  A 
numerical  score  should  be  given  on 
each  point  in  accordance  with  its 
known  significance.  For  example, 
three  years  of  selling  experience  in  the 
line  for  which  he  was  being  considered 
might  entitle  an  applicant  to  a  score 
of  30.  He  might  be  entitled  to  a  score 
of  5  on  account  of  being  twenty-seven 
years  old.  The  opinion  of  the  inter¬ 
viewer  as  to  his  general  appearance, 
recorded  on  a  rating  scale,  might  call 
for  a  score  of  8,  and  so  on  for  every 
significant  point.  These  suggested 
scores  are  simply  used  for  illustrative 


purposes.  The  determination  of  actual 
scores  to  be  used  in  any  case  must  be 
determined  through  statistical  cal¬ 
culations,  a  detailed  consideration  of 
which  is  beyond  the  scope  of  this 
article.  A  combination  of  all  these 
scores  would  furnish  a  reliable  index 
of  the  degree  to  which  the  particular 
applicant  is  qualified  for  a  selling 
position.  The  men  who  have  the 
highest  qualifications  should  in  general 
be  the  ones  hired.  But  the  sales 
manager  must  still  exercise  the  most 
careful  judgment.  For  example,  if  the 
sales  force  is  paid  entirely  on  a  com¬ 
mission  basis,  it  might  be  unwise  to 
hire  a  particular  applicant  who  showed 
high  qualifications  if  he  were  taking  a 
heavy  risk  in  accepting  the  position, 
such  as  would  be  involved  if  a  man  had 
a  large  family  to  support  and  no  finan¬ 
cial  reserve.  Or  if  a  company  which 
paid  its  salesmen  a  straight  salary  were 
considering  two  applicants,  it  might 
be  far  preferable  to  take  the  man  who 
was  not  quite  so  well  qualified  if  he 
could  be  secured  for  half  the  salary 
which  would  ordinarily  have  to  be 
paid  in  the  case  of  the  better  equipped 
man. 


SOME  ASPECTS  OF  THE  RELATION  OF  FOREIGN 
SECURITIES  TO  THE  MONETARY  SYSTEM— II 

BY  WALTER  E.  LAGERQUIST  * 


ONE  evidence  that  a  currency  de¬ 
bauch  in  a  country  is  begin¬ 
ning  to  approach  its  last  stages, 
which,  however,  may  continue  for 
some  time,  is  the  decline  in  bank  and 
savings-bank  deposits.  New  funds  at 
such  times  are  not  deposited  in  banks. 
The  man  who  has  saved  for  a  life¬ 
time  suddenly  realizes  that  the  value 
of  his  savings  is  being  wiped  out  and 
frequently  rushes  to  retrieve  his  losses 
by  purchasing  stock.  The  more  con¬ 
servative  turn  to  the  purchase  of  for¬ 
eign  currency  and  exchange  and  thus 
cut  their  losses  and  eliminate  their 
risk. 

Again,  when  a  country’s  currency 
approaches  the  position  of  excessive 
depreciation,  demands  are  more  than 
proportionally  increased  for  foreign 
specie  and  bank  notes.  On  that 
account  the  bank  statements  of  neigh¬ 
boring  countries  with  less  depreciated 
or  undepreciated  currencies  will  show 
an  increased  rather  than  a  decreased 
issue  of  notes,  but  the  amount  of  notes 
in  actual  use  in  those  countries  will  be 
considerably  reduced.  This  indicates 
a  hoarding  of  the  notes  in  the  country 
with  the  depreciated  currency.  Past 
experience  has  usually  shown  that  after 
partial  readjustment  these  notes  begin 
to  appear  in  circulation  again.  The 
hoarding  of  the  notes,  like  the  specu¬ 
lation  in  depreciated  currency  on  the 
part  of  foreigners,  is  in  effect  an  un¬ 
secured  loan  without  an  interest  re¬ 
turn.  It  is  estimated  by  some  author¬ 
ities  that  the  German  holdings  of 
claims  on  Swiss  banks  alone  amount  to 

_  *  Professor  of  Finance,  Northwestern  University, 
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more  than  a  billion  of  gold  francs. 
The  exchanging  of  the  depreciated 
currency  for  foreign  undepreciated 
currency,  including  exchange,  and 
depositing  it  with  foreign  banks  has 
the  added  advantage  of  escaping 
taxation  in  the  country  of  its  issue. 

II 

Development  of  Barter.  When  de¬ 
preciation  has  run  a  certain  length  of 
its  downward  course,  barter  exchange 
also  develops,  more  quickly,  of  course, 
in  agricultural  communities  than  in 
industrial  centers.  Both  the  duration 
and  the  intensity  of  the  depreciation 
wrill  influence  the  extent  to  which 
barter  is  used.  Barter  is  a  result  of  a 
faulty  money  system  and  not  a  cause. 
An  interesting  phase  has  been  the 
fluctuation  in  its  use  during  long 
periods  of  inflation.  These  variations 
have  usually  taken  place  with  each 
fresh  issue  of  paper  currency — tem¬ 
porarily  decreasing  and  then  in  turn 
increasing.  As  far  as  security  prices 
go,  barter  exchange  affects  them  only 
in  so  far  as  it  reacts  on  the  general 
price  level.  Security  transactions  are 
usually  extraordinarily  small  at  such 
times. 

The  unexpected  uses  and  effects  of 
barter  in  Central  Europe  remind  us  of 
our  early  frontier  days.  The  Saxon 
Thuringian  Power  Company  at  Auma, 
for  example,  advertises  its  willingness 
to  take  instead  of  cash  for  each  kilo¬ 
watt  hour  of  electricity,  ten  eggs,  or 
three  pounds  of  wheat  flour,  or  a 
quarter  of  a  centner  of  potatoes.  A 
physician  in  Braunschweig  is  paid  in 
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produce.  Payment  of  the  tuition  at  the 
agricultural  schools  at  Triptis  and 
Marksuhl  is  in  terms  of  rye.  However, 
except  in  the  agricultural  districts, 
barter  in  Europe  cannot  be  very  ex¬ 
tensively  used.  Wage-earners  in  in¬ 
dustrial  and  commercial  centers  have 
nothing  which  they  can  exchange  in 
common  barter.  They  receive  their 
wages  in  the  currency  of  the  country 
and  are  the  victims  of  its  depreciation. 
If  for  no  other  reason  than  this,  it 
would  be  difficult  for  the  long-estab¬ 
lished  method  of  payment  to  be  super¬ 
seded  by  other  forms  of  payment. 
Many  of  the  claims  which  have  been 
held  out  for  barter  are  based  on  half- 
thought-out  ideas. 

Ill 

Government  Short-Time  Credit.  The 
stage  which  currency  inflation  has 
reached  is  also  reflected  in  the  activi¬ 
ties  of  the  governments  in  securing 
short-time  credit.  A  study  of  our 
Revolution  and  Civil  War  experiences, 
though  the  inflation  was  on  a  smaller 
scale,  shows  a  situation  quite  similar 
in  many  respects  to  the  recent  ex¬ 
periences  in  Europe.  The  holder  of 
bonds  or  stocks  of  any  foreign  cor¬ 
poration  does  well  to  watch  these  con¬ 
ditions  at  all  times. 

The  German  government  has,  with 
occasional  short  interruptions,  financed 
increasing  deficits  by  increasing  sales  of 
Treasury  bills.  Both  the  public  and  the 
banks  have  up  to  recently  absorbed 
the  major  part  of  these  issues  in  pref¬ 
erence  to  other  forms  of  investment. 
Since  May,  1921,  the  volume  of  Treas¬ 
ury  bills  has  been  quite  steadily  increas¬ 
ing.  But  the  freedom  with  which  the 
Reichsbank  has  extended  its  redis¬ 
counting  privilege  to  holders  of  the 
Treasury  bills  seems  frequently  to  the 
outsider  to  be  a  process  forcing  a  fur¬ 
ther  inflation  of  the  mark. 


A  specific  illustration  will  show  how 
the  banks  have  materially  assisted  in 
effecting  the  collapse  of  the  mark.  The 
cause  of  the  large  increase  in  the  de¬ 
preciation  in  paper  currency  in  the 
past  midsummer  was  due  not  to  the 
sudden  cessation  in  the  buying  of 
marks  by  foreigners  or  the  throwing  on 
the  Berlin  markets  of  large  holdings  of 
foreign  currencies  or  exchanges,  but  to 
the  operations  of  the  Reichsbank  in 
an  excessive  rediscounting  of  Treasury 
bills  for  liquid  money  needs.  In  the 
last  week  of  June  a  total  of  18,200,000- 
000  marks  were  offered  to  it  for  redis¬ 
count.  But  during  the  same  period 
bankers’  deposits  with  the  Reichs¬ 
bank  were  increased  in  round  num¬ 
bers  by  8,000,000,000  marks.  This 
excess  in  the  issue  of  Treasury  bills 
over  the  actual  need  for  currency  is  one 
indication  of  the  !way  the  Reichsbank 
has  been  forcing  inflation. 

Furthermore,  the  knowledge  that 
further  inflation  is  likely  to  occur 
causes  further  depreciation  in  the 
international  exchange  rate  of  the 
mark.  This  in  turn  increases  the 
reparation  payments  in  terms  of  marks 
and  augments  the  need  of  more  paper 
money  on  account  of  the  lack  of  funds 
from  other  sources.  The  increases  in 
note  circulation  during  the  last  five 
years  are  clearly  evident  in  the  follow¬ 
ing  table  given  in  thousands  of  marks : 


Date  of 
Month 

1922 

1921 

1920 

Sept.  9 .  . . 
Aug.  7. . . 
July  7.... 
June  7. . . . 

251,788,991 

197,878,932 

172,736,686 

154,914,888 

30,726,951 

77,236,520 

75,830,226 

72,245,319 

58,752,267 

56,060,306 

54,045,200 

50,016,800 

1921 

1920 

1919 

Dec.  81.. . 
Nov.  80.  . 

113,458,889 

100,763,507 

68,805,008 

62,592,800 

35,698,350 

31,905,820 

1918 

1917 

1916 

Nov.  6. . . 

16,959,280 

10,103,740 

7,246,260 
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The  effect  upon  speculation  in 
securities  and  currency  when  the 
depreciated  currency  has  reached  an 
acute  stage  is  to  increase  the  turnover 
in  transactions.  In  fact,  stock  prices 
in  the  last  stages  of  currency  inflation 
may  be  more  affected,  as  has  long  been 
pointed  out  by  many  economists,  by 
the  increased  velocity  in  the  turnover 
of  the  outstanding  volume  of  notes 
rather  than  by  any  actual  addition  of 
new  issues.  Some  of  the  stories  which 
have  reached  us  from  Austria  and 
Russia  concerning  retailers  endeavor¬ 
ing  to  get  rid  of  their  paper  money  as 
soon  as  received  because  of  the  fear  of 
a  further  drop  in  its  value  are  highly 
amusing. 

But  in  face  of  this,  the  clamor  from 
business  is  for  still  more  currency  in 
order  to  relieve  the  tension  which  ac¬ 
cumulates  so  rapidly  with  currency 
shortage.  As  long  as  the  new  issues 
are  continued,  the  pressure  is  reduced; 
the  aftermath,  however,  is  the  more 
severe.  The  same  applies  to  overin¬ 
flated  credit.  Thus,  in  the  United 
States,  had  the  discount  rates  been 
raised  by  the  federal  reserve  banks  in 
1919,  as  many  thoughtful  students  of 
the  situation  had  urged,  a  storm  would 
have  been  raised  against  the  system 
for  interfering  with  the  prosperity  of 
business  by  shutting  off  the  supply  of 
credit.  It  is  to  be  hoped  that  we  have 
learned  the  lesson  of  such  excessive 
credit  inflation. 

IV 

Speculation  in  Securities.  Specu¬ 
lators  in  both  currencies  and  securities 
of  Central  Europe  have  made  their 
commitments  from  all  over  the  world. 
All  that  the  majority  of  these  buyers 
have  really  appreciated  is  that  enor¬ 
mous  price  fluctuations  have  taken 
place  in  the  prices,  and  that  if  a  re¬ 
turn  to  former  prices  takes  place  their 


profits  will  be  correspondingly  large. 
The  result  has  been  the  same  old  story 
— of  those  who  see  naught  but  sky¬ 
rocketing  prices  and  seek  something 
for  nothing. 

With  such  severe  depreciation  as  the 
currencies  of  Central  Europe  have 
experienced,  some  rise  "would  be  ex¬ 
pected  even  in  the  securities  having  a 
fixed  return.  The  rise  in  the  price  of 
these  securities,  as  will  be  found  in  any 
average  index  of  these  securities  in  the 
Central  European  bourses,  is,  how¬ 
ever,  small  as  compared  to  the  de¬ 
preciation  of  the  income  with  each  fall 
in  the  value  of  the  standard  money. 
But  even  if  the  price  of  a  bond  remains 
stationary  a  corresponding  decrease  in 
its  purchasing  power  exists  with  each 
new  output  of  paper  money.  Of 
course,  the  only  interest  in  security 
markets  which  now  exists  in  a  country 
like  Austria  is  in  speculation.  But 
even  speculation  here  is  running  in 
vicious  circles.  The  explanation  offered 
on  the  Berlin  Stock  Exchange  in 
September  concerning  the  rise  during 
the  year  of  federal  3  per  cents  from 
102  to  500  was  that  when  financial 
reform  came  these  securities  would 
be  treated  better  than  mark  currency 
and  other  mark  currency  bonds.  The 
rise  of  these  securities,  however,  when 
measured  in  terms  of  the  general 
commodity  prices  makes  this  increase 
look  small;  a  fact  which  it  would  be 
well  for  speculators  to  take  into  con¬ 
sideration.  The  purchasing  power  of 
the  income  of  these  securities  also  has 
practically  dwindled  to  the  vanishing 
point. 

The  extent  to  which  stock  prices 
have  soared  is  shown  in  The  Frank¬ 
furter  Zeitung’s  index  number  of  divi¬ 
dend-paying  stocks  for  October  20, 
1922,  which  was  162,459,  compared 
with  the  high  for  1921  of  40,250  and 
the  figure  January  5,  1922,  of  33,442 
Translated  into  gold  prices  at  the  pre- 
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vailing  exchange  rates,  the  average 
for  October,  1922,  was  one-fourth  the 
approximate  value  of  January,  1922, 
although  a  rise  of  129,017  points  in 
the  paper  price  of  these  stocks  had 
taken  place  in  the  meantime.  German 
municipal  bonds  which  were  sold  in 
large  amounts  in  this  country  are  good 
examples  of  securities  showing  heavy 
discounts.  They  were  largely  sold  on 
the  strength  of  our  experience  in  local 
municipals.  Ci,ty  of  Hamburg  bonds 
which  originally  sold  from  $13  to  $35 
are  now  worth  about  75  cents.  Berlin 
bonds  which  sold  at  $13  are  now  selling 
at  about  70  cents.  German  govern¬ 
ment  bonds  which  sold  at  $11  are  now 
selling  for  60  cents.  This  certainly 
looks  as  if  bankruptcy  were  ahead, 
and  as  a  matter  of  fact  it  has  already 
taken  place. 

V 

Shift  to  Stocks.  Experienced  foreign 
speculators  in  German  bonds  and 
currencies,  who  were  as  gullible  in  their 
original  purchases  as  the  inexperienced 
buyer  of  the  street,  have  attempted  to 
retrieve  some  of  their  losses  by  a  shift 
from  bonds  into  what  we  should  class 
in  this  country  as  industrial  common 
stocks.  The  change,  for  example,  from 
municipal  bonds  to  common  stock  is 
made  on  the  theory: 

1.  That  in  the  recovery  of  a  country,  the 
rehabilitation  of  the  industry  will  be  im¬ 
mediately  reflected  by  increased  earnings. 

2.  That  the  income  upon  stocks  is  not 
fixed,  as  it  is  on  bonds,  and  as  a  conse¬ 
quence  the  rise  in  security  prices  is  in 
stocks,  except  in  isolated  cases,  due  to 
peculiar  conditions  controlling  their  issue. 

The  increase  in  prices  for  goods 
produced  enables  industrial  corpora¬ 
tions  to  pay  the  higher  return  necessary 
to  offset  the  decreasing  purchasing 
power  of  currency.  A  sharp  distinc¬ 
tion,  however,  must  be  made  between 


the  different  types  of  industrials,  for 
some  will  reflect  much  more  rapidly 
than  others  an  anticipated  change  in 
the  markets.  Certain  types  of  equip¬ 
ment  manufactures,  for  example,  are 
likely  to  show  an  anticipation  of  early 
improvement.  On  the  other  hand,  if 
the  workers  in  the  industiy  or  other 
general  economic  conditions  force  a 
more  rapid  increase  of  wages  in  the 
industry  or  in  operating  overhead  in 
general,  profits  are  necessarily  re¬ 
duced.  Unfamiliarity  with  the  condi¬ 
tions  governing  wages  in  the  respective 
industries  has  led  to  some  rather  un¬ 
fortunate  shifts  of  holdings.  Where 
inflation  is  as  great  as  it  is  at  present 
in  Central  Europe,  the  difference  in 
wage  changes  as  between  industries 
is  very  great,  as  it  is  in  many  items  of 
operating  costs.  These  differences  are 
quickly  reflected  in  the  speculative 
movements  of  active  stocks. 

Because  of  the  foregoing  conditions 
good  stocks  in  a  country  with  a 
depreciated  currency  such  as  exists  in 
Germany  are  a  better  purchase  than 
bonds.  As  a  consequence  many  who 
have  exchanged  or  sold  out  their  bonds 
and  purchased  stock  in  order  to  cut 
losses  cannot  in  justice  be  called 
speculators.  These  buyers  are  at¬ 
tempting  to  cut  losses  and  avoid  the 
speculative  risk.  The  greatest  specu¬ 
lators,  as  a  matter  of  fact,  are  the 
speculators  in  currency  bonds. 

VI 

Handicaps  of  Speculation.  Where 
either  the  price  of  the  commodity  is 
artificially  controlled,  or  the  rates,  as 
in  public  utilities,  are  fixed  by  statute, 
none  of  the  conditions  considered 
above  apply.  As  a  rule  such  com¬ 
panies  have  usually  fared  badly  be¬ 
cause  of  the  inertia  of  jurisdictional 
bodies  in  adjusting  the  prices  the  com¬ 
panies  may  charge  to  the  increase  in 
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overhead  costs.  But  even  where  such 
adjustment  is  made,  it  never  allows  for 
the  enhancement  possible  in  the  uncon¬ 
trolled  price  or  rate,  as  the  increase 
allowed  is  never  more  than  sufficient  to 
offset  the  increase  in  overhead;  that 
is,  never  more  than  a  normal  return 
is  granted.  Obviously  this  offers  no 
speculative  possibilities,  as  the  return 
is  fixed. 

The  experience  of  history  show's  that 
as  the  depreciation  of  paper  currency 
cumulates  in  force,  the  securities  of  the 
industries  which  have  any  export 
business  will  usually  profit  corre¬ 
spondingly.  As  the  depreciation  of 
paper  currency,  howTever,  tends  to  be 
accelerated,  the  advantages  will  tend 
to  narrow.  The  sales  of  purely  do¬ 
mestic  businesses  usually  decrease,  as 
wrages  do  not  adjust  themselves  as 
rapidly  as  prices  rise.  Hence,  the  gold 
value  of  wrages  wffiolly  dependent  upon 
domestic  consumption  suffers  a  re¬ 
action,  while  organizations  which  are 
able  to  continue  to  sell  to  foreign 
markets  maintain  a  fairly  satisfactory 
status.  At  best,  risks  under  these  con¬ 
ditions  are  speculative  to  the  highest 
degree. 

Those  who  have  dreamed  of  large 
profits  through  speculating  in  the 
securities  of  a  country7  with  a  depreciat¬ 
ing  standard  frequently  fail  to  appre¬ 
ciate  two  other  serious  handicaps: 

1.  That  of  an  actual  high  interest  rate 
(either  direct  or  indirect). 

2.  That  security  prices  where  there  is  a 
shortage  of  money  will  sell  out  of  line  with 
the  depreciation  in  money. 

Shortage  of  money  is  continually 
occurring  where  conditions  require  new 
issues  of  currency  to  supply  the  pre¬ 
vailing  need.  Where  the  rate  of 
currency  increase  is  temporarily 
checked,  as  w7as  the  case  in  Germany 
during  the  past  summer,  the  spread 
between  value  in  terms  of  the  standard 


paper  currency  and  security  prices 
is  exaggerated.  Even  in  the  very 
highest  class  of  German  industrials, 
their  present  gold  values  are  far  below 
their  former  gold  values.  A  certain 
foreign  legislature  a  few  months  ago, 
on  learning  that  a  certain  business  had 
earned  20  per  cent,  suggested  that  a 
levy  should  be  made  on  such  incomes. 
In  this  particular  instance,  the  dividend 
on  the  basis  of  pre-war  external  pur¬ 
chasing  pow7er  amounted  to  less  than 
}/i  of  1  per  cent.  A  Vienna  bank  the 
other  day  declared  a  dividend  amount¬ 
ing  to  millions  of  kronen.  What  irony 
when  banks  in  the  face  of  dividends 
of  this  magnitude  must  reorganize. 

With  currency  issues  and  prices  in¬ 
creasing  abnormally,  a  large  number  of 
new  share  issues  may  be  anticipated. 
The  increased  volume  of  business 
due  to  this  artificial  stimulus  also  calls 
for  new  capital,  and  old  corporations 
with  low  capitalization  desire  to  ex¬ 
pand.  The  capital  increases  based  upon 
the  artificial  expansion  of  currency 
often  have  little  significance,  but  if 
deflation  takes  place  under  the  same 
standard  it  may  go  so  far  as  to  be 
disastrous.  Consolidations  and  mer¬ 
gers  are  also  usually  large  and  numer¬ 
ous  before  inflation  reaches  its  peak, 
and  cal)  for  great  amounts  of  capital. 

VII 

Property  Values  and  Rentals.  Be¬ 
cause  of  the  closer  contact  most  of  us 
have  w7ith  our  home  properties,  the 
effect  of  a  depreciated  currency  on 
property  values  and  rentals  is  quite 
generally  understood.  But  the  very 
large  importance  which  real  estate  and 
farm  investments  hold  necessitates  a 
restatement  of  the  general  funda¬ 
mentals,  even  though  fairly  well  known. 

As  with  the  loans  made  by  a  capital¬ 
ist,  the  investor  in  real  estate  must 
view  the  effect  of  paper  money  de- 
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predation  from  the  standpoint  of  his 
renting  contracts.  If,  for  example,  a 
German  landlord  in  1910  made  for  a 
period  of  20  years  a  contract  payable 
in  paper  marks  for  the  lease  of  an 
office  building,  with  no  revaluation 
or  rental  increase  clause,  the  losses 
at  present  would  be  enormous.  And 
even  if  either  a  revaluation  or  a 
rental  clause  (both  would  have  the 
same  effect)  were  included  in  the  con¬ 
tract,  the  chances  are  all  against  a 
rental  increase  so  large  as  to  offset 
the  great  depreciation  in  marks  which 
has  prevailed  for  the  past  five  years. 
The  only  corrective  for  a  more  equit¬ 
able  return  on  real  estate  holdings  for 
such  extraordinary  emergencies  as  the 
present  one  is  the  use  of  the  short- 
termed  contract.  In  apartment-house 
holdings  and  other  forms  of  resi¬ 
dential  property,  when  the  prevailing 
practice  is  to  utilize  the  shorter  rental 
contracts  the  losses  from  currency 
depreciation  are  much  less  than  in 
business  properties  where  the  long- 
termed  rentals  prevail.  Furthermore, 
property  values  and  rentals  as  com¬ 
pared  to  other  prices  are  much  slower 
in  their  adjustments  to  a  depreciated 
currency  standard.  Also,  the  tendency 
of  both  property  values  and  rentals  is 
to  continue  upward  after  other  prices 
have  begun  to  fall.  The  census  and 
special  internal  revenue  reports  cover¬ 
ing  the  Civil  War  period  and  the  few 
years  following  give  rather  interesting 
evidence  of  these  claims.  While  the 
common  practice  of  renting  farm  lands 
on  grain  shares  exists,  it  does  not 
reflect  the  direct  loss  in  cash  rentals 
on  the  investment  in  farm  lands.  A 
loss  is  indirectly  experienced  because 
the  price  of  agricultural  products  in 
which  rents  are  paid  lags  behind  the 
general  price  level. 

Our  owTn  Civil  War  experiences  give 
us  no  help  in  determining  to  what  ex¬ 
tent  the  present  decline  in  real  estate 


values  in  Europe  may  go.  The  de¬ 
preciation  of  greenbacks,  while  large, 
never  sank  to  the  level  of  certain 
Central  European  exchanges.  The 
lowest  depreciation  of  the  greenback 
was  $35.09  cents  of  gold  to  $1  of 
paper  (January  1,  1864)  or  $1  of  gold 
to  $2.84  of  paper.  The  mark  reached 
a  ratio  of  approximately  10,000  to  $1 
in  an  unofficial  quotation  a  few  days 
ago,  or  approximately  1  mark  of  gold  to 
2,500  of  ,paper.  While  available  data 
are  yet  too  meager  to  compile  specific 
percentages  of  decrease  in  real  estate 
values,  we  do  know  from  such  data  as 
are  available  that  the  values  are  only 
a  small  fraction  of  what  they  should 
be  in  view  of  the  extent  of  the  cur¬ 
rency  depreciation. 

In  real  estate  transactions,  the  fol¬ 
lowing  account  by  a  Berlin  corre¬ 
spondent  appears  in  a  recent  number 
of  The  London  Economist: 

An  illustration  of  present  conditions  is 
that  a  new  five-story  house  in  the  prosperous 
Bavarian  quarter  with  six  shops  under¬ 
neath,  and  about  20  large  and  middle-sized 
flats,  is  advertised  for  sale,  freehold  and 
mortgage  free,  for  800  pounds  sterling 
(5,500,000  marks).  The  pre-war  gold  mark 
price  would  about  equal  40,000  pounds 
sterling.  Of  the  800  pounds,  some  400 
pounds  would  go  on  an  Increment  Tax. 
Foreigners  buy  houses  up,  and  as  houses, 
almost  without  exception,  are  mortgaged 
to  three-fifths  of  their  value,  the  foreigner 
can  buy  a  house  like  that  mentioned  by 
paying  down  part  of  the  price  on  expecta¬ 
tion  that  in  a  short  time  he  will  pay  the 
mortgage  with  a  five-pound  note.  Whether 
such  speculations  are  wise  is  a  complicated 
question. 

VIII 

Extent  of  Speculation.  The  amounts 
of  the  losses  experienced  by  foreigners 
in  speculation  in  currency  and  bonds, 
however,  no  doubt  have  been  greatly 
exaggerated.  Mr.  J.  M.  Keynes’s 
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approximation  in  The  Manchester  Com¬ 
mercial  Guardian ,  September  28,  gives 
these  losses  of  speculators  outside 
of  Germany  at  100,000,000  pounds 
sterling.  Mr.  Reginald  McKenna, 
former  Chancellor  of  the  British  Ex¬ 
chequer,  cited  the  same  amount  in  his 
recent  visit  to  New  York.  At  best  they 
are  large,  but  there  seems  to  be  little 
justification  for  many  of  the  exag¬ 
gerated  statements  for  which  no  evi¬ 
dence  has  been  offered. 

The  recent  articles  in  the  German 
press  frankly  admit  that  Germany  has 
profited  by  the  speculation  in  marks. 
The  Allgemeine  Zeitung  comments  on 
this  speculation  as  follows: 

Of  late  years  Germany’s  balance  of  trade 
has  been  unfavorable.  We  bought  more 
goods  than  we  exported,  and  theoretically 
we  ought  to  have  been  impoverished 
thereby.  However,  things  worked  out 
differently.  We  paid  for  the  excess  of  our 
imports  with  paper  marks,  and  if  we  paid 
foreign  money  we  had  bought  foreign  bills 
with  German  marks.  We  could  do  so  easily, 
for  foreign  countries  bought  for  speculative 
purposes  huge  amounts  of  German  bank 
notes,  granted  credits  in  marks,  and  sent 
money  to  Germany  which  they  converted 
into  mark  deposits.  Probably  half  of  the 
existing  paper  money  thus  got  into  the 
hands  of  foreigners,  who  wished  to  buy 
with  marks  German  goods  when  the  value 
of  the  mark  had  risen.  But  the  foreign 
countries  made  a  bad  speculation. 

IX 

German  Industrial  Combinations. 
The  German  industrial  leaders  realized 
the  advantage  of  gaining  control  of 
industrial  corporations  even  before  the 
European  war  was  ended  and  by  that 
time  had  their  plans  well  organized 
and  under  way.  But  their  purpose  and 
method  of  securing  control  is  quite  dif¬ 
ferent  from  the  methods  pursued  by 
foreign  speculators.  They  are  follow¬ 
ing  very  closely  the  policies  of  our  in¬ 


dustrial  combinations  from  1898  to 
1903.  The  method  calls  for  a  mini¬ 
mum  of  outlay.  Both  the  Stinnes  and 
the  Wolf  groups,  as  well  as  other  minor 
interests,  have  been  actively  engaged 
since  the  war  in  the  creation  of  hold¬ 
ing  corporations  of  far-reaching  pro¬ 
portions.  As  already  stated,  with  the 
continued  depreciation  of  the  mark,  it 
was  soon  seen  that  a  salvaging  of 
losses  could  only  be  effected  by  the 
exchanging  of  government  bonds,  cur¬ 
rency,  etc.,  for  properties  that  might 
later  be  profit-producing. 

This  experience,  however,  is  no 
different  from  that  which  took  place 
in  a  smaller  way  in  our  Southern 
States  in  the  Civil  War  period.  As  the 
only  industry  in  the  South  was  agri¬ 
culture,  the  only  evidence  analogous 
to  that  of  German  industrial  leaders 
was  the  purchase,  by  those  who  did 
possess  any  form  of  funds,  of  live 
stock,  old  farm  equipment,  or  any¬ 
thing  for  which  these  funds  might  be 
exchanged.  The  purpose,  in  Germany 
and  other  Central  European  countries 
at  present,  was  to  hold  physical  prop¬ 
erty  which  might  have  some  value  in 
the  end,  instead  of  a  paper  currency 
which  would  have  no  purchasing 
value.  Historical  comparisons,  how¬ 
ever,  have  limited  value.  Modern  in¬ 
dustrial  organization  and  international 
relationships,  now  so  extensively  de¬ 
veloped  through  foreign  trade,  have 
created  an  entirely  new  environment, 
and  analysis  must  be  made  anew. 

The  lack  of  support  on  the  part  of 
the  German  industrial  leaders  would 
lead  the  outsider  to  believe  that  these 
leaders  desired  the  earliest  possible 
downfall  of  the  mark.  They  could 
only  move  a  small  portion  of  their  cap¬ 
ital  out  of  the  country  and  the  early 
downfall  of  the  mark  offered  the  best 
way  out  of  the  dilemma  of  depreciated 
currency.  With  the  reparations  as 
originally  fixed  larger  than  they  should 
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have  been,  as  later  acknowledged  by 
the  Allies,  the  surest  and  quickest 
method  of  defeating  the  reparation 
was  to  force  the  output  of  paper  money 
printing  presses.  Two  things  would 
thus  be  accomplished:  first,  as  al¬ 
ready  stated,  a  quicker  return  to 
normal  conditions  and  thus  larger 
profits  to  the  industrial  leaders  who 
had  acquired  the  large  property  hold¬ 
ings;  secondly,  to  the  extent  to  which 
the  depreciated  currency  and  its  at¬ 
tendant  results  would  influence  the 
Allies  to  reduce  the  reparation  pay¬ 
ments,  to  that  extent,  as  taxes  usually 
are  graded  at  an  increasing  rate  as  the 
net  income  increases  in  amount,  would 
they  also  reduce  the  taxes  on  the 
leaders’  properties  for  the  next  half 
century — and  correspondingly  increase 
their  future  profits. 

X 

Invasion  of  Foreign  Capital.  Foreign 
capital,  likewise,  is  apt  to  invade 
countries  suffering  from  these  con¬ 
ditions  for  exactly  the  same  purpose  of 
control  as  sought  by  the  countries’ 
own  industrial  leaders.  The  country, 
to  prevent  foreign  control  of  its  cap¬ 
ital,  will  erect  statutory  limitations  on 
capital  invested.  These  limitations 
have  often  been  so  serious  as  to  dis¬ 
courage  all  capital  from  coming  into 
the  country.  The  Vossische  Zeitung  of 
Berlin  recently  stated  concerning  the 
invasion  of  foreign  capital  that  the 
acquisition  and  complete  control  of 
domestic  enterprises  by  outside  capital 
were  blocked  by  the  use  of  stock  cer¬ 
tificates  with  a  “plural  voice”  in 
stockholders’  meetings.  These  are 
comparable  in  this  respect  to  the  so- 
called  founder’s  share.  But,  as  this 
same  publication  further  comments, 
can  such  a  position  be  maintained  if  a 
credit  crisis  controls? 

The  slump  in  the  value  of  the  mark 


during  the  last  four  months  has  given 
rise  to  increasing  concern  in  this  regard. 
The  editor  of  The  Vossische  Zeitung 
further  remarks : 

The  existing  crisis  is  proof  that  German 
capital  is  no  longer  adequate  to  provide  for 
the  needs  of  commerce  and  industry,  some¬ 
thing  which  was  bound  to  happen  after  the 
destruction  of  our  financial  prestige,  the 
loss  of  our  foreign  possessions,  the  aliena¬ 
tion  of  so  large  a  productive  territory,  and 
the  enormous  existing  deficit  in  our  com¬ 
mercial  balance.  The  conclusion  is  drawn 
that,  unless  some  measure  at  present  not  in 
sight  is  taken,  the  best  of  our  German 
enterprises  are  destined  to  pass  partly  or 
wholly  into  the  hands  of  our  foreign  rivals. 

XI 

Application  of  Corrective  Measures. 
Thus  we  see  as  a  result  of  the  con¬ 
ditions  developed  out  of  the  war,  a 
curious  crisscrossing  of  the  present 
monetary  problems  of  Europe.  An 
enormous  quantity  of  gold  was  dis¬ 
placed  from  circulation  in  the  coun¬ 
tries  with  greatly  depreciated  cur¬ 
rencies  and  sequestered  in  a  few  other 
countries.  The  Scandinavian  coun¬ 
tries,  for  example,  and  Spain  for  a 
shorter  period,  acquired  so  much  gold 
that,  because  of  the  depreciated  pur¬ 
chasing  power  of  gold,  they  sus¬ 
pended  coinage  and  limited  free  ex¬ 
change.  Free  gold  markets  became 
unknown.  Countries  less  able  to 
withstand  the  storm  resorted  to  paper 
currency,  which  is  still  on  the  in¬ 
crease  in  a  number  of  them.  A  few 
countries  have  gradually  been  ex¬ 
tricating  themselves  from  their  in¬ 
flated  position.  The  countries  not 
able  to  buffet  the  storm  have  become 
more  deeply  involved  in  paper  issues. 

If  the  monetary  standard  could 
have  been  re-established  by  the  gradual 
stoppage  of  paper  issues  and  of  new 
extensions  by  banks  of  current  credits 
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to  governments,  aided  by  increased 
interest  rates,  the  present  difficulties 
would  have  at  least  been  greatly 
minimized.  While  trade  credit  would 
have  expanded,  the  fact  of  the  rela¬ 
tively  lower  amount  of  obligations 
carried  by  industries,  together  with 
the  diversion  of  savings  to  industry 
and  the  check  of  the  increased  interest 
rate,  would  have  restrained  an  un¬ 
wholesome  expansion  of  credit. 

The  trouble  in  currency  inflation  is 
that  the  government  has  money  to 
spend  without  the  difficulty  of  ac¬ 
quiring  it.  Reckless  and  abnormal 
expenditure  is  the  result.  To  substi¬ 
tute  government  short-time  credit  for 
long-time  credit  only  weakens  the 
financial  structure.  War,  in  its  ab¬ 
normal  drain  of  a  nation’s  funds,  also 
destroys  the  proper  adjustment  be¬ 
tween  the  proportion  of  fixed  funds 
and  current  funds  in  business,  and 
it  is  only  when  bank  credit  is  fully 
relieved  from  abnormal  government 
demands  that  proper  adjustment  can 
be  made  in  business.  If  governments, 
immediately  following  a  war,  could 
convert  their  current  debts  into  fixed 
debts  and  readjust  their  tax  pro¬ 
grams,  the  pressure  on  trade  would  be 
materially  eased.  But,  quite  apart 
from  the  popular  protest  which  would 
be  raised  against  such  action,  the 
difficulty  of  carrying  it  out  places 
such  a  proposal  beyond  the  realm  of 
practical  discussion. 


It  must  not  be  inferred  that  this 
procedure  would  create  in  itself  new 
capital.  Indirectly,  however,  it  would 
accomplish  this.  The  forced  cur¬ 
tailment  of  expenditures  would  in¬ 
crease  savings,  and  deflation  would  in¬ 
crease  the  purchasing  power  of  the 
money  standard,  thus  making  it  rela¬ 
tively  more  effective.  Interest  in  itself 
would  also  stimulate  savings  and  would 
thus  create  more  funds  for  investment. 

Too  rapid  a  deflation,  on  the  other 
hand,  as  already  pointed  out,  may 
force  a  crisis.  Conditions  in  Central 
Europe  are  quite  ripe  for  such  a  crisis 
if  there  should  be  a  sudden  check  to 
inflation.  The  advantage,  however, 
in  forcing  a  rapid  adjustment  after  a 
war,  which  has  not  been  attempted 
in  Europe,  is  that  the  amount  of  trade 
credit,  as  already  stated,  would  be 
relatively  low,  though  heavy  dis¬ 
counts  would  have  to  be  taken  on 
inventories.  With  the  removal  of  the 
abnormal  government  demands  (now 
on  the  increase  in  Central  Europe), 
funds  could  be  shifted  at  once  to 
trade,  and  a  healthy  investment  mar¬ 
ket  thus  made  possible — a  thing  which 
must  be  accomplished  before  normal 
world  conditions  will  return.  The 
abnormal  expansion  of  the  past  two 
years  in  the  capital  shares  of  Central 
Europe,  however,  must  not  be  con¬ 
fused  with  this  suggestion.  The  re¬ 
vival  there  is  an  artificial  one,  forced 
by  inflation — quite  another  story. 
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III— THE  IMPOUNDING  OF  SURPLUS 

BY  PAUL  W.  PINKERTON* 


SURPLUS  is  classified  not  only  as  to 
its  sources,  but  also  as  to  the  pur¬ 
pose  for  which  it  is  retained  in  the 
business  when  it  is  not  distributed  in 
dividends.  Surplus  which  is  retained 
merely  for  the  general  needs  of  the 
business  (which  constitutes  by  far  the 
largest  part  of  all  surplus)  is  generally 
spoken  of  simply  as  “surplus”  without 
any  qualifying  adjectives. 

But  any  part  of  surplus  which  is  re¬ 
served  for  a  specific  purpose  may  be  dis¬ 
tinguished  by  being  called  a  “reserve,” 
usually  with  a  qualifying  phrase  telling 
the  purpose  for  which  such  surplus  is 
reserved.  Reserves  of  this  nature  are 
maintained  for  the  purchase  of  addi¬ 
tional  equipment,  for  the  redemption 
of  bond  issues,  and  for  many  other 
purposes. 

The  use  of  the  word  “reserve,”  how¬ 
ever,  is  unfortunately  not  limited  to 
parts  of  surplus  set  aside  for  specific 
purposes,  and  for  a  full  understanding 
of  the  different  meanings  assigned  to 
the  term  it  is  necessary  to  examine  into 
the  history  of  its  appearance  in  account¬ 
ing  terminology. 

Reserve  accounts  were  originated  as 
a  means  of  showing  on  the  books  of 
account  amounts  which  would  some 
day  be  needed  for  the  purchase  of  cer¬ 
tain  assets  or  the  liquidation  of  certain 
liabilities.  The  entries  setting  these  up 
on  the  books  were  made  in  order  that 
the  owners  of  the  business  might  not  be 
misled  as  to  the  amount  which  could 
safely  be  withdrawn  as  a  distribution 
of  profits. 

*  Manager  of  the  Commercial  Department,  Coffield, 
Sanders  &  Co.,  Certified  Public  Accountants,  Indian¬ 
apolis,  Indiana. 


The  fact  was  early  realized  that  if  all 
profits  were  taken  from  the  business 
without  allowing  anything  for  the 
eventual  replacement  of  fixed  assets, 
the  time  was  likely  to  come  when  the 
business  would  be  without  the  means 
of  continuing  its  operations  unless  new 
capital  was  introduced.  Certain  “prof¬ 
its  ”  (f  or  depreciation  was  not  recognized 
as  an  expense)  were  then  set  aside  in 
good  years  to  be  at  hand  when  needed 
for  the  replacement  of  these  assets. 

In  the  same  way  there  was  developed 
the  practice  of  setting  aside  as  unavail¬ 
able  for  distribution  a  part  of  the  profits 
needed  to  liquidate  heavy  liabilities 
which  were  to  come  due.  In  this  way 
reserves  equivalent  to  those  for  bond 
redemption  were  first  established. 

II 

The  Two  Classes  of  Reserves.  As 
accounting  became  more  exact  and  the 
principles  of  business  were  more  clearly 
understood,  it  was  realized  that  certain 
of  the  things  for  which  reserves  were 
being  established  were  the  result  of 
losses  or  expenses  which  had  been 
actually  suffered.  Depreciation,  for 
example,  was  recognized  as  an  actual 
cost  of  the  operations  of  each  fiscal 
period,  and  not  a  loss  incurred  in  a 
lump  when  the  depreciable  asset  had  to 
be  replaced. 

But  it  was  found  that  not  all  reserves 
were  established  to  take  care  of  ex¬ 
penses.  The  repayment  of  a  loan,  for 
example,  could  not  be  considered  as  an 
expense,  even  though  the  money  had 
been  borrowed  to  aid  in  meeting 
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expense  bills.  In  this  case  the  expense 
was  incurred  before  the  loan  was  made, 
and  the  setting  aside  of  profits  for  the 
repayment  of  the  loan  could  not  create 
an  additional  expense. 

It  was  thus  recognized  that  reserves 
were  of  two  kinds;  operating  reserves, 
the  additions  to  which  are  charges 
against  the  current  profit;  and  non¬ 
operating  or  proprietorship  reserves, 
the  additions  to  which  are  from  profits 
already  earned  and  do  not  represent 
deductions  from  the  current  profit.  This 
distinction  is  important,  for  because  of 
this  fundamental  difference  the  proper 
accounting  treatment  of  the  two  kinds 
of  reserves  is  dissimilar. 

Ill 

Nature  of  Operating  Reserves.  Operat¬ 
ing  reserves  are  composed  of  amounts 
set  up  to  show  some  expense  incurred 
or  loss  sustained,  which  must  be 
entered  on  the  books  before  the  true  net 
profit  will  be  reflected.  The  exact 
amount  of  such  expenses  is  not  always 
determinable,  but  through  operating 
reserves  there  can  be  set  up  allowances 
to  indicate  the  best  approximation  of 
the  expense  known  to  have  been  in¬ 
curred.  Such  reserves  either  represent 
a  deduction  from  the  book  value  of  an 
asset,  as  reserves  for  depreciation  (re¬ 
ducing  the  value  of  fixed  assets),  and 
reserves  for  bad  debts  and  for  cash 
discounts  to  be  taken  by  customers 
(reducing  the  value  of  accounts  re¬ 
ceivable);  or  they  represent  an  actual 
liability  whose  amount  may  as  yet  not 
have  been  exactly  determined,  as 
reserves  for  taxes. 

Depreciation  of  the  fixed  assets  is  an 
expense  of  which  notice  must  be  taken 
if  profits  are  not  to  be  overstated.  The 
exact  amount  of  the  loss  due  to  wear 
and  tear,  obsolescence,  inadequacy, 
and  other  causes  of  depreciation  cannot 
be  exactly  ascertained,  but  experience 


serves  as  a  guide  in  revealing  the  aver¬ 
age  life  of  depreciable  assets  and  con¬ 
sequently  the  percentage  of  their  cost 
which  should  be  charged  off  in  each 
fiscal  period. 

Every  merchant  knows  that  of  the 
accounts  on  his  books  he  will  fail  to 
collect  a  certain  amount,  though  he 
cannot  tell  exactly  what  that  amount 
will  be.  Experience,  however,  teaches 
him  what  percentage  of  his  sales  he  is 
likely  to  lose  through  bad  debts,  and 
he  is  therefore  justified  in  considering 
as  an  expense  of  each  period  an  amount 
equal  to  that  percentage  of  the  sales 
made  in  the  period.  The  same  general 
principles  apply  to  a  reserve  for  cash 
discounts  to  which  customers  are 
entitled. 

Taxes  also  constitute  an  expense  of 
the  period  to  which  they  apply  rather 
than  of  the  later  period  in  which  they 
are  usually  paid.  In  many  cases  the 
tax  levy  is  not  finally  adopted  until 
after  the  close  of  the  year,  but  an 
approximation  based  on  the  assessed 
value  and  the  expected  amount  of  the 
levy  is  set  up  as  a  charge  against  the 
profit  of  the  period  and  as  a  liability. 

IV 

The  Two  Classes  of  Expenses  for 
Which  Reserves  are  Set  Up.  It  may  be 
said  in  general  that  when  operating 
reserves  are  established  or  are  in¬ 
creased,  expense  accounts  are  charged, 
the  entry  serving  in  this  way  to  reduce 
the  profits.  The  expenses  for  which 
operating  reserves  are  thus  set  up  are 
of  two  classes. 

The  first  class  consists  of  those  losses 
which  result  in  a  reduction  in  the  value 
of  assets.  As  depreciation  is  suffered, 
the  value  of  the  depreciating  assets,  of 
course,  decreases.  The  amount  of  the 
decrease  in  value  may  be  credited  to 
the  asset  value  on  the  books,  or,  if  for 
statistical  purposes  it  is  desired  to 
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retain  the  cost  intact  in  the  asset 
account,  the  amount  of  the  decrease 
may  be  set  up  in  a  reserve  account 
which  serves  as  an  offset  to  the  cost 
carried  unchanged.  The  same  net 
value  is  thus  reached,  although  it 
is  shown  in  two  accounts  instead 
of  one. 

In  the  same  way  expected  losses  from 
bad  debts,  by  which  the  realizable  value 
of  the  accounts  and  notes  receivable 
will  be  reduced,  are  often  credited  to  a 
reserve  for  doubtful  accounts,  which 
acts  as  a  “valuation”  reserve  on  the 
asset  itself.  The  practice  of  setting  up 
such  a  reserve  is  followed  when  it  is 
desired  not  to  reduce  the  amount  of 
receivables  shown  in  the  asset  account, 
as  is  the  case  when  this  amount  acts  as 
a  control  figure  over  ledgers  showing 
the  individual  accounts.  The  same 
result  is  achieved  by  setting  up  the 
reserve  as  would  be  accomplished  by 
actually  reducing  the  asset,  because  the 
reserve  offsets  the  asset.  The  true  book 
value  is  again  shown  in  two  accounts 
instead  of  one. 

Such  reserves  as  this  are  probably 
preferably  called  allowances,  in  order 
to  lessen  the  confusion  which  has  arisen 
from  the  different  uses  to  which  the 
so-called  “reserve”  accounts  are  put. 
Some  authorities  place  much  stress  on 
this  distinction,  speaking  very  strongly 
in  favor  of  the  titles  “Allowance  for 
Depreciation,”  “Allowance  for  Doubt¬ 
ful  Accounts,”  etc.,  and  the  American 
Association  of  Public  Accountants  in 
1915  gave  definite  formal  approval  to 
the  practice. 

The  second  class  of  expenses  for 
which  operating  reserves  are  set  up  are 
those  which  result  in  the  establishment 
of  liabilities  such  as  those  for  taxes  or 
royalties.  In  the  case  of  most  operating 
reserves  set  up  to  indicate  liabilities  the 
account  is  better  distinguished  by  the 
term  “accrued,”  as  “Accrued  Taxes” 
or  “Accrued  Royalties.”  The  use  of  the 


term  “reserve”  in  connection  with  the 
operating  reserves  can  surely,  by 
these  suggested  substitutes,  be  en¬ 
tirely  avoided. 

This  one  vital  point  should  be  under¬ 
stood:  That  when  an  operating  reserve 
is  credited  the  corresponding  debit  is 
to  an  expense  account,  as  Bad  Debts, 
Depreciation,  Taxes,  or  Royalties,  and 
the  entry  consequently  reduces  the 
profits. 

V 

Nature  of  Non-Operating  Reserves. 
The  non-operating,  proprietorship,  or 
“surplus”  reserves  are  fundamentally 
different  in  nature  from  those  discussed 
above.  The  operating  reserves  result 
from  expenses  which  serve  to  cut  down 
the  current  profit;  the  proprietorship 
reserves  represent  amounts  of  profit  set 
aside  for  specific  (or,  in  some  cases,  for 
general)  purposes.  Examples  of  such 
reserves  are  those  created  for  sinking 
funds,  for  improvements,  and  for  the 
redemption  of  preferred  stock.  None 
of  these  reserves  represent  expenses, 
and  none  of  them  is  indicative  of  a 
reduction  of  asset  values  or  indicates  a 
liability  not  otherwise  shown  upon  the 
books.  They  are  set  up  only  because 
it  is  generally  thought  desirable  to 
reserve  a  certain  amount  of  surplus  at 
least  temporarily  from  distribution  in 
dividends. 

In  establishing  any  such  reserve  an 
entry  is  made  debiting  surplus  and 
crediting  the  proper  reserve  account. 
But  the  fact  that  the  book  surplus  is 
reduced  by  such  debits  does  not  indi¬ 
cate  that  the  net  worth  of  the  corpora¬ 
tion  is  reduced.  The  amount  of  the 
surplus  represented  by  the  entries  is 
merely  appropriated  or  impounded  for 
the  specified  purposes,  and  the  pro¬ 
prietorship  interest  is  not  reduced 
thereby  in  the  slightest  degree.  They 
are  not  necessitated  by  expenses  or 
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losses  and  do  not  indicate  a  reduction 
from  profits.  They  are  set  up  solely  to 
show  the  amount  of  realized  profits 
which  have  been  set  aside  for  some  pur¬ 
pose  other  than  dividends,  such  as  the 
construction  of  a  new  building  or  other 
improvements,  the  paying  off  of  a  bond 
issue,  etc.  Reserves  of  this  nature  are 
usually  established  by  action  of  the 
board  of  directors,  which  passes  a 
resolution  setting  aside  (also  called 
“appropriating”  or  “impounding”)  a 
part  of  the  surplus  or  accumulated 
earnings. 

VI 

Proprietorship  Reserves.  The  surplus 
of  a  corporation  represents,  generally 
speaking,  the  amount  which  is  under 
the  direct  control  of  the  board  of 
directors  for  purposes  of  declaring 
dividends.  To  this  rule  there  are,  of 
course,  certain  exceptions  created  by 
law  or  established  by  such  contracts  as 
those  whereby  funds  for  the  redemp¬ 
tion  of  bond  issues  are  required  to  be 
set  aside  out  of  earnings,  but  with  these 
exceptions,  the  board  of  directors  have 
practically  free  control  over  the  surplus. 
They  may  set  aside  certain  portions  of 
it  for  specific  purposes,  if  they  will. 

But  the  fact  that  a  board  of  directors 
has  set  aside  a  certain  amount  of  the 
profits  for  a  specific  purpose  does  not 
guarantee  that  the  amount  will  be  so 
used,  for  the  board  may  at  a  later  date 
vote  to  turn  back  this  reserve  into  the 
general  surplus.  The  impounding  of 
surplus  is  therefore  often  more  apparent 
than  real,  because,  unless  other  persons 
are  definitely  a  party  thereto,  the  board 
may  reverse  its  action. 

The  purposes  for  which  proprietor¬ 
ship  or  “voluntary”  reserves,  as  dis¬ 
tinguished  from  the  operating  or 
“necessary”  reserves,  are  established 
are  summarized  as  follows: 

1.  To  provide  a  permanent  increase  in 
Gapital,  either  for  the  expansion  of  the 


business  or  for  the  further  security  of  its 
creditors.  .  .  . 

2.  To  provide  additional  capital  with 
which  to  meet  emergencies  or  unexpected 
losses  without  encroaching  on  the  nominal 
capital — such  as  losses  due  to  accident  or 
fire. 

3.  To  provide  for  the  equalization  of 
dividend  payments  by  retaining  part  of 
the  profits  of  prosperous  years  and  drawing 
upon  this  reserve  during  lean  years.1 

VII 

Appropriated  Surplus.  The  point  has 
perhaps  been  well  taken  that  the  entire 
surplus  of  a  corporation  is  a  reserve  for 
contingencies,  in  that  all  the  profits  not 
known  to  be  needed  or  considered  as 
contingently  necessary  in  the  business 
have  been  distributed  as  dividends,  the 
remainder  being  held  undivided.  In¬ 
deed,  many  persons  have  the  impres¬ 
sion  that  the  very  term  “surplus” 
involves  a  certain  limitation  of  distribu¬ 
tion.  Some  business  men  separate  sur¬ 
plus  into  two  items  on  the  balance 
sheet,  one  called  undivided  profits,  or 
some  similar  name,  and  the  other 
called  surplus.  This  action  is  intended 
to  convey  the  idea  that  the  item 
designated  as  surplus  is  intended  to  be 
retained  in  the  business,  and  that  the 
giving  of  the  name  surplus  is  public 
notice  of  such  intention.  But  the  term 
surplus  is  used  in  such  a  variety  of 
ways  that  it  may  not  give  the  observer 
any  such  idea. 

If  the  balance  sheet  of  a  corporation 
shows  a  large  surplus,  on  the  strength 
of  which  the  corporation  borrows 
money,  there  is  nothing  to  keep  it  from 
immediately  thereafter  greatly  reduc¬ 
ing  this  surplus  through  dividends.  It 
makes  no  difference  whether  the  sur¬ 
plus  is  shown  as  appropriated  for 
specific  purposes  or  not.  While  the 
directors  declaring  dividends  immedi- 

1  Cox,  “Advanced  and  Analytical  Accounting,”  Vol.  iv 
of  Business  Accounting  Series,  p.  114. 


72 


ADMINISTRATION 


Vol.  V 
No.  1 


ately  after  making  such  a  loan  may, 
intentionally  or  otherwise,  have  de¬ 
ceived  the  lenders  of  the  money,  yet 
they  are  within  their  legal  rights  so  far 
as  the  declaration  itself  is  concerned. 
On  this  account  it  might  seem  desirable 
to  adopt  for  the  funds  intended  to  be 
withheld  from  dividends  a  designation 
so  specific  that  its  mere  use  would  be  a 
pledge  on  the  part  of  the  directors  that 
these  funds  were  to  be  retained  for  the 
use  of  the  business. 

Such  a  definite  appropriation  of  sur¬ 
plus  might,  on  the  other  hand,  some¬ 
times  prove  harmful.  Occasion  might 
arise  when  the  corporation’s  credit 
would  be  impaired,  and  consequently 
the  creditors’  rights  endangered,  unless 
dividends  should  continue  to  be  paid 
with  regularity.  This  might  not  be 
possible  if  at  such  a  time  the  directors 
were  not  allowed  to  encroach  upon 
surplus  which  had  been  appropriated 
for  other  purposes  at  some  preceding 
date. 

VIII 

Nature  of  Appropriated  Surplus.  It 
must  of  course  be  understood  that  the 
setting  aside  of  profits  as  unavailable 
for  distribution  does  not  require  the 
actual  impounding  of  any  cash  or  other 
assets.  Reserves  are  simply  the  result 
of  book  entries — although  in  some 
cases  very  necessary  book  entries.  A 
concern  may  have  made  a  large  profit 
and  yet  not  have  any  amount  of  cash 
on  hand.  The  profits  may  be  tied  up 
in  increased  inventories  or  accounts 
receivable  not  yet  due,  or,  if  they  have 
been  realized  in  cash,  that  cash  may 
have  been  invested  in  additional  equip¬ 
ment.  When  a  reserve  is  established 
the  owners  of  the  business  agree,  or  the 
directors  of  the  corporation  order,  that 
a  certain  amount  of  the  profits  be 
appropriated  for  a  particular  purpose, 
but  the  establishment  of  such  a  reserve 
does  not  set  aside  any  specific  funds 


which  cannot,  even  temporarily,  be 
used  for  any  need  which  may  come  up. 
The  creation  of  the  reserve  merely 
appropriates  for  purposes  set  forth  a 
certain  amount  of  surplus  profit  which 
might  otherwise  be  declared  as  a 
dividend. 

The  setting  aside  and  possible  invest¬ 
ment  of  specific  funds  for  the  same 
purpose  is  an  altogether  different 
matter.  If  definite  assets  are  set  aside 
for  these  purposes,  such  assets  become 
part  of  a  fund.  Under  the  present 
general  practice,  specific  assets  are 
seldom  set  aside  and  invested  outside 
of  the  business,  in  order  to  represent 
true  reserves  or  appropriations  of  sur¬ 
plus  (non-operating  reserves),  except 
when  required  by  law,  as  sometimes  in 
the  case  of  municipalities,  or  by  con¬ 
tract.  It  is  considered  instead  that  the 
assets  will  have  a  greater  earning 
power  in  the  business  itself  than  in¬ 
vested  in  outside  securities  or  deposited 
in  savings  banks. 

The  contention  is  frequently  raised  that 
the  most  profitable  investment  for  any 
enterprise  lies  in  the  extension  of  its  own 
plant  and  the  sphere  of  its  operations. 
To  accumulate  a  portion  of  the  cash  in  a 
fund  is  to  withdraw  cash  which  might 
otherwise  be  utilized  as  working  capital 
and  thus  increase  profits.  The  increased 
profits  furnish  adequate  security  for  the 
carrying  out  of  the  purpose  indicated  by 
the  creation  of  a  special  reserve  or  for 
meeting  any  of  the  contingencies  for  which 
a  general  reserve  may  be  created.2 

Consequently,  as  stated,  it  is  not 
the  practice  to  set  aside  specific  assets 
as  reserves,  but  instead  to  draw  on  the 
regular  cash  assets  when  funds  are 
needed  to  accomplish  the  purposes  for 
which  the  reserves  were  established. 
But  when  on  occasion  cash  is  with¬ 
drawn  from  the  business  to  provide  an 
actual  fund  for  any  of  these  purposes, 

8  Cox,  “Advanced  and  Analytical  Accounting,”  Vol. 
iv  of  Business  Accounting  Series,  p.  109. 
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instead  of  simply  reserving  profits  from 
distribution,  this  fund,  which  is  usually 
invested  in  securities  easily  realized 
upon,  is  an  asset.  The  reserve  (which 
in  such  cases  is  sometimes  called  a 
“covered”  reserve)  is  merely  a  setting 
aside  of  surplus,  a  declaration  that  a 
certain  amount  is  temporarily  withheld 
from  dividends. 

It  is  always  to  be  remembered  that 
this  impounding  of  surplus  does  not  in 
any  way  change  its  character.  It  is 
still  surplus — still  a  part  of  the  excess 
of  net  assets  over  the  capital  stock — 
and  is  an  item  in  the  net  worth. 

IX 

Reserves  on  the  Balance  Sheet.  While 
reserves  always  show  credit  balances, 
not  all  kinds  of  reserves  should  appear 
on  the  credit  side  of  the  balance  sheet. 
Such  of  the  operating  reserves  as  result 
in  placing  a  valuation  upon  the  assets, 
as,  for  example,  reserves  for  deprecia¬ 
tion  and  for  bad  debts,  should  be  shown 
as  deductions  from  the  asset  valuation 
appearing  on  the  left  side  of  the  state¬ 
ment.  Those  operating  reserves  which, 
like  reserves  for  taxes,  result  in  the 
setting  up  of  liabilities  should  be  shown 
among  the  other  liabilities. 

The  above  rule  in  reference  to  the 
operating  reserves  is,  of  course,  true, 
whether  they  are  shown  as  reserves  or 
by  the  preferable  practice  of  calling 
those  which  are  deductions  from  asset 
values  “allowances,”  as  “Allowance 
for  Depreciation”  and  “Allowance  for 
Bad  Debts”;  and  calling  those  which 
represent  true  liabilities  “accruals,”  as 
“Accrued  Taxes.” 

In  regard  to  the  non-operating  re¬ 
serves,  one  need  only  remember  that 
they  are  nothing  more  than  appropria¬ 
tions  of  surplus  in  order  to  see  that  they 
belong  to  the  net  worth  group.  They 
represent  surplus  which  has  been  set 
aside  for  some  specific  purpose  and  is 


therefore  not  available  for  dividends, 
but  because  they  are  surplus  and  con¬ 
stitute  a  part  of  the  net  worth  of  the 
business,  they  should  be  so  shown  in 
the  grouping  of  items  on  the  balance 
sheet  as  to  make  up  a  part  of  the 
proprietorship  interest. 

From  the  viewpoint  of  their  showing 
on  the  balance  sheet,3  reserves  may  be 
classified  as  follows : 

1.  Deductions  from  assets  (operating), 
shown  on  the  asset  side. 

2.  Accrued  liabilities  (operating),  shown 
among  the  liabilities. 

3.  Appropriations  of  surplus  (proprie¬ 
torship),  shown  as  a  part  of  the  net  worth. 

The  distinction  lies  in  the  purpose  for 
which  the  account  is  created.  If  the  debit 
or  offsetting  entries  are  proper  charges 
against  income,  then  the  accounts  should 
be  deducted  from  the  assets  to  which  they 
relate,  or  else  they  should  be  set  up  as 
liabilities  and  should  never  be  grouped 
with  the  surplus  account.  On  the  other 
hand,  if  the  accounts  .  .  .  represent  sums 
set  aside  after  the  net  income  of  an  enter¬ 
prise  is  properly  determined,  to  conserve 
its  financial  interests  by  reducing  the  sur¬ 
plus  available  for  dividends,  these  sums  in 
reality  form  part  of  the  general  surplus 
of  the  business.  In  preparing  balance 
sheets,  these  latter  accounts  should  be 
stated  as  a  section  of  the  surplus  account.4 

X 

Distinction  Between  Operating  and 
Proprietorship  Reserves.  Another  dis¬ 
tinction  between  the  operating  and  the 
proprietorship  reserves  is  found  in  the 
ultimate  disposition  of  the  amounts  so 
set  aside.  Amounts  set  aside  in  pro¬ 
prietorship  reserves  will  eventually  be 
returned  to  the  surplus  whence  they 
come.  This  is  never  true  of  the  operat¬ 
ing  reserves  if  they  have  been  set  up  in 
correct  amounts. 

*  The  showing  of  surplus  and  of  operating  reserves  on 
the  balance  sheet  will  be  discussed  more  fully  in  a  later 
article. 

4  “Auditing  Theory  and  Practice,”  by  Robert  H. 
Montgomery,  1922  edition,  p.  267. 
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To  make  this  clear  let  us  follow  the 
full  history  of  one  reserve  account  of 
each  class.  To  begin  with  an  operating 
reserve,  suppose  that  an  allowance  for 
bad  debts  is  created  by  debiting  Bad 
Debts  (an  expense  account  to  be  closed 
into  Profit  and  Loss  as  a  charge  against 
income)  with  one-fourth  of  one  per 
cent  of  the  net  sales  of  each  month,  the 
offsetting  credit  being  to  Allowance  for 
Bad  Debts.  As  accounts  receivable  are 
determined  to  be  bad  they  are  charged 
off  by  a  debit  to  Allowance  for  Bad 
Debts,  Accounts  Receivable  being 
credited. 

If  the  periodical  credit  to  the  allow¬ 
ance  account  of  one-fourth  of  one  per 
cent  of  the  sales  is  the  proper  amount 
to  represent  the  loss  which  will  be 
incurred,  the  allowance  will  be  entirely 
and  exactly  wiped  out  when  the  busi¬ 
ness  is  finally  closed  up.  But  of  course 
this  condition  would  probably  never 
exist.  If  the  percentage  of  sales  being 
set  up  to  the  credit  of  the  allowance 
account  proves  too  large,  a  reduction 
should  be  made  to  perhaps  3/16  of  one 
per  cent.  If  it  proves  too  small,  it 
should  be  increased.  When  the  busi¬ 
ness  is  finally  liquidated  a  slight  adjust¬ 
ment  will  be  necessary,  and  this  might 
well  be  debited  or  credited  to  surplus 
(depending  on  whether  the  allowance 
was  too  small  or  too  large)  as  an  adjust¬ 
ment  of  the  amount  of  profits  to  be 
carried  to  the  surplus  account  in  pre¬ 
vious  periods. 

But  in  the  case  of  a  proprietorship 
reserve  the  entire  amount  of  the  reserve 
set  up  will  normally  be  returned  to 
surplus  at  some  later  date.  Using  a 
reserve  for  sinking  fund  as  an  example, 
let  us  examine  the  history  of  the 
proprietorship  reserve.  It  is  created 
originally  by  action,  perhaps,  of  the 
board  of  directors,  which,  having 
created  a  bond  issue  of  $50,000,  orders 
that  there  be  reserved  from  surplus 
annually  the  sum  of  $5,000  in  order  to 


meet  the  bond  issue  at  its  maturity  ten 
years  hence.  For  our  present  purpose 
it  does  not  matter  whether  or  not  a 
fund  is  created. 

The  annual  entry  setting  up  the 
sinking  fund  will  be: 

Surplus . $5,000 

To  Reserve  for  Sinking  Fund ....  $5,000 

At  the  end  of  the  ten  years  there  will 
have  been  reserved  from  distribution  in 
dividends  $50,000,  and  the  bond  issue 
will  be  taken  up.  The  entry  showing 
the  redemption  of  the  bonds  will  be  a 
credit  to  Cash  and  a  debit  to  Bonds 
Outstanding,  or  whatever  account  may 
have  been  credited  when  the  bonds 
were  issued.  There  will  be  no  direct 
change  in  the  Reserve  for  Sinking  Fund 
account,  to  clear  which  there  is  needed 
an  entry  reversing  the  aggregate  of  the 
entries  setting  up  the  reserve,  as  given 
in  the  following: 

Reserve  for  Sinking  Fund. .  $50,000 

To  Surplus . $50,000 

The  rule  may  be  laid  down  that 
reserves  of  this  type  which  must 
eventually  be  restored  to  surplus  are 
proprietorship  reserves ;  if  they  are  not 
of  the  type  that  must  be  restored  in 
their  entirety,  they  are  operating  re¬ 
serves  and  the  charges  setting  them  up 
constitute  deductions  from  income. 

If  there  is  no  reasonable  chance  that 
[surplus]  reserves  will  be  restored  to  sur¬ 
plus,  it  is  plain  that  the  reserves  were 
improperly  created — they  should  have 
been  debited  to  income  instead  of  to  sur¬ 
plus  in  the  first  instance.* 

This  principle  should  not  be  confused 
with  the  adjustment  mentioned  above, 
by  which  the  “ overage ”  or  “underage ” 
of  any  operating  reserve  is  returnable 
to  surplus  as  a  correction  of  the  previ¬ 
ously  determined  profits  of  prior  years. 

*  R.  H.  Montgomery,  “Auditing  Theory  and  Prac¬ 
tice,”  Vol.  I,  p.  268,  1922  ed. 
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XI 

Contingent  Reserves.  Reserves  for 
contingencies  perhaps  need  some  spe¬ 
cial  mention,  because  they  are  some¬ 
times  operating  reserves  and  some¬ 
times  proprietorship  reserves.  They 
are  operating  reserves  when  they  are 
set  up  as  a  charge  against  profits  to 
record  a  contingent  liability : 

.  .  .  but  the  reserve  should  be  based 
on  evidence  more  tangible  than  mere 
conservatism.  A  vague  feeling  that  some¬ 
thing  may  have  been  overlooked  which 
would  decrease  the  assets  or  increase  the 
liabilities  is  not  the  proper  subject  for  a 
reserve.  Conservative  management  “re¬ 
serves”  part  of  its  surplus  for  such  con¬ 
tingencies,  but  it  appears  as  surplus  and 
not  as  a  liability.6 

It  is  sometimes  felt  that  to  draw  a 
dividing  line  between  operating  and 
contingent  reserves  is  extremely  diffi¬ 
cult,  but  such  a  problem  should  not 
even  be  presented.  Contingent  re¬ 
serves  either  are  or  are  not  operating 
reserves,  depending  on  whether  or  not 
the  charge  for  which  they  are  created 
is  or  is  not  a  proper  deduction  from  the 
income  of  the  year  in  which  they  are 
set  up. 

As  an  example  of  contingent  reserves 
of  the  proprietorship  class,  which 
Montgomery  well  says  should  appear 
as  surplus  and  not  as  a  liability,  let  us 
consider  the  following  case : 

The  A.  B.  Company,  publishers, 
established  a  reserve  for  contingencies 
on  December  31,  1920.  In  setting 
aside  this  amount  out  of  surplus,  the 
directors  had  in  mind  that  in  this  busi¬ 
ness  there  was  always  danger  of  suits 
for  copyright  violation,  that  the  paper 
market  at  the  time  appeared  to  be 
unstable  and  likely  to  fluctuate  widely, 
and  that  other  conditions  were  such 
that  it  seemed  unwise  to  consider  the 


entire  surplus  as  available  for  divi¬ 
dends.  This  reserve,  which  of  course  it 
would  have  been  manifestly  improper 
to  create  as  a  reduction  of  the  profit  of 
1920,  was  a  surplus  or  proprietorship 
reserve. 

In  1922  the  company  was  sued  for 
violation  of  copyright  and  judgment 
was  rendered.  This  judgment,  which 
was  discharged  by  the  payment  of  cash, 
was  logically  and  properly  charged 
against  the  reserve  for  contingencies. 
But  the  entry  which  thus  reduced  the 
reserve  for  contingencies  did  not  in 
reality  violate  the  rule  that  proprietor¬ 
ship  reserves  will  eventually  be  re¬ 
turned  to  surplus,  much  as  it  may 
have  seemed  to  do  so. 

As  a  matter  of  fact  two  separate 
transactions  were  embraced  in  the 
entry.  In  the  first  place,  an  extraor¬ 
dinary  loss,  properly  chargeable  against 
surplus,  was  sustained.  In  the  second 
place,  an  amount  of  surplus  pre¬ 
viously  set  aside  in  order  that  there 
might  be  capital  enough  on  hand  to 
meet  such  losses  and  prevent  the 
deficit  that  would  have  resulted  had  the 
entire  surplus  been  distributed  in  divi¬ 
dends  was  returned  to  the  surplus 
account.  This  made  up  the  reduction 
in  surplus  caused  by  charging  the 
account  with  the  loss.  The  two  book 
entries  required  were  as  follows,  assum¬ 
ing  the  judgment  to  have  been  in  the 
amount  of  $40,000: 

Surplus . $40,000 

To  Cash . $40,000 

Reserve  for  Contingencies .  $40,000 

To  Surplus . $40,000 

In  practice,  however,  the  offsetting 
entries  to  surplus  are  omitted,  and  the 
payment  is  charged  directly  to  the 
reserve  for  contingencies  by  the  fol¬ 
lowing  entry: 

Reserve  for  Contingencies .  $40,000 
To  Cash . 


‘Ibid.,  p.  270. 
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The  effect  is  the  same  as  would  be 
accomplished  by  the  two  entries.  An 
extraordinary  loss  is  charged  against 
surplus,  and  an  equal  amount  of  sur¬ 
plus  previously  set  aside  as  a  precau¬ 
tion  against  such  contingencies  is  now 
returned  to  the  general  surplus,  which 
is  thus  not  depleted  by  the  loss.  So  the 
reserve  accomplishes  its  purpose. 

XII 

Secret  Reserves.  A  discussion  of 
reserves  cannot  be  considered  complete 
unless  there  is  mention  of  the  terms 
“secret  reserves,”  “hidden  reserves” 
“secret  assets,”  and  “hidden  assets,” 
all  of  which  mean  the  same  thing, 
namely,  any  excess  realizable  value  of 
assets  over  the  figure  at  which  those 
assets  are  carried  in  the  balance  sheet. 
The  conventional  and  possibly  the  best 
example  of  a  secret  reserve  is  the  result 
of  the  practice  indulged  in  by  banks  of 
writing  their  “banking  house  and  fix¬ 
tures  ”  down  to  a  book  value  of  $1.  By 
this  excessive  depreciation  the  show¬ 
ing  of  the  net  worth  of  the  bank  is  low¬ 
ered  unduly  on  the  balance  sheet.  The 
difference  between  its  true  net  worth 
and  that  shown  on  the  balance  sheet 
is  the  amount  of  the  secret  reserve. 


Such  reserves  may  be  considered  true 
reserves  because  they  represent  net 
worth  which,  not  appearing  in  the 
Surplus  account  and  being  impounded 
by  methods  not  used  for  open  impound¬ 
ing  is  not  available  for  dividends. 
Though  this  is  true,  the  “secret  re¬ 
serve”  did  not  develop  along  lines  at 
all  parallel  to  the  other  reserves  we 
have  been  considering.  Its  history 
relates  more  to  that  meaning  of 
“reserve”  which  might  be  given  as 
“something  on  which  to  fall  back” 
than  to  its  meaning  as  “something  set 
aside  for  a  specific  purpose.”  This  of 
course  is  a  distinction  with  very  little 
difference,  but  it  may  serve  to  suggest 
the  mental  attitude  behind  the  use  of 
the  two  expressions. 

The  texts  supplied  to  our  students  in 
accountancy  and  finance  show  a  tend¬ 
ency  to  devote  an  undue  amount  of 
space  to  secret  reserves.  There  is  really 
little  to  be  said  about  them.  They  are 
the  result  of  writing  assets  down  below 
their  real  value  or  omitting  to  show 
them  at  all,  or  else  of  showing  liabilities 
which  really  do  not  exist.  The  study  of 
secret  reserves  is  a  study  of  the  meas¬ 
urement  of  surplus,  and  as  such  will 
be  discussed  in  the  next  installment  of 
this  series. 
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IT  is  a  generally  accepted  notion  that 
ownership  of  capital  constitutes 
wealth.  And  yet  a  survey  of  industrial 
successes  and  failures  forces  the  con¬ 
clusion  that  mere  ownership  of  capital 
does  not  at  all  prove  the  ownership  of 
actual  wealth.  Money,  buildings, 
factory  equipment,  materials — all  may 
be  owned  and  be  free  of  debt;  all 
may  be  potentially  of  value  in  an 
economic  sense  because  of  the  utilities 
inherent  in  them,  yet  all  together  may 
fail  of  being  wealth  in  actual  fact  for 
lack  of  a  something  beyond  mere  own¬ 
ership.  Wealth  to  exist  for  the  eco¬ 
nomic  world  must  be  available  for  use. 
More  than  this — ownership  must  be  ac¬ 
companied  by  knowledge  of  values  and 
by  ability  to  utilize  and  control  them. 

It  does  not  seem  an  extreme  state¬ 
ment,  therefore,  to  say  that  in  the  rat¬ 
ing  of  industrial  wealth,  capital  must 
be  considered  in  company  with  some¬ 
thing  that  may  aptly  be  termed 
economic  potential.  Utilities  inherent 
in  capital  constitute  but  static  value; 
availability,  as  indicated  by  knowl¬ 
edge  and  by  power  to  control,  con¬ 
stitutes  the  dynamic  value  out  of 
which  wealth  receives  its  truer  rating. 
Of  what  real  economic  value  is  an 
uncut  diamond  if  its  character  is  not 
recognized;  the  power  in  a  waterfall 
if  it  cannot  be  controlled? 

As  applied  to  the  industrial  con¬ 
cern,  economic  potential  may  be  defined 
as  the  power  to  earn.  That  power  de¬ 
pends  mainly  upon  four  factors: 

1.  Demand  for  product. 

2.  Economic  efficiency. 

3.  Composition  of  assets. 

4.  Capital  turnover. 

♦Comptroller,  New  England  Confectionery  Company 
Boston,  Massachusetts. 


It  will  be  assumed  that  demand  for 
product  exists  in  a  degree  sufficient 
for  the  needs  of  the  industry.  Of  the 
other  factors,  one — economic  efficiency 
— has  been  treated  in  a  previous 
article.1  It  reflects  the  success  with 
which  capital  has  been  utilized  in  the 
creation  and  sale  of  product,  and  de¬ 
termines  the  profitableness  of  the 
product  itself  under  given  conditions  of 
demand. 

There  remain  to  be  considered, 
then,  two  factors — Composition  of 
assets  and  capital  turnover,  which  are 
interrelated;  and  each  of  which  con¬ 
tributes  largely  to  the  ability  of  an 
enterprise  to  make  sufficient  earnings. 

II 

Balancing  of  Assets.  A  great  deal  of 
consideration  has  been  given  to  the 
question  of  balanced  inventories.  Im¬ 
portant  though  it  be,  nevertheless  this 
question  is  but  a  part  of  a  more 
fundamental  problem.  Balanced  assets 
should  rather  be  the  theme;  for  though 
inventories  may  be  in  thorough  bal¬ 
ance,  their  total  may  yet  be  entirely 
out  of  proportion  to  fixed  or  other 
assets.  Here  again  the  question  of 
economic  potential  comes  up.  In¬ 
ventories  comprise  one  of  the  factors 
that  go  to  determine  working  capital. 
If  working  capital  be  out  of  balance 
with  fixed  capital,  the  power  to  earn 
—  economic  potential  —  must  corre¬ 
spondingly  be  limited;  for  by  such 
lack  of  balance  is  the  rate  of  capital 
turnover  impeded. 

A  consideration  of  capital  turnover 
must  proceed  together  with  that  of 

1  “Capital  Utilization,”  Administration,  December, 
1922. 
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fixed  and  working  capital  and  of  the 
composition  of  assets.  The  following 
definitions  may  first  be  given: 

Capital  Turnover  is  the  index  to  the 
frequency  with  which  working  capital  is 
converted  and  sold. 

Fixed  Capital  is  that  aggregate  of  capital 
goods  which  enables  a  concern  to  create, 
or  to  act. 

Working  Capital  is  that  part  of  capital 
that  is  set  apart  to  provide  the  goods  and 
services  required  for  fabrication  and  for  the 
conduct  of  the  business. 

In  a  study  of  industrial  assets  it  is 
not  uncommon  to  find  that  little  if  any 
attention  is  given  to  the  relative  pro¬ 
portions  of  fixed  and  working  capital. 
Expansion  seems  frequently  to  have 
become  a  disease — dangerous  because 
it  usually  considers  and  provides  fixed 
capital  at  the  expense  of  the  other  im¬ 
portant  group.  One  is  reminded  of  the 
individual  who  has  spent  the  best  of 
his  bank  balance  for  an  automobile 
and  then  can  scarcely  afford  to  buy 
gasoline  with  which  to  run  it.  Com¬ 
position  of  assets  merits  careful  study; 
for  without  proper  balance  that  vital 
factor,  capital  turnover,  is  likely  to 
suffer.  With  too  little  material  to 
keep  equipment  running,  or  too  little 
equipment  to  move  materials  properly, 
profits  or  prices,  or  both,  are  bound  to 
be  out  of  line. 

Ill 

Relation  of  Working  Capital  to  Turn¬ 
over.  Capital  turnover  in  a  manu¬ 
facturing  concern  is  a  thing  not  as 
well  understood  as  it  might  be.  It  is  a 
figure  that  should  be  included  as  a 
part  of  every  operating  statement.  To 
define  the  term  properly  it  is  well  to 
examine  carefully  an  industry  at  its 
beginnings. 

Let  it  be  assumed  that  certain  in¬ 
dividuals  unite  to  start  in  a  manu¬ 
facturing  business  with  a  cash  sub¬ 


scription  of  $100,000.  Fifty  thousand 
dollars  is  used  for  the  purchase  of 
land,  buildings,  and  equipment;  the 
remainder  they  keep  as  working  cap¬ 
ital,  purchasing  with  it  various  materi¬ 
als  for  which  they  pay  cash,  and 
reserving  a  part  for  their  daily  needs. 
A  statement  of  their  net  worth  at  the 
moment  would  read: 


Quick  assets .  $50,000 

Quick  liabilities .  0 

Working  capital .  $50,000 

Fixed  capital .  50,000 

Net  worth . $100,000 


Working  capital  at  present  repre¬ 
sents  quick  assets  owned  by  the  con¬ 
cern.  With  the  aid  of  those  assets 
the  enterprise  proceeds  to  manu¬ 
facture  and  sell  their  product.  With 
the  income  from  sale  of  this  product 
the  owners  replenish  the  assets  which 
have  been  used.  This  combination  of 
activities  in  manufacture,  sale,  and 
replenishment  is  what  is  implied  in 
the  term  capital  turnover. 

Immediately  the  question  arises  as 
to  what  bearing  working  capital  has 
upon  the  determination  of  turnover. 
The  answer  is  almost  self-evident. 
Turnover  implies  a  replenishment  of 
quick  assets;  but  in  its  true  meaning 
it  has  to  do  only  with  that  portion  of 
quick  assets  that  may  be  regarded  as 
free  of  debt  and  therefore  a  part  of 
the  owners’  capital. 

To  explain,  let  it  be  assumed  that 
after  doing  business  for  some  time 
the  owners  in  the  example  taken  find 
that  their  $50,000  worth  of  fixed 
capital  is  ample  to  produce  the  quan¬ 
tities  of  product  demanded  by  cus¬ 
tomers,  but  that  the  business  is  suffer¬ 
ing  from  a  state  of  unbalanced  assets. 
This  arises  from  the  fact  that  the  funds 
reserved  for  working  capital  have 
proved  insufficient  to  provide  ma- 
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terials  for  keeping  the  plant  running  at 
the  capacity  required.  The  owners, 
however,  believe  that  the  demand  is 
only  temporary,  and  that  it  is  unwise 
to  increase  their  working  capital  be¬ 
yond  present  limits.  And  yet  it  is 
absolutely  necessary  that  more  mate¬ 
rials  be  secured. 

IV 

Use  of  Credit.  Assume  that  the 
following  statement  exhibits  the  con¬ 
ditions  now  obtaining  in  the  business: 


Quick  assets .  $50,000 

Quick  liabilities  .  0 


Working  capital .  $50,000 

Total  expenditure  per  month.  . . .  $25,000 
Number  of  units  manufactured 

and  sold  per  month .  2,500 

Average  cost  per  unit .  $10 

Average  time  elapsed  between 
shipment  of  product  and  collec¬ 
tion  of  accounts . 1  month 

Consequent  average  value  of  as¬ 
sets  tied  up  in  uncollected  ac¬ 
counts .  $25,000 

Total  quick  assets .  $50,000 

Uncollected  accounts. . .  25,000 

Quick  assets  available  for 

fabrication .  $25,000 

Continuity  of  fabrication  possible 

with  available  quick  assets ....  1  month 


Under  such  conditions,  if  sales  were 
to  be  increased,  production  could 
continue  only  until  the  available 
excess  of  quick  assets  had  been 
fabricated.  The  owners  would  then 
face  the  necessity  of  ceasing  manu¬ 
facture  until  funds  were  collected 
to  an  amount  sufficient  to  enable 
resumption. 

Suppose  they  determine  to  utilize 
their  credit.  They  borrow  $50,000 
and  purchase  additional  materials. 
The  resulting  statement  is  then  as 
follows : 


Quick  assets . $100,000 

Quick  liabilities .  50,000 


Working  capital .  $50,000 

Total  expenditure  per  month .  $50,000 

Number  of  units  manufactured 

and  sold  per  month .  5,000 

Average  cost  per  unit .  $10 

Average  time  elapsed  between 
shipment  of  product  and  collec¬ 
tion  of  accounts . 1  month 

Consequent  average  value  of 
assets  tied  up  in  uncollected 
accounts .  $50,000 

Total  quick  assets . $100,000 

Uncollected  accounts . . .  50,000 

Quick  assets  available  for 

fabrication .  $50,000 

Continuity  of  fabrication  possible 

with  available  quick  assets .  1  month 


For  the  sake  of  comparison  it  has 
been  assumed  in  both  the  above  state¬ 
ments  that  one  month  of  continued 
fabrication  is  sufficient  to  insure  the 
return  of  funds  necessary  for  unin¬ 
terrupted  business;  and  that  inven¬ 
tories  are  fully  balanced  and  suitable 
for  the  needs  of  manufacture. 

V 

Increasing  Turnover  by  Borrowing. 
Examination  of  the  two  statements 
will  show  that  although  quick  assets 
have  been  doubled,  quick  liabilities 
have  been  incurred  and  working  capital 
remains  unchanged;  the  owners  have 
not  increased  their  investment.  Yet 
by  coupling  their  investment  as  it  is 
with  the  credit  they  obtain,  they  have 
increased  their  power  to  earn — their 
economic  potential.  They  therefore 
can  double  their  output;  they  can 
more  fully  utilize  the  producing  power 
of  their  fixed  capital;  and  they  can 
increase  their  chances  of  realizing  a 
proper  return  upon  total  investment. 
Under  the  conditions  represented  by 
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the  first  of  the  two  statements,  work¬ 
ing  capital  could  be  used — fabricated 
and  sold — only  up  to  50  per  cent  of  its 
total  each  month ;  in  the  second  case  it 
can  be  used  up  to  100  per  cent.  In 
other  words,  by  increasing  quick 
assets,  capital  turnover  is  doubled. 

If  such  ideal  credit  conditions  could 
prevail  at  all  times,  it  might  be  the 
part  of  wisdom  to  devote  an  unbal¬ 
anced  portion  of  capital  to  the  pur¬ 
chase  of  equipment.  But  ideal  con¬ 
ditions  do  not  always  exist;  and  it  is 
never  the  part  of  good  management  to 
expand  fixed  capital  beyond  the  ability 
of  working  capital  to  provide  for 
needed  materials  and  expenses. 

VI 

Capital  Turnover  Equation.  In  the 
above  paragraphs  emphasis  has  been 
given  to  working  capital  as  the  basis 
for  reckoning  turnover.  It  is  evident, 
however,  that  a  second  element  is 
necessary  to  the  equation.  From  its 
definition  it  is  evident  that  turnover 
depends  for  its  volume  upon  con¬ 
version  and  sale  of  working  capital. 
Capital  that  is  converted  and  sold  may 
be  known  by  the  term  expenditure. 
The  equation  for  capital  turnover  may 
therefore  be  stated  as  follows: 

Let  T  =  Capital  turnover 
W  =  Working  capital 
E  =  Expenditure 

Then : 


In  other  words,  capital  turnover  is  a 
figure  representing  the  number  of 
times  that  working  capital  is  converted 
and  sold  during  a  given  period — ex¬ 
penditure  being  the  accumulated  total 
of  values  sold  and  working  capital  the 
sum  of  the  quick  assets  that  may  be 
considered  the  property  of  the  enter¬ 
prise. 


Not  all  quick  assets  are  truly 
owned  by  the  concern  that  possesses 
them;  for  generally  there  exist  certain 
quick  liabilities  that  represent  re¬ 
sponsibilities  for  assets  not  paid  for. 
So  long  as  such  a  condition  obtains,  a 
portion  of  quick  assets  equivalent  in 
value  to  the  existing  liabilities  must 
be  considered  as  technically  not  the 
property  of  the  concern  but  of  the 
creditors,  and  in  consequence  such 
portion  cannot  be  counted  a  part  of 
the  owners’  capital.  If  the  use  of 
credit  has  made  possible  the  temporary 
increase  of  assets  on  hand,  parallel 
increase  must  have  taken  place  in 
liabilities,  but  the  effect  upon  working 
capital  is  zero. 

It  is  by  reason  of  this  difference  be¬ 
tween  the  character  of  quick  assets 
and  that  of  working  capital  that  the 
latter  becomes  the  basis  for  reckoning 
turnover.  The  former  may  experience 
wide  variations,  but  the  latter  remains 
relatively  constant.  Particularly  in 
the  light  of  this  fact  should  one  con¬ 
sider  that  all  economic  factors — turn¬ 
over,  efficiency,  returns  on  invest¬ 
ment,  potential,  or  whatever  they  may 
be — have  to  do  with  capital  owned 
outright  by  the  enterprise.  These 
factors  cannot  be  taken  to  apply  to  the 
property  borrowed  for  a  time  from 
other  enterprises,  which  may  at  any 
time  be  reclaimed  in  equivalent  value. 

VII 

Composition  of  Assets.  In  its  bear¬ 
ing  upon  capital  turnover  the  com¬ 
position  of  assets  is  of  vital  importance. 
Not  only  is  it  essential  that  proper 
balance  be  maintained  in  the  allot¬ 
ment  of  capital  to  the  “fixed”  and 
“working”  groups,  but  there  is  com¬ 
pelling  need  that  care  be  used  to 
preserve  that  balance  of  inventories 
mentioned  above.  Too  much  equip¬ 
ment  has  more  than  once  been  a  point 
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of  criticism  leveled  at  the  average 
enterprise.  Unbalanced  inventories 
have  recently  caused  many  difficulties; 
in  fact  failure  has  not  infrequently 
come  to  concerns  with  ample  working 
capital,  represented,  however,  by  ma¬ 
terials  unusable  for  lack  of  other 
needed  units.  Unwise  composition  of 
assets  retards  capital  turnover,  the 
economic  effect  of  which  is  a  lowered 
potential  and  a  consequent  lowering 
of  the  wealth  factor. 

Good  accounting  will  tend  to  correct 
the  tendency  of  making  this  kind  of 
executive  error.  For  this  reason  it 
is  incumbent  upon  an  enterprise  to 
employ  accounting  methods  capable  of 
revealing  the  truth  concerning  the 
factors  upon  which  economic  potential 
and  consequently  capital  turnover  will 
depend. 

VIII 

Computing  Necessary  Working  Cap¬ 
ital.  As  supplementary  to  such  in¬ 
formation  it  is  sometimes  necessary 
to  know  the  amount  of  working  capital 
requisite  to  successful  operation.  While 
it  is  seldom  possible  to  state  the  amount 
in  positive  terms,  yet  under  given  con¬ 
ditions  of  supply  and  demand  an  ap¬ 
proximation  that  may  be  of  great 
value  is  readily  reached.  Assuming 
that  working  capital  must  be  sufficient 
to  insure  continuity  of  production 
during  the  period  required  for  manu¬ 
facture,  transport  of  product  and  the 
collection  of  accounts,  the  following 
equation  may  be  applied: 

Let  W  =  Working  capital  required; 

E=  Expenditure  represented  in  the 
product  sold; 

D=  Period  in  working  days  covered 
by  expenditure; 

di  =  Average  period  in  working  days 
needed  for  manufacture  of  the 
average  unit  of  product  sold; 

di=  Average  period  in  working  days 
from  shipment  to  collection  of 
accounts; 


dt  =  Average  number  of  working  days’ 
supply  of  inventories  that 
must  be  carried; 

dt  =  Average  number  of  working  days 
required  for  replenishment  of 
inventories. 


Then: 


dr. 


or: 


W  = 


E  (di  -\~di  -\-di  -)-d*) 

D 


To  take  an  example,  what  working 
capital  would  be  required  to  guarantee 
continuity  of  operation  in  the  manu¬ 
facture  and  sale  of  a  product  repre¬ 
senting  $100,000  expenditure  per  month 
of  twenty-five  working  days  under  the 
following  conditions;  assuming  that  the 
price  of  the  commodity  and  amount  of 
fixed  capital  remain  unchanged? 


Average  number  of  days  for  manu¬ 
facture .  10 

Average  number  of  days  from  ship¬ 
ment  to  collection .  20 

Average  number  of  days  supply  of 

inventories  needed .  80 

Average  number  of  days  for  replenish¬ 
ment . 10 


Substituting  the  above  figures  in 
the  equation  we  have  the  following: 

n7_$100,000  (10+20+30  +  10) 

25 

_  $100,000  x  70 
25 

$7,000,000 

25 

=  $280,000 

The  expenditure  represented  by  the 
product  averages  $4,000  daily.  Con¬ 
tinuity  of  operation  will  require,  there¬ 
fore,  that  $40,000  shall  be  kept  in 
process  at  all  times;  that  $80,000  be 
in  process  of  collection;  that  $120,000 
be  available  as  inventories;  and  that 
$40,000  be  in  transit  from  suppliers. 

Even  these  totals  do  not  allow  for 
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the  miscellaneous  items  that  usually 
exist  in  the  average  statement  of  quick 
assets.  But  since  an  absolute  rule 
cannot  be  attempted,  owing  to  the 
varied  and  constantly  changing  con¬ 
ditions  to  be  met  with  even  in  a  single 
enterprise,  only  the  bare  fundamentals 
can  be  here  considered.  A  realization 
of  the  ideal  is  at  best  but  a  coincidence. 
Action  or  conclusion  must  be  contin¬ 
gent  upon  circumstances. 

IX 

Need  of  Close  Mathematical  Study. 
After  study  of  the  problems  sur¬ 
rounding  composition  of  assets,  work¬ 
ing  capital,  and  capital  turnover,  it 
must  be  evident  that  whatever  the 
means  by  which  conclusions  are 
reached,  intelligence  is  dependent  upon 
a  rather  close  mathematical  study  of 
all  the  elements  that  affect  or  are 
affected  by  earnings.  Whether  it  be 
possible  or  not  to  create  an  equation 


for  the  study  of  working  capital,  that 
group  of  capital  values  should  never  be 
permitted  to  fix  its  own  relationship. 

This  is  intended  as  a  warning 
against  the  too  ready  tendency  to  ex¬ 
pand  fixed  capital  to  the  accom¬ 
paniment  of  a  contraction  in  working 
capital.  Similarly,  care  should  be 
taken  that  the  assets  that  compose 
working  capital  shall  not  become  dead 
or  sluggish  assets.  The  effect  upon 
turnover  in  either  case  would  be 
harmful,  and  this  effect  will  be  like¬ 
wise  harmful  upon  earnings  and  the 
power  to  earn. 

On  account  of  the  requirements  of 
capital  turnover  it  is  imperative  that 
at  least  this  rule  be  recognized:  that 
every  change  in  the  composition  of 
assets  must  be  made  with  a  guarantee 
that  fixed  and  working  capital  are 
sufficient  in  relation  to  each  other  to 
insure  maximum  rapidity  and  fre¬ 
quency  of  turnover. 


CONTINGENT  LIABILITY  OF  CORPORATIONS  ON 
PAST  TAX  RETURNS 

BY  MAX  GOLDSTEIN* 


Advertising  notices  of  new 

l  industrial  financings  and  refinanc¬ 
ings  usually  state  the  estimated  future 
net  earnings  expected  to  be  realized  by 
the  companies  issuing  the  new  securi¬ 
ties.  The  estimates  are  usually  ad¬ 
justed  by  a  deduction  representing 
current  and  future  federal  income  tax 
levies  computed  at  the  present  rates. 
But  is  this  the  only  phase  of  federal 
income  tax  liability  that  must  be  given 
recognition?  One  would  not  think  so 
in  view  of  the  fact  that  the  Treasury 
Department  expects  to  collect  $300,- 
000,000  in  back  income  and  profits 
taxes  during  the  government  fiscal  year 
ending  June  30,  1923. 

It  is  conceded  to  be  good  business 
foresight  for  corporation  executives  to 
prepare,  through  sinking  funds  or  sur¬ 
plus  set  aside  in  a  special  reserve 
account,  for  the  redemption  of  bonded 
indebtedness  or  for  meeting  the  future 
needs  of  plant  expansion  or  replace¬ 
ment.  In  the  light  of  the  present-day 
knowledge  of  the  Treasury’s  attitude, 
the  same  business  foresight  should  be 
shown  by  them  in  respect  to  their 
companies’  income  and  profits  tax  re¬ 
turns  for  the  years  1917  to  1921 
inclusive.  At  least  such  a  study  should 
be  made  of  the  conditions  as  will  enable 
them  to  determine  whether  or  not 
their  companies  will  be  called  upon  to 
help  make  up  the  $300,000,000  levy  on 
past  years’  tax  returns. 

The  basic  principle  to  be  kept  in 
mind  in  such  a  consideration  is  the 
fact  that  the  governmental  attitude 
and  approach  is  different  from  that  of 

•  Formerly  with  the  Consolidated  Returns  Sub¬ 
division,  Income  Tax  Unit,  Washington,  D.  C. 


corporation  officials  and  their  counsel. 
The  audit  by  the  auditing  sections  of 
the  Income  Tax  Unit  in  Washington 
and  the  field  examiners  or  revenue 
agents  scattered  throughout  the  coun¬ 
try  is  made  along  the  lines  of  existing 
law  and  regulations  supplemented  by 
decisions  rendered  in  special  cases. 
The  attitude  is  that  the  law  and  regula¬ 
tions  are  specific,  and  unless  the  point 
at  issue  clearly  falls  within  these  pro¬ 
visions,  the  burden  is  upon  the  tax¬ 
payer  to  submit  sufficient  information 
and  data  to  permit  the  Treasury  offi¬ 
cials  to  determine  whether  or  not  the 
claim  is  allowable.  In  the  absence  of 
such  data,  claims  based  upon  mooted 
points  are  usually  disallowed. 

Opposed  to  the  government’s  view  is 
the  attitude  of  the  corporation  execu¬ 
tive,  influenced  by  the  feelings  of 
equity  and  a  personal  knowledge  of  his 
company’s  business,  that  his  company’s 
case  demands  special  consideration  and 
that  there  should  be  no  question  of  the 
claims  at  issue. 

II 

Experiences  With  Contingent  Tax 
Liabilities.  Citation  of  a  few  cases  will 
illustrate  what  has  just  been  said.  One 
large  corporation  inventoried  its  large 
stock  of  merchandise  during  the  years 
1917  to  1920,  inclusive,  along  the  lines 
best  suited  to  the  peculiar  form  of  its 
organization.  Unfortunately  this 
method  did  not  permit  the  proper  valu¬ 
ing  of  seasonable  or  style  merchandise 
“at  market,”  save  by  blanket  deduc¬ 
tions  from  the  total  value  of  each  class 
of  merchandise.  The  method  used  was 
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contrary  to  regulations  but  correct 
from  the  viewpoint  of  the  corporation’s 
executives  and  its  counsel.  This  com¬ 
pany  is  now  contesting  an  additional 
assessment  of  over  $500,000  on  its 
returns  for  past  years. 

Another  large  merchandising  organi¬ 
zation  with  an  item  of  good-will  of  over 
$50,000,000  has  claimed  in  invested 
capital  for  this  intangible  asset,  which 
was  acquired  with  capital  stock,  the 
statutory  limitation  of  20  per  cent  for 

1917  and  25  per  cent  for  the  years  1918 
to  1921.  Some  months  ago — four  years 
after  the  1917  return  was  filed — the 
company  was  called  upon  to  sub¬ 
stantiate  this  asset  by  a  cash  value  at 
the  date  of  its  acquisition.  Should  the 
cash  value  established  be  less  than  the 
amounts  claimed  in  invested  capital  of 
20  per  cent  for  1917  and  25  per  cent  for 

1918  and  succeeding  years,  the  differ¬ 
ence  between  the  cash  value  and  the 
amount  claimed  will  be  eliminated,  in¬ 
vested  capital  will  be  recomputed,  and 
additional  taxes  will  be  levied  and 
assessed  for  each  of  the  years  1917  to 
1921,  inclusive. 

Take  again  the  case  of  a  certain 
manufacturing  corporation  which  had 
developed  a  national  trade-mark  and 
trade-name  for  its  product,  charging 
the  development  expense  to  operations. 
Prior  to  the  enactment  of  the  excess 
and  war  profits  tax  laws,  the  directors 
(who  cannot  be  said  to  have  known  in 
advance  that  there  would  be  a  world 
war  and  as  a  result  a  levy  on  business 
profits  with  invested  capital  as  a  vital 
factor)  authorized  a  book  entry  capi¬ 
talizing  the  value  of  this  trade-mark 
and  trade-name  in  an  amount  approxi¬ 
mating  the  expenditures  up  to  that 
time.  When  returns  were  made  for 
1917  and  subsequent  years  this  asset 
was  naturally  reflected  in  the  invested 
capital  claimed.  When  the  books  of 
the  company  were  audited  by  govern¬ 
ment  examiners  the  biggest  proportion 


of  the  amount  claimed  for  the  trade¬ 
mark  and  trade-name  was  eliminated 
from  invested  capital,  the  tax  recom¬ 
puted,  and  an  additional  tax  levied  and 
assessed. 

It  is  also  said  that  this  question  of 
contingent  tax  liability  for  past  years 
stopped  a  private  banking  house  from 
completing  the  merger  and  refinancing 
of  a  group  of  business  units  in  allied 
lines.  All  details  and  plans  for  the 
merger  were  completed  when  one  of  the 
companies  involved  in  the  “deal”  re¬ 
ceived  a  letter  of  assessment  of  such 
apparent  validity  and  for  so  great  an 
amount  that  the  bankers  “scrapped” 
the  whole  transaction. 

Ill 

Present  Conditions.  The  bigger  the 
business  unit — the  larger  its  capitaliza¬ 
tion  and  net  profits — the  greater  the 
need  for  preparation  in  this  matter  of 
contingent  liability  on  federal  income 
and  profits  tax  returns  for  past  years. 
The  rules  pertaining  to  the  computa¬ 
tion  of  invested  capital  are  clearer  and 
more  specific  today  than  those  current 
when  the  1917  returns  were  filed.  A 
change  in  the  1917  invested  capital 
repeats  right  down  through  all  years  if 
the  same  policies  regarding  invested 
capital  have  been  followed  in  the  years 
subsequent  to  1917.  The  question  of 
this  contingent  tax  liability  is  indeed  a 
veritable  “nigger”  in  the  woodpile. 

In  a  large  number  of  cases  returns 
made  by  corporations  and  other  tax¬ 
payers  have  been  audited  in  Washing¬ 
ton  and,  based  upon  the  information 
contained  in  the  returns,  have  been 
closed  “No  Tax  Due.”  However,  it  is 
safe  to  say  that  in  the  case  of  the 
majority  of  corporations  having  large 
capitalizations  and  net  incomes  some 
vital  point  of  controversy  has  arisen  or 
will  arise.  In  the  case  cited  of  the 
corporation  with  $50,000,000  good-will 
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on  its  balance  sheet,  nothing  was 
heard  in  reference  to  the  1917  return 
until  four  years  after  it  had  been  filed. 
This  indicates  the  difficulty  of  fore¬ 
casting  whether  or  not  a  controversy 
will  arise.  However,  any  lawyer  or 
accountant  who  has  had  extensive 
dealings  with  the  tax  authorities  can 
tell  by  a  survey  of  the  returns  filed 
and  the  corporation’s  books  of  ac¬ 
count  whether  or  not  there  are  points 


involved  which  may  come  to  issue 
some  day. 

Executives  managing  business  enter¬ 
prises  as  well  as  bankers  engaged  in  ac¬ 
quiring  control  in  corporations  through 
stock  ownership  or  in  extending  bank¬ 
ing  credits  must  realize  that  the  ques¬ 
tion  of  federal  taxes  for  past  years  is  a 
contingency  which  should  be  given 
most  careful  consideration  in  any  deal 
involving  the  net  worth  of  a  business. 


INVESTMENT  STOCK  COSTS  UNDER  THE  1921 
REVENUE  ACT 

BY  ERIC  L.  KOHLER* 


ACTUAL  or  Prorated  Actual  Costs. 
jlJl  Federal  income  tax  regulations 
have  done  much  to  clarify  the  concept 
of  income  as  applied  to  various  sorts  of 
transactions,  particularly  those  relating 
to  investment  stocks.  The  clarifying 
process,  however,  has  not  taken  place 
without  frequent  differences  of  opinion 
on  the  part  of  accountants  and  others, 
including  some  in  the  Treasury  Depart¬ 
ment,  and  it  has  been  necessary  for  the 
federal  courts  to  stand  as  arbiters  be¬ 
tween  the  government  and  taxpayers 
in  such  cases  as  Eisner  v.  Macomber , 
Goodrich  v.  Edwards,  Towne  v.  Mc- 
Elligott,  and  U.  S.  v.  Phellis.  Only  a 
few  months  ago  the  Supreme  Court 
affirmed  the  decision  of  Judge  Rose  in 
Miles  v.  Safe  Deposit  and  Trust  Company 
wherein  it  was  held  that  the  selling 
price  of  stock  rights  must  be  reduced 
by  a  portion  of  the  cost  of  the  original 
investment  before  the  tax  is  imposed 
on  such  sales. 

At  present  the  Treasury  Department 
in  arriving  at  investment  costs  recog¬ 
nizes  the  fundamentally  correct  ac¬ 
counting  theory  applying  to  most 
assets  that  the  costs  are  either  actual 
or  prorated  actual  costs.  Where  a 
block  of,  say,  100  shares  of  stock  is 
purchased  at  90  and  is  held  without 
change  until  it  is  sold,  the  valuation 
problem  offers  no  difficulties.  If  all 
security  sales  were  as  simple  as  this,  the 
rule  could  be  both  easily  stated  and 
readily  applied.  But  the  taxpayer’s 
troubles  commence  with  the  changes 
which  may  occur  in  his  interest  in  the 
corporate  enterprise.  He  may  purchase 
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other  blocks  of  stock  and  consolidate 
them  into  a  single  certificate;  or  he 
may  receive  a  stock  dividend;  or  he 
may  exchange  his  holdings  for  others 
as  a  result  of  reorganization  proceed¬ 
ings.  Other  situations  may  arise  for 
which  he  will  find  little  explanation  in 
the  standard  accounting  textbooks. 
This  lack  of  proper  explanation  may  be 
due  to  the  fact  that  involved  cases  of 
security  costs  are  confined  principally 
to  individual  investors,  whereas  ac¬ 
countants  have  been  concerned  chiefly 
with  the  business  enterprise  in  which 
investment  transactions  are  usually 
of  the  simplest  kind.  It  is  with  the 
very  commendable  attempts  on  the 
part  of  the  Treasury  Department,  and, 
if  we  may  add,  of  the  courts  as  well,  to 
standardize  present  practice  with  re¬ 
spect  to  investment  costs  that  this 
paper  is  concerned. 

II 

Separate  and  Average  Cost.  If  only  a 
portion  of  a  block  of  stock  is  disposed 
of,  a  corresponding  portion  of  the  cost 
is  allocated  to  the  sale.  Thus,  60  shares 
out  of  100  shares  purchased  at  90  are 
sold  for  95;  the  prorated  cost,  $5,400, 
set  against  the  selling  price  of  $5,700, 
indicates  a  profit  of  $300,  or  $5  per 
share.  In  some  cases,  in  which  the 
remainder  of  the  block  may  be  con¬ 
sidered  as  having  but  little  value  if  any 
when  sold  at  some  future  date,  the 
investor  may  desire  to  credit  the  sales 
price  realized  against  the  cost  of  the 
entire  block.  While  such  a  practice 
might  be  justified  by  good  accounting 
procedure  in  an  individual  instance,  it 
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manifestly  would  be  impossible  for  the 
Treasury  Department  to  devise  a  rule 
which  could  be  applied  equitably  to  all 
cases.  It  would  be  necessary  for  it  to 
draw  the  line  between  securities  having 
unquestionable  future  value  and  those 
having  more  or  less  doubtful  future 
value — an  administrative  latitude  not 
contemplated  under  our  present  tax 
laws. 

A  departure  from  good  accounting 
practice,  as  claimed  by  some  account¬ 
ants,  lies  in  the  Treasury  rule  requiring 
that  each  block  of  stock  be  taken 
separately.  No  average  price  is  per¬ 
missible  under  the  present  tax  regula¬ 
tions.  Since  the  1921  Act  looks  upon 
stocks  held  for  more  than  two  years  as 
“capital  assets”  for  the  purpose  of 
applying  the  1234  per  cent  maximum 
tax,  might  not  such  assets  be  more 
logically  valued  if  their  average  cost 
were  used?  Securities  owned  for  a 
lesser  period  are  presumably  of  a 
speculative  character,  according  to  the 
law,  and  the  profit  from  their  sale  is 
subjected  to  the  full  rates.  It  would 
seem  correct  under  these  circumstances 
that  each  “speculative”  purchase  be 
treated  as  a  unit. 

But,  it  is  claimed,  the  identity  of 
long-held  blocks  of  the  same  stock 
tends  to  become  lost.  It  is  doubtless 
true  that  the  average  investor  thinks 
in  terms  of  his  total  investment  in  any 
particular  class  of  stock  and  the  ratio 
of  the  total  yield  to  that  investment. 
Upon  the  sale  of  100  shares,  should  the 
income  which  he  is  required  to  report 
depend  on  the  selection  of  a  particular 
certificate?  Assume  that  200  shares  of 
X  Corporation  common,  received  in  the 
form  of  two  certificates  of  100  shares 
each,  are  purchased  in  1915  at  85,  and 
that  another  certificate  of  100  shares 
of  the  same  stock  is  acquired  in  1916  at 
100.  The  average  price  is  ($17,000-}- 
$1 0,000)  -r-  300,  or  $90  per  share.  Upon 
the  sale  in  1922  of  100  shares  at  110, 


the  investor,  under  the  existing  rule, 
may  be  expected  invariably  to  choose 
the  certificate  issued  to  him  in  1916, 
unless  he  has  incurred  losses  in  1922 
which  would  make  the  choice  of  any 
one  of  the  certificates  immaterial.  In 
this  latter  case  he  would  dispose  of  one 
of  the  1915  certificates  so  that  the 
smaller  profit  might  be  deferred  until  a 
later  year,  when  other  conversions 
would  result  in  large  gains.  The  choice 
of  a  1915  certificate  would  result  in  a 
taxable  profit  of  $2,500;  while  that  of 
the  1916  certificate  would  result  in  a 
taxable  profit  of  only  $1,000.  The  tax 
in  either  case  is,  of  course,  under  the 
1921  Law,  limited  to  an  amount  not 
greater  than  1234  Per  cent,  and  the 
selection,  therefore,  of  the  1916  certifi¬ 
cate  means  a  possible  saving  in  taxes 
of  $187.50.  If,  however,  averaged  cost 
were  used,  the  profit  would  be  $20  per 
share,  or  a  total  of  $2,000  on  the  100 
shares  sold.  Under  the  present  regula¬ 
tions,  therefore,  the  individual  selling  a 
portion  of  his  investment  stocks  has  it 
within  his  power  to  anticipate  or  post¬ 
pone  possible  taxable  income. 

The  writer  leans  toward  the  theory 
of  averaged  cost  with  reference  to  any 
one  investment  stock  owned  by  an 
individual.  If  3,000  shares  of  the  X 
Corporation  are  outstanding  and  A 
owns  300  shares,  A  is  a  one-tenth 
owner  regardless  of  the  various  costs  of 
different  portions  of  his  stock  holding. 
If  he  disposes  of  one-third  of  his 
interest,  one-third  of  the  cost  of  that 
interest  becomes  a  set-off  against  the 
disposal  price. 

Ill 

Merged  Lots  of  Stock.  The  incon¬ 
sistency  in  the  Department’s  present 
rules  may  best  be  observed  in  cases 
where  it  is  impossible  to  identify  stock 
certificates  with  particular  purchases. 
Under  these  circumstances  sales  are 
regarded  by  the  regulations  as  proceed- 
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ing  from  the  earliest  purchase  or  pur¬ 
chases.  Let  us  suppose  that  A  owns 
three  100-share  certificates  of  stock  in 
the  same  corporation,  which  he  pur¬ 
chased  at  different  times  and  at 
different  prices,  and  that  the  three 
certificates  have  been  exchanged  for 
one  300-share  certificate.  If,  subse¬ 
quently,  he  sells  50  shares,  the  sale 
under  the  present  rule  will  be  allocated 
to  the  first  lot  purchased,  whereas,  as 
a  matter  of  fact,  the  costs  have  been 
merged  into  one  by  the  very  act  of 
transfer. 

Judge  Learned  Hand,  in  Towne  v. 
McElligott,  draws  an  analogy  between 
sales  of  this  kind  and  payments  on 
account  “where  the  law  has  always 
allocated  the  earlier  payments  to  the 
earlier  debts  in  the  absence  of  a  con¬ 
trary  intention.”  True,  but  the  ques¬ 
tion  of  profit  does  not  arise,  and  it  is 
reasonable  to  suppose  that  a  man  pays 
his  oldest  debts  first.  Is  it  as  reasonable 
to  assume  that  a  person  disposes  of  his 
oldest  stockholdings  before  his  later 
purchases?  Would  not  a  nearer  analogy 
be  “cost”  as  construed  in  connection 
with  inventory  valuation?  By  reason 
of  the  impossibility  of  ascertaining  the 
cost  of  lots  in  the  case  of  lumber  manu¬ 
facturers,  the  Treasury  Department  in 
the  past  has  specifically  permitted  the 
use  of  average  costs  and  sanctions  their 
use  by  implication  in  the  following 
quotation  from  the  new  regulations: 

In  any  industry  in  which  the  usual  rules 
for  computation  of  cost  of  production  are 
inapplicable,  costs  may  be  approximated 
upon  such  basis  as  may  be  reasonable  and 
in  conformity  with  established  trade  prac¬ 
tice  in  the  particular  industry. 

Judge  Hand  in  the  same  decision 
states  further: 

The  plaintiff  answers  this  argument  by 
saying  that  .  .  .all  shares  at  any 

time  held  by  a  stockholder  must  be  brought 
into  hotchpot  and  averaged.  .  .  .  The 


law  may,  and  in  fact  does,  recognize  an 
identity  in  every  share.  .  .  .  The  pur¬ 
chase  of  a  number  of  shares  can  be 
earmarked  by  the  certificate  and  it  is  an 
enormous  convenience  to  keep  the  purchase 
separate. 

But  the  law  states  merely  that  in 
determining  the  gain  or  loss  from  the 
sale  of  property  the  basis  “shall  be  the 
cost  of  such  property,”  with  certain 
exceptions  not  relevant  here.  An  indi¬ 
vidual’s  property  in  a  corporation  is  not 
a  series  of  interests  corresponding  to 
the  particular  certificates  he  may  hap¬ 
pen  to  have  on  hand.  His  interest  is 
a  unit — a  fractional  ownership.  Fur¬ 
thermore,  averaged  costs  are  “costs,” 
and  the  law  says  nothing  directly  or 
otherwise  which  would  prevent,  under 
proper  Treasury  regulations,  the  merg¬ 
ing  of  the  identities  of  various  lots  of 
the  same  stock  or  other  form  of  prop¬ 
erty.  “Convenience”  may  have  in¬ 
spired  the  present  regulations  on  the 
subject,  but  does  not  in  itself  justify 
them. 

IV 

Security  Exchanges  Under  Reorganiza¬ 
tion.  Averaging  of  investment  costs 
under  the  1921  Act  is  possible  only  in 
cases  of  security  exchanges  effected 
under  reorganization  agreements  and 
in  cases  of  stock  dividends  and  rights 
received.  Under  the  1918  Act  it  was 
contemplated  that  no  prorating  of 
investment  costs  should  be  made.  The 
receipt  in  reorganizations  of  two  classes 
of  stocks  for  a  single  stock  surrendered 
might  have  resulted  in  a  taxable  profit 
as  measured  by,  whichever  was  lower, 
of  (a)  the  excess  of  the  par  value  of  the 
new  stocks  over  the  par  value  of  the 
old,  or  (b)  the  excess  of  the  combined 
market  values  of  the  new  over  the  cost 
of  the  old.  It  was  the  intention  in  the 
1918  Act  to  tax  stock  dividends  at 
their  fair  value  when  received,  and 
according  to  the  regulations  issued 
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under  both  1918  and  1921  Acts  stock 
rights  were  taxable  in  full  when  sold. 

Much  may  be  said  of  the  present 
rules  affecting  reorganizations,  espe¬ 
cially  those  affecting  the  taxability  of 
the  distribution  of  new  subsidiary 
securities  to  old  stockholders.  It  will 
suffice  here  to  discuss  the  rule  which 
must  be  applied  to  cases  in  which  more 
than  one  form  of  security  is  received  by 
a  stockholder  in  exchange  for  old  shares 
turned  in.  This  rule  is  that  the  cost  of 
the  old  shares  must  be  split  as  between 
the  new  issues  in  such  a  manner  that 
the  proportion  shall  be  the  same  as  that 
existing  between  their  market  values 
at  the  date  of  the  new  issue.  For 
example,  A,  in  a  reorganization  of  the 
M  Company,  receives  100  shares  of 
common  and  a  $1,000  bond  in  exchange 
for  100  shares  of  the  old  stock  which 
cost  him  $5,000.  The  $1,000  bond  has 
a  market  value  when  received  of  $900 
and  the  stock  a  market  value  of  $91  per 
share  or  $9,100  in  all,  so  that  the 
market  value  of  the  bond  is  9/100  and 
that  of  the  stock  91/100  of  the  com¬ 
bined  market  value  of  both  ($10,000); 
hence,  should  there  be  a  subsequent 
sale,  the  cost  attributable  to  the  stock 
will  be  91/100  of  $5000,  or  $4,550  and 
to  the  bond  9/100  of  $5,000,  or  $450. 
This  rule  is  an  excellent  one  and  its 
counterpart  may  be  found  in  the 
method  of  prorating  joint  costs  now 
followed  in  certain  industries. 

Stock  received  as  a  bonus  in  a  pur¬ 
chase  or  exchange  for  other  securities 
is  to  be  valued  at  the  excess  of  the  price 
at  which  the  securities  were  bought 
with  the  bonus  stock  over  the  price  at 
which  they  could  have  been  bought 
without  the  bonus  stock.  If  the  last- 
named  value  cannot  be  ascertained  and 
no  other  equitable  basis  of  prorating 
can  be  devised,  sales  of  the  stock  or 
securities  are  regarded  as  reductions  of 
the  total  cost  until  the  latter  is  ab¬ 
sorbed,  after  which  further  sales  are 


looked  upon  as  taxable  income  in  their 
entirety.  The  latter  rule  applies  also  to 
securities  mentioned  in  the  preceding 
paragraph  if  any  security  received  has 
no  “readily  realizable  market  value.” 

Exchanges  of  stock  of  one  corpora¬ 
tion  for  stock  of  another  corporation 
are  not  taxable  under  the  1921  Act  for 
the  first  time,  providing  the  stock  is 
held  for  investment  purposes.  The  cost 
of  the  old  securities  remains  as  the  cost 
of  the  new,  less  any  cash  received,  or 
plus  any  cash  paid  out  in  the  exchange. 
Thus  A,  owning  100  shares  of  Corpora¬ 
tion  X  common,  which  cost  him  $100 
per  share  in  1915  and  are  now  worth 
120,  takes  his  certificate  to  an  invest¬ 
ment  dealer  and  exchanges  it  for  100 
shares  of  Corporation  Y  Redeemable 
Preferred,  receiving  in  addition  $850  in 
cash,  representing  the  difference  in 
market  price  of  the  respective  securi¬ 
ties  less  selling  commission.  His  invest¬ 
ment  account  is  thereby  reduced  from 
$10,000  to  $9,150,  and  the  transaction 
need  not  be  reported  in  his  tax  return. 
Under  the  terms  of  the  1918  Act  and 
regulations,  this  exchange  would  have 
yielded  a  taxable  profit  of  $12,000  less 
$10,000,  or  $2,000. 

V 

Stock  Dividends.  Practice  with  re¬ 
spect  to  stock  dividends  has  become 
well  settled.  The  cost  of  the  original 
shares  is  prorated  over  the  old  and  the 
new  so  that  each  share  is  of  equal  value. 
This  is,  perhaps,  the  simplest  example 
of  averaged  cost.  Should  the  stock 
received  differ  in  character  from  the 
original  stock,  the  cost  of  the  latter 
must  be  distributed  between  the  two 
classes  on  the  basis  of  the  values  of  each 
class  at  the  time  the  dividend  stock  is 
issued.  For  example,  200  shares  of  X 
Corporation  common  are  purchased  in 
1915  at  85,  or  $17,000  in  all,  and  100 
shares  in  1916  at  100,  or  $110,000  in  all. 
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In  1922,  a  50  per  cent  dividend  in  pre¬ 
ferred  stock  is  received,  one  certificate 
of  100  shares  applying  to  the  first  lot 
and  a  second  certificate  of  50  shares  to 
the  second.  At  the  time  of  issue  ( i.e ., 
immediately  following  the  issue)  the 
common  stock  has  a  value  of  75  and  the 
preferred  a  value  of  90,  or  a  total 
value  at  market  of  $22,500  and  $13,500 
respectively,  making  the  combined 
value  of  the  two  $36,000.  Three-eighths 
(135/360)  of  $17,000,  the  original  cost 
of  the  first  lot,  or  $16,375,  is  in  this  way 
assigned  to  the  first  100  shares  of  pre¬ 
ferred  received,  giving  a  cost  value,  for 
purposes  of  computing  profits  in  sub¬ 
sequent  sales,  of  $63.75  per  share. 
Following  the  same  method,  the  cost  of 
each  share  of  preferred  in  the  second 
lot  becomes  $75. 

But  what  if  the  original  lots,  pur¬ 
chased  in  1915  and  1916,  lose  their 
identities?  What  if  the  dividend  stock 
is  received  in  the  form  of  a  single 
certificate  and  cannot  be  identified 
with  particular  lots  previously  pur¬ 
chased?  In  these  cases,  sales  of  divi¬ 
dend  stocks  are  assignable  to  the 
earliest  purchases,  the  procedure  cor¬ 
responding  to  that  enunciated  in 
Towne  v.  McElligott. 

A  new  rule  appeared  in  the  1921  Law 
designed  to  prevent  the  repurchase  of 
stock  following  the  payment  of  a  stock 
dividend.  The  effect  of  such  a  practice, 
made  possible  by  the  loophole  in  the 
1918  Law,  was,  of  course,  the  payment 
of  a  cash  dividend,  the  issue  and  sub¬ 
sequent  redemption  of  stock  being  a 
subterfuge  by  which  the  stockholder 
might  avoid  payment  of  surtaxes. 

VI 

Property  and  Cash  Dividends.  Prop¬ 
erty  dividends  are  taxable  on  the  basis 
of  the  fair  value  of  the  property  re¬ 
ceived.  U.  S.  v.  Phellis  has  distin¬ 
guished,  for  tax  purposes,  between 


stock  and  property  dividends.  Accord¬ 
ing  to  that  decision,  stock  of  a  sub¬ 
sidiary  or  other  corporation,  no  matter 
how  close  a  relationship  may  exist, 
when  paid  to  stockholders  direct  or 
through  the  related  company  is  re¬ 
garded  as  a  taxable  dividend  in  the 
hands  of  the  recipient  to  the  extent  of 
its  fair  value. 

Property  and  cash  dividends  have 
no  effect  on  stock  costs  unless  they  are 
liquidating  dividends  or  dividends  paid 
from  surplus  accumulated  or  accrued 
before  March  1,  1913.  Liquidating 
dividends,  under  the  1918  Act  and 
regulations,  were  looked  upon  as  re¬ 
ductions  of  the  original  cost  of  the 
stock.  The  1921  Act,  however,  regards 
a  liquidating  dividend  as  a  reduction  of 
the  stock  cost  only  to  the  extent  that  it 
is  not  paid  from  earned  surplus;  and 
earned  surplus  must  be  absorbed  first 
even  though  the  directors  may  declare 
to  the  contrary.  If  a  dividend  is  de¬ 
clared  from  surplus  accumulated  or 
accrued  prior  to  March  1,  1913  (the 
effective  date  of  the  sixteenth  amend¬ 
ment),  the  resulting  payment  is  not 
only  tax-free  but  need  not,  for  tax 
purposes,  be  considered  in  computing 
the  profit  when  the  stock  is  sold.  Any 
loss  on  the  stock,  however,  claimed  as 
a  deduction  must  be  reduced  by  the 
total  amount  of  tax-free  dividends 
received.  As  in  the  case  of  the  liquidat¬ 
ing  dividends,  surplus  earned  since 
March  1,  1913,  must  first  have  been 
exhausted  before  a  dividend  from  ac¬ 
cumulations  prior  to  March  1,  1913, 
may  be  paid  out.  This  rule  concerning 
earnings  prior  to  March  1,  1913,  was 
inserted  in  the  new  law  by  Congress 
after  the  Supreme  Court  had  declared 
in  Lynch  v.  Hornby  that  there  was 
nothing  in  the  1913  Act  which  pro¬ 
hibited  the  taxation  of  such  dividends. 
The  Solicitor  of  Internal  Revenue 
had  ruled  similarly  with  respect  to  the 
1918  Act. 
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VII 

Sale  of  Stock  Rights.  Stock  rights  are 
closely  related  to  stock  dividends.  They 
are  certificates  entitling  the  investor  to 
subscribe  for  a  new  issue  of  stock  at 
preferential  rates.  They  offer  him,  on 
condition  that  he  meet  the  subscription 
requirements,  a  continuance  of  the 
same  proportionate  equity  in  the  enter¬ 
prise.  If  he  desires  to  make  no  further 
investment,  he  may  dispose  of  them 
just  as  he  may  dispose  of  a  stock 
dividend.  In  a  sale  of  a  stock  dividend 
or  of  stock  rights  the  general  result  is 
the  same:  The  stockholder  has  sold  a 
portion  of  his  interest  in  the  corpora¬ 
tion,  and  if  it  be  logical  to  distribute 
the  original  cost  of  the  stock  between 
the  old  shares  and  the  stock  dividend 
received,  it  should  be  just  as  logical  to 
assign  a  portion  of  the  original  cost  to 
the  stock  rights. 

For  example,  B  owns  100  shares  of 
X  Corporation  stock  purchased  in  1918 
at  120;  in  1922  he  receives  the  right  to 
subscribe  for  100  additional  shares  at 
100.  He  sells  the  right  to  C  for  $3,000 
($30  per  share  right).  As  the  regula¬ 
tions  (Article  39)  formerly  read,  the 
entire  $3,000  was  taxable  income.  They 
have,  however,  been  amended,  (T.  D. 
3403)  in  accordance  with  Miles  v.  Safe 
Deposit  and  Trust  Company.  This 
decision  contains  a  ruling  of  the 
Supreme  Court  on  the  subject  with 
which  it  is  believed  most  accountants 
will  be  in  accord.  The  principle  of 
averaged  cost  is  followed  as  in  the  case 
of  a  stock  dividend.  If  100  shares  cost 
120  in  1918  and  another  100  shares  will 
cost  100  in  1922  (by  virtue  of  exercising 
the  right),  it  is  evident  that  the  average 
cost  of  each  share,  old  and  new,  will  be 
110.  The  averaging  process  is  here 
necessary  because  the  equity  of  the 
stockholder  (in  terms  of  fractional 
ownership)  is  reduced  by  the  sale  of  his 
stock  rights.  If  we  compare  the  actual 


cost  of  each  old  share  ($120)  with  the 
new  averaged  cost  ($110),  it  follows 
that  the  difference  of  $10  represents  the 
cost  of  each  share  right  disposed  of.  In 
this  instance  the  cost  of  the  rights  sold 
becomes  $1,000,  making  necessary  the 
reporting  of  but  $2,000  as  taxable 
profit.  The  investment  account  will,  of 
course,  be  reduced  by  $1,000,  so  that 
the  cost  basis  in  case  any  of  the 
original  shares  are  subsequently  sold 
will  be  $110  per  share. 

VIII 

Treasury  Regulation.  What  happens 
if  B  originally  purchased  his  stock  at 
90  instead  of  120?  The  average  of  old 
and  new  shares  would  then  be  95,  and, 
following  the  same  theory,  his  profit  per 
share  right  sold  would  be  $30— ($90  — 
$95)  or  $35,  a  figure  which  is  more  than 
the  disposal  price.  The  Treasury  De¬ 
partment  has  ruled,  however,  that 
where  the  old  stock  has  been  purchased 
originally  at  a  price  equal  to  or  less 
than  the  price  at  which  the  new  stock 
is  to  be  offered  to  old  stockholders,  the 
selling  price  of  the  stock  rights  will  be 
entirely  income. 

If  the  stock  were  purchased  origi¬ 
nally  for  $180  per  share,  a  loss  would 
result  from  the  disposal  of  a  stock  right 
under  the  conditions  described  above. 
This  loss  would  be  ($180+ $100)  -j-  2, 
less  $100,  less  $30,  or  $10  per  share,  and 
the  investment  account,  being  credited 
with  both  the  loss  and  the  selling  price 
per  share  right,  would  be  reduced  to 
$140,  a  point  midway  between  the  old 
and  the  new  costs. 

From  the  viewpoint  of  the  individual 
investor,  the  cost  of  a  stock  right  may 
be  reduced  to  an  easily  remembered 
formula.1  If  v  is  the  cost  of  each  share 
right  ( i.e .,  the  right  to  one  share  of 

1  The  form  follows  that  of  Dewing  and  other  writers 
which  is  used  in  ascertaining  the  theoretical  market 
price  of  stock  rights.  See  Dewing,  “  Financial  Policy  of 
Corporations,”  vol.  4,  p.  210,  and  Administration,  July 
1922,  page  56. 
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Figure  1.  Form  of  Sheet  or  Card  for  Record ing  Each  Lot  of  Securities  Purchased 
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new  stock),  c  the  cost  per  share  of  the 
old  stock,  s  the  subscription  price  per 
share  of  the  new  stock,  and  r  the 
number  of  shares  carrying  the  right  to 
one  new  share,  , 


Only  positive  results  are  to  be 
considered. 

As  an  aid  in  the  accounting  for  in¬ 
vestment  costs  and  profits  in  accord¬ 
ance  with  present  requirements  the  ac¬ 
companying  form,  Figure  1,  may  prove 
suggestive.  A  separate  sheet  or  card 
similar  to  the  illustration  should  be 
prepared  for  each  lot  or  block.  This 
means  that  in  place  of  keeping  all  of 
“X  Corporation  Common”  in  a  single 
account,  as  many  accounts  should  be 
provided  as  there  are  lots  of  different 
costs  of  acquisition.  Stock  dividends 
together  with  stock  purchased  through 
the  exercise  of  stock  rights  may  remain 
in  the  same  account. 

IX 

Substitute  Values.  Thus  far  cost  has 
been  assumed  as  the  basic  value  on 
which  gains  or  losses  are  to  be  com¬ 
puted.  As  every  stockholder  knows, 
however,  there  are,  under  certain  cir¬ 
cumstances,  substitute  values  for  cost 
which  must  be  applied  as  the  occasion 
requires.  These  substitute  values  and 
their  application  may  be  described 
briefly  as  follows: 

1.  March  1,  1913,  value  takes  the  place 
of  cost  in  the  various  cases  which  have  been 
described  (a)  where  the  stock  was  acquired 
before  that  date  and  (b)  where  March  1, 
1913,  value  stands  between  cost  (or  acquisi¬ 
tion  value)  and  selling  price.  If  selling 
price  stands  between  cost  and  March  1, 
1913,  value,  neither  taxable  profit  nor 
deductible  loss  results.  A  helpful  short  rule 
indicating  the  taxable  profit  or  deductible 
loss  arising  where  March  1,11913,  values 
are  concerned,  may  be  stated  as  follows: 


Ascertain  cost,  March  1,  1913,  value,  and 
selling  price;  apply  against  selling  price 
that  one  of  the  three  figures  mentioned 
which  stands  between  the  other  two.  The 
result  is  the  taxable  profit  or  deductible 
loss,  if  any. 

2.  “Wash  sales,”  i.e.,  purchases  of 
similar  stock  within  30  days  before  or  after 
a  stock  sale,  affect  security  costs  to  the 
extent  of  denying  to  the  investor  possible 
losses  which  may  result  from  the  sale.  The 
losses  should  be  carried  forward  in  memo¬ 
randum  accounts  or  added  to  the  cost  of 
the  replaced  stock  so  that  when  the  new 
stock  is  sold,  not  under  the  same  conditions, 
the  combined  cost  and  loss  on  the  first  sale 
may  be  set  off  against  the  selling  price. 

3.  Stock  or  other  property  acquired  by 
gift  after  December  31, 1920,  is  to  be  valued 
in  the  hands  of  the  donee  at  cost  to  the 
donor.  If  acquired  by  gift  prior  to  January 
1,  1921,  or  by  inheritance  before  or  after 
that  date,  “cost”  to  the  recipient  is 
measured  by  the  fair  value  at  the  time  of 
receipt. 

4.  No  loss  in  stock  values  may  be  claimed 
until  the  stock  is  disposed  of,  or  is  proved 
worthless  through  bankruptcy  proceedings 
or  otherwise. 

X 

Summary  of  Treasury  Rulings.  It 
may  be  said  in  conclusion  that  the  pres¬ 
ent  law,  regulations,  and  rulings  affect¬ 
ing  values  of  stock  held  by  individual 
investors  are  based  on  the  following 
assumptions  concerning  the  perma¬ 
nency  of  which  only  the  future  can 
speak  with  authority : 

1 .  The  profit  from  a  sale  is  to  be  accounted 
for  in  the  year  in  which  the  sale  occurs, 
despite  the  fact  that,  as  in  the  case  of  listed 
stock,  the  accretions  in  value  might  equit¬ 
ably  be  distributed  over  a  period  of  years. 

2.  Each  purchase  or  acquisition  is  to  be 
regarded  separately  and  cannot  be  merged 
with  any  other  purchase  or  acquisition. 

3.  Exchanges  arising  out  of  reorganiza¬ 
tions,  exchanges  or  barters  of  stock  between 
owners,  changes  in  share  equities  caused  by 
the  issuance  of  stock  dividends  and  rights — 
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all  these  are  paper  or  uncompleted  transac¬ 
tions  resulting  in  no  immediate  income 
which  can  be  taxed. 

4.  Exchanges  of  dissimilar  property,  i.e., 
bonds  for  stock,  or  stock  for  land,  are 
completed  transactions  or  realizations  of 
values,  even  though  evidenced  by  “paper,” 
on  which  a  tax  may  properly  be  levied.  A 
distinction  as  between  the  third  and  fourth 
assumptions  may  also  be  inferred  from  the 
fact  that  conversions  under  the  former  are 
likely  to  be  involuntary  or  are  made  to 
protect  the  investor’s  interests,  while  ex¬ 
changes  falling  under  the  fourth  assumption 
are  almost  always  voluntary.2 

5.  Non-taxable  exchanges  may  lead  to 
the  distribution  of  original  cost  over  two 
or  more  classes  of  securities  received,  on  the 
basis  of  their  present  values. 

6.  Liquidating  dividends  are  to  be  dis¬ 
tributed  as  between  capital  and  income  in 

1  Compare  with  the  non-taxability  of  a  “distribution 
in  kind”  of  a  liquidating  partnership. 


accordance  with  the  record  that  should  be 
made  on  the  books  of  the  corporation. 

Other  assumptions  follow  along  the 
lines  of  more  or  less  Well-defined  and 
established  principles  of  finance  and 
accounting.  Future  differences,  and  at 
the  same  time  future  advances,  will  be 
concerned  largely  with  the  relatively 
new  concept  of  the  “uncompleted” 
transaction;  that  is,  with  cases  in 
which  ownership  or  equities  change 
without  an  accompanying  realization 
in  cash.  But  progress  so  far  has,  per¬ 
haps,  been  sufficiently  rapid  and  is,  to 
a  considerable  extent,  gratifying  to 
those  who  have  grappled  with  the 
problem  of  finance  as  concerns  the 
individual  investor  and  who  have 
attempted  to  ameliorate  the  conditions 
surrounding  his  investment  accounts. 


EDITORIAL  REVIEW 


THE  ECONOMISTS  AND  THE 
ENGINEERS 

IN  the  December  number  of  Admin¬ 
istration  a  brief  editorial  pointed  out 
the  close  relation  existing  between 
economics  and  business — that  there  is 
“no  business  or  business  man  to  whose 
work  this  vital  science  is  not  related  in 
some  way.”  December  6,  this  inter¬ 
relation  of  economics  and  business 
found  important  formal  and  public  rec¬ 
ognition  in  the  joint  meeting  of  the 
American  Economic  Association  and 
the  American  Society  of  Mechanical 
Engineers. 

At  this  meeting  the  two  national  as¬ 
sociations  of  economists  and  engineers 
met  for  the  first  time  on  the  same  plat¬ 
form,  rubbed  elbows,  and  discovered 
that  their  respective  lines  of  effort  were 
vitally  interwoven. 

In  any  event,  this  first  meeting  can 
but  be  productive  of  much  good,  for  it 
showed  plainly  to  both  economists  and 
engineers  what  each  has  to  offer  the 
other.  Each  has  been  studying  the 
problems  of  business  and  production, 
but  they  have  been  working  apart  and 
with  dissimilar  methods.  Economists 
have  failed  to  supplement  their  quali¬ 
tative  work  with  the  quantitative  meth¬ 
ods  which  engineers  have  brought  to 
so  high  a  state  of  perfection.  Engi¬ 
neers,  on  the  other  hand,  absorbed  in 
their  physical  problems,  have  failed  to 
take  cognizance  of  the  economic  envi¬ 
ronment  in  which  they  move. 

As  a  matter  of  fact,  every  practical 
industrial  problem  requires  both  points 
of  view  for  adequate  solution.  Every 
engineer  must  be  more  or  less  of  a  prac¬ 
tical  economist,  and  every  economist 
must  recognize  production  as  involving 
skilled  engineering. 

The  desirability  of  this  closer  co¬ 


operation — of  “team  work”  between 
economists  and  engineers — was  stressed 
in  the  joint  meeting  of  the  two  associ¬ 
ations.  In  a  friendly  spirit  it  was  sug¬ 
gested  by  the  engineers  that  economics 
has  been  too  much  developed  as  a  cul¬ 
tural  subject  confined  within  college 
walls.  On  the  other  hand,  it  was 
pointed  out  by  the  economists  that  en¬ 
gineering  has  failed  fully  to  compre¬ 
hend  and  utilize  the  great  economic 
principles.  These  criticisms,  however, 
were  tempered  with  the  thought  that 
economics  can  be  made  an  intensely 
“  human  and  humane  science  ”  and  that 
its  application  to  engineering  enter¬ 
prises  and  business  ventures  will  bring 
major  advantages.  Also  that  through 
engineering,  economic  laws  can  be  given 
quantitative  interpretation  in  the  great 
problems  of  production. 

This  meeting  should  mark  the  begin¬ 
ning  of  an  epoch  for  both  engineers  and 
economists.  The  latter  have  been  giv¬ 
ing  intensive  study  to  such  great  ques¬ 
tions  as  the  stabilization  of  our  mone¬ 
tary  standards,  control  of  the  business 
cycle,  and  the  organization  of  produc¬ 
tion  in  units  of  a  size  to  yield  maximum 
efficiency  while  safeguarding  the  com¬ 
munity  against  high  prices.  To  the 
consideration  of  all  of  these  problems 
the  engineer  is  qualified  to  make  an  es¬ 
sential  constructive  contribution.  As 
stated  by  Dr.  Mitchell  in  his  opening 
address : 

Engineers  no  doubt  can  and  will  con¬ 
tribute  greatly  to  the  solution  of  economic 
problems,  to  which  they  bring  a  special 
type  of  training  which  should  enable  them 
to  see  many  things  wanting  or  awry  in  the 
economist’s  conceptions.  By  constructive 
criticism  they  may  make  the  economist’s 
contribution  more  effective  and  in  working 
with  economists  they  may  learn  some 
things  of  advantage  to  themselves. 
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THE  POINTS  OF  CONTACT 

AN  excellent  paper  was  read  before 
il  the  recent  joint  meeting  of  econo¬ 
mists  and  engineers  by  Ernest  F. 
DuBrul,  General  Manager  of  the 
National  Machine  Tool  Builders’  As¬ 
sociation.  In  this  paper,  entitled 
“Making  Goods  and  Making  Money,” 
attention  is  called  to  the  “points  of 
contact”  between  business  and  eco¬ 
nomics.  Along  this  line  it  says: 

In  puzzling  out  reasons  for  the  lack  of 
contact  between  business  and  economics, 
I  have  concluded  that  it  is  because,  in  sales 
terms,  business  has  not  been  sold  on  eco¬ 
nomics.  To  the  suggestion  that  economic 
science  should  be  “sold”  to  business,  an 
economist  of  the  academic  type  gave  me  the 
shocked  response:  “Why,  that  would 
commercialize  the  science  and  destroy  its 
cultural  value  in  our  course.”  To  my  un¬ 
academic  mind,  economics,  like  engineering, 
is  essentially  commercial.  I  think  it  could 
be  made  decidedly  more  cultural  than  it  is 
now  if  more  teachers  taught  it  as  a  science 
of  living  beings,  instead  of  as  though  it 
concerned  an  economic  specimen  preserved 
in  academic  embalming  fluid.  Far  from 
shrinking  at  the  fling  of  commercialism,  I 
am  for  selling  economics  to  the  business 
world,  as  we  have  sold  chemistry,  physics, 
mathematics,  geology,  and  other  organized 
divisions  of  human  knowledge. 

Commenting  on  the  economic  theory 
of  supply  and  demand  and  the  deduc¬ 
tion  therefrom  that  price  fluctuations 
are  due  solely  to  the  operations  of  this 
law,  he  says : 

Every  business  man  knows  that  fabri¬ 
cation  is  not  difficult,  but  sale  at  a  profit 
is  difficult.  It  is  not  impossible  to  start  a 
new  automobile  factory  and  make  a  better 
car  at  a  lower  cost  than  the  flivver,  be¬ 
cause  the  limit  of  invention  is  not  yet  in 
sight,  and  Mr.  Ford  is  still  a  human  being, 
in  spite  of  all  attempts  to  deify  him.  Sup¬ 
pose  such  a  factory  were  started,  and  its 
owner,  counting  on  the  automatic  oper¬ 
ation  of  the  law  of  supply  and  demand, 
were  to  make  a  lower  price  than  Ford’s 


and  just  wait  for  customers.  Would  he 
find  Emerson  right,  that  clamorous  buyers 
would  beat  a  path  to  his  door,  elbowing 
each  other  out  of  line  to  secure  one  of  the 
new  cars?  Personally  I  would  bet  on  the 
Ford  sales  organization  putting  more 
flivvers  on  the  road,  at  a  higher  price. 

Again  he  holds  the  economist  to  ac¬ 
count  for  sticking  to  theory  when  the 
facts  contradict. 

England’s  leading  economist,  Alfred 
Marshall,  seems  to  think  that  only  in  the 
case  of  a  coffin-maker  working  for  a  local 
poorhouse  would  it  be  impossible  to  stimu¬ 
late  demand  by  lowering  prices,  and  that 
with  this  limited  exception  the  law  as 
formulated  by  him  is  universally  true.  Yet 
manufacturers  of  producer  goods,  like  in¬ 
dustrial  machinery  of  all  kinds,  whose 
yearly  product  amounts  to  hundreds  of 
millions  of  dollars,  are  precisely  in  the  same 
boat  with  this  coffin-maker,  and  unless 
they  manage  their  business  craft  according 
to  actual  facts  and  not  by  generalized 
errors,  they  are  sure  to  lose  their  ven¬ 
tures.  The  whole  mechanical  engineering 
profession  is  largely  affected  by  this  little- 
considered  but  very  important  character¬ 
istic  of  inelasticity  of  demand  for  some 
goods. 

The  discussions  of  the  joint  meeting 
of  economists  and  engineers  has  served 
to  emphasize  the  fact  that  economics 
and  practical  business  should  be  yoked 
closely  and  that  this  would  be  for  the 
benefit  of  both.  There  are  many  things 
wherein  business  errs  from  lack  of  a 
practical  knowledge  of  economic  prin¬ 
ciple  and  if  any  economic  teachings  are 
fallacious,  nothing  will  evolve  the  truth 
as  quickly  as  their  attempted  use  in 
the  actualities  of  business. 

THE  PROBLEM  OF  TAXATION 

HE  most  difficult  problem  facing 
our  legislators  is  how  to  raise  the 
money  necessary  for  the  conduct  of 
governmental  activities.  The  man  in 
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the  street  objects  to  most  of  the 
present  forms  of  taxation,  but  can 
suggest  nothing  better.  The  politician 
practically  works  it  out  on  the  basis 
of  that  French  prime  minister,  who 
averred  that  the  basic  art  of  taxation 
was,  like  picking  geese,  “to  get  the 
most  feathers  with  the  least  squawk¬ 
ing.”  Even  this  last  ideal  is  not  al¬ 
ways  held  to  in  these  days. 

We  have  many  taxes  to  pay — we 
rarely  reckon  up  the  sum  total. 
Direct  taxes  are  in  two  principal  forms : 
(1)  taxes  on  capital  and  (2)  taxes  on 
income.  We  pay  most  state  and  county 
and  city  taxation  by  a  roughly  laid 
tax  on  real  and  personal  property. 
This  is  tolerable  in  most  cases  because 
the  assessments  on  which  it  is  based 
are  far  below  the  real  value  of  the 
property  or  because  only  obvious 
personal  property  is  taxed,  the  greater 
portion  escaping  taxation.  All  of  this 
is  a  tax  on  capital.  Such  taxes  com¬ 
monly  range  from  two  to  four  per 
cent  and  if  they  were  levied  on  actual 
values  and  on  all  personal  property  it 
is  obvious  that  the  total  would  equal  a 
tax  of  from  30  to  60  per  cent  of  the 
income  derived  from  the  property 
taxed. 

We  are  tolerably  familiar  with  the 
state  and  national  income  taxes,  which 
are  probably  with  us  permanently. 
The  aggregate  is  large.  In  many  cases 
the  same  income  is  taxed  twice,  being 
paid  once  by  the  corporation  that 
earned  it,  and  the  second  time  by  the 
stockholder  who  receives  it. 

Inheritance  taxes  likewise  are  taxes 
on  capital  and  are  now  levied  by  both 
national  and  state  governments.  Large 
governmental  revenues  are  derived 
from  this  source,  which  should  dimin¬ 
ish  the  capital  and  income  taxes,  but 
have  not  had  that  effect. 

In  some  localities  a  license  or  excise 
tax  is  levied  on  everyone  who  follows 
a  definite  calling,  such  as  banking, 


manufacturing,  merchandising,  truck¬ 
ing  and  the  like.  This  is  one  of  the 
most  objectionable  forms  of  taxation, 
in  that  it  penalizes  industry.  In  more 
enlightened  communities  such  taxes 
are  only  imposed  on  callings  that  in¬ 
volve  some  element  of  privilege  or 
monopoly  or  the  exercise  of  which 
requires  some  special  supervision  or 
police  control — such  as  circuses,  the¬ 
aters,  taxicabs,  motor  busses,  street 
venders  and  the  like. 

Special  licenses  that  are  in  the  nature 
of  a  tax  are  generally  imposed  on 
autoists  and  owners  of  cars.  Fees  are 
charged  for  the  exercise  of  public 
registry,  as  in  the  record  of  real  estate 
titles.  Incorporation  is  heavily  taxed 
in  most  states.  There  are  many  other 
cases  in  which  fees  and  charges  that  are 
practically  taxes  are  imposed. 

Then  there  are  stamp  taxes  that 
yield  large  income  to  the  state  and 
national  governments,  and  also  the 
tariff,  an  impost  that  is  sometimes 
paid  to  the  government  as  duties  on 
imports  and  in  other  cases  prevents 
the  imports,  in  which  case  the  govern¬ 
ment  gets  nothing  and  the  citizen 
pays  an  extra  price  to  the  man  who 
makes  the  protected  goods.  Pennsyl¬ 
vania  has  imposed  an  export  duty  on 
coal  so  that  each  consumer  pays  that 
much  more  to  help  pay  the  expense  of 
the  Pennsylvania  state  government. 

*  He  * 

In  1921  our  taxes  as  a  whole 
amounted  to  more  than  one-sixth  of 
our  national  income — a  dangerously 
large  proportion.  As  to  the  effect  of 
too  heavy  taxation,  it  is  said  that  at 
this  time  Germany’s  bankers  are 
financing  business  from  locations  in 
other  countries  to  escape  the  unbear¬ 
able  burden  of  taxation  within  Ger¬ 
many.  They  are  selling  Germany’s 
manufactures  abroad  and  sending  into 
Germany  only  enough  to  pay  for  cheap 
labor  and  maintenance  of  plant.  There 
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is  a  point  beyond  which  it  is  not  safe 
to  tax  business. 

The  immediate  and  most  effective 
remedy  for  the  steady  increase  in 
taxes  is  to  secure  the  adoption  of  a 
strict  budget  system  in  both  national 
and  state  governments.  It  is  desirable 
that  every  private  business  use  the 
budget  system.  It  is  yet  more  neces¬ 
sary  that  governmental  activities  in¬ 
volving  expenditures  should  be  care¬ 
fully  scrutinized  and  that  before  being 
authorized  each  proposed  disburse¬ 
ment  of  taxes  be  weighed  impartially. 

The  further  remedy  would  be  to 
secure  more  capable  and  businesslike 
men  to  supervise  the  vast  array  of 
activities  now  conducted  by  govern¬ 
ment.  Few  of  these  can  be  given  up — 
certainly  not  the  scientific  and  social 
services  of  the  federal  government — 
all  governmental  functions  can  be 
administered  so  as  to  cost  less  or  to 
yield  greater  returns  from  the  amount 
expended.  As  it  is,  millions  go  in 
preventable  waste,  or  in  positive  fraud, 
or  are  dissipated  by  gross  inefficiency. 
*  *  * 

Finally,  it  should  be  ever  borne  in 
mind  that  another  great  war  would, 
whatever  its  outcome,  mean  over¬ 
whelming  financial  disaster  for  our 
country.  It  would  mean  that  not  only 
would  our  young  men  be  drafted  but 
our  wealth  would  be  conscripted  by 
a  capital  tax.  It  is  not  possible  to 
exaggerate  the  complete  involvement 
of  our  whole  citizenship  and  all  they 
own  if  the  great  nations  of  the  world 
should  once  more  meet  in  a  death 
grapple.  Our  best  intellect  should  be 
employed  in  devising  means  to  prevent 
such  a  catastrophe.  The  world  is  now 
too  small  for  this  country  to  escape 
being  dragged  into  the  next  great 


war  if  it  comes.  Our  policy  of  isolation 
is  hopeless.  Prevention  of  war  is  our 
weightiest  interest  at  this  time.  Noth¬ 
ing  else  compares  with  it  in  import. 

That  this  is  no  flight  of  fancy  is 
shown  by  the  fact  that  in  Great 
Britain  the  Labor  Party  has  seriously 
proposed  a  capital  tax  levy  to  reduce 
the  appalling  sum  of  national  in¬ 
debtedness,  and  in  Switzerland  within 
the  last  few  weeks,  a  referendum  has 
been  taken,  in  time  of  peace  and  with 
no  extraordinary  disbursements  to  care 
for,  to  decide  whether  or  not  a  capital 
tax  should  be  levied.  The  proposition 
was  overwhelmingly  defeated,  but  it 
shows  the  direction  that  men’s  thoughts 
are  taking,  and  if  our  country  becomes 
involved  in  war  again  and  the  pressure 
for  funds  becomes  severe,  there  is  no 
reason  to  doubt  but  that  the  same 
class  of  legislators  which  now  demands 
a  soldiers’  bonus,  would  then  demand 
a  levy  on  capital. 

Speaking  of  the  last  war  and  our 
present  heritage  of  national  indebted¬ 
ness  and  consequent  heavy  taxation,  a 
recent  issue  of  The  New  Republic 1  says: 

What  the  case  demanded  was  the  con¬ 
scription  of  wealth  as  well  as  man  power. 
We  should  have  distributed  the  expenses 
of  the  war  among  the  property-holders  on 
a  stiffly  graduated  scale.  The  nation  would 
then  have  had  no  war  debt,  and  the  collec¬ 
tive  property  owners  would  by  this  time 
have  made  great  strides  toward  disburden¬ 
ing  themselves,  through  savings  or  liquida¬ 
tion,  of  the  charges  assessed  upon  them. 
There  would  have  been  no  problem  of 
evasion  once  the  distribution  had  been 
made,  since  nothing  but  a  bona  fide  bank¬ 
ruptcy  could  afford  an  avenue  of  escape 
from  the  levy.  Next  time — if  there  must  be 
a  next  time — we  shall  assess  the  war  costs 
directly  upon  the  men  who  have  property. 

•December  20,  1922. 
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The  Management  of  the  Sales  Or¬ 
ganization.  By  Frederick  A.  Russell, 
Associate  Professor  of  Business  Organiza¬ 
tion  and  Operation,  College  of  Commerce 
and  Business  Administration,  University 
of  Illinois,  vii,  277  pages.  McGraiv-Hill 
Publishing  Company. 

Reviewed  by  Wesley  A.  Stanger  * 

Professor  Russell  has  condensed  in 
his  pages  a  great  deal  of  valuable  in¬ 
formation  for  the  sales  executive.  His 
preface  states  plainly  that  the  work  is 
intended  as  a  textbook,  and  not  offered 
as  a  complete  treatise  on  sales  manage¬ 
ment  or  sales  administration.  While 
the  book  no  doubt  has  great  value  as  a 
textbook,  it  also  has  a  great  deal  of 
value  for  the  sales  executive.  The 
points  that  the  author  has  covered  in¬ 
dicate  a  considerable  amount  of  re¬ 
search  and  study.  He  has  handled  the 
subject  in  a  very  practical  way  and  has 
illuminated  his  theoretical  statements 
with  practical  examples  showing  how 
these  theories  are  applied  in  solving 
the  problems  of  salesmanship. 

In  his  introductory  chapter  he  goes 
into  the  matter  of  “Credit,”  as  related 
to  the  sales  department,  and  although 
his  remarks  on  this  subject  cover  less 
than  four  pages  he  has  covered  a  great 
deal  of  matter  in  this  space,  a  subject 
which  is  now  receiving  a  great  deal  of 
attention  from  sales  executives  gener¬ 
ally.  Nowhere  in  the  entire  work  has 
he  attempted  to  solve  any  mooted  prob¬ 
lems  of  sales  management,  but  he  has 
given  very  helpful  suggestions,  based 
on  research,  which  will  without  a  doubt 
be  of  great  assistance  to  sales  managers 
generally. 

♦Manager  of  the  Sales  Promotion  Department, 
Royal  Typewriter  Company,  Inc.,  New  York  City. 


He  has  handled  an  absorbing  subject 
in  an  interesting  way.  He  has  set  down 
facts  as  they  appear  and  has  furnished 
the  basis  for  thought  for  both  sales¬ 
men  and  sales  executives.  The  book  is 
refreshing  in  the  fact  that  it  does  not 
attempt  to  impose  the  personal  ideas 
or  plans  of  any  individual  on  the 
readers.  He  leaves  the  subject  where 
he  found  it,  and  in  writing  the  book 
has  added  something  that  is  dis¬ 
tinctly  worth  while  in  the  field  of 
sales  literature — something  that  will  be 
helpful  to  the  practical  man. 

Some  of  the  old-time  sales  mana¬ 
gers  reading  this  work  may  justly  re¬ 
mark  that  it  contains  nothing  new,  and 
therein  lies  its  virtue.  He  has  taken  a 
great  many  details  and  shed  light  on 
them  in  a  helpful  way  for  the  old-time  as 
well  as  the  present-day  sales  managers. 
He  has  protected  himself  in  his  preface 
by  saying:  “The  discussion  of  some  of 
the  problems  may  offer  suggestions 
worth  trial.  The  theory  set  forth  is  for 
the  most  part  true,  founded  facts 
supplied  by  successful  concerns.”  In 
those  cases  where  a  difference  of 
opinion  exists  regarding  the  policy,  it 
has  been  the  policy  of  the  writer  to 
show  all  sides  of  the  question,  leaving 
the  decision  as  to  which  is  the  best  of 
the  various  courses  presented  entirely 
to  the  reader’s  own  good  judgment. 

Throughout  the  work  Professor  Rus¬ 
sell  proceeds  on  the  theory  that  every 
salesman  is  a  potential  sales  manager, 
and  in  this  way  has  made  an  appeal 
to  everyone  engaged  in  or  interested  in 
selling.  The  book  will  be  worth  what 
it  costs  to  anybody  with  ambition  who 
is  engaged  in  the  actual  selling  of  goods 
no  matter  what  these  may  be. 
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The  Problem  of  Proof.  By  Albert  S. 
Osborn,  author  of  “ Questioned  Docu¬ 
ments.”  xxi,  54-8  pages.  Matthew 
Bender  and  Company. 

Reviewed  by  Thomas  Conyngton* 

This  book  is  by  Albert  S.  Osborn, 
the  well-known  expert  in  all  matters 
relating  to  disputed  written  evidence. 
It  is  primarily  of  interest  to  trial  law¬ 
yers,  and  especially  to  those  who  are 
interested  in  cases  where  the  issue  de¬ 
pends  on  written  evidence.  Others, 
who  would  find  this  work  of  interest 
and  advantage,  are  all  who  are  called 
upon  to  give  expert  testimony  in 
court.  Mr.  Osborn  would  distinguish 
between  the  ability  to  give  an  “opin¬ 
ion”  and  the  ability  to  give  compre¬ 
hensible  “reasons  for  opinion”  that 
will  be  convincing  to  the  man  who  is 
not  an  expert.  The  expert  should  be  a 
man  who  can  both  see  and  reason  on 
his  subject  in  such  wise  that  it  will 
appeal  “not  to  the  credulity,  but  to 
the  intelligence  of  the  hearer.”  Every 
technical  expert  who  may  be  called 
upon  to  testify  in  court  can  read  Mr. 
Osborn’s  work  with  great  profit. 

Almost  all  of  us  who  have  qualified 
in  any  profession  or  technical  calling 
can  likewise  profit  from  Mr.  Osborn’s 
slightly  sarcastic  advice  as  to  our 
proneness  to  abuse  our  technique, 
as  did  Goldsmith’s  schoolmaster,  who 
could — 

. argue  still, 

In  words  of  learned  length  and  ponderous 
sound, 

That  mazed  the  gaping  rustics  gathered 
round. 

Mr.  Osborn  says: 

The  skilful,  tried  lawyer  who  must  talk 
in  court,  and  the  able  specialist  who  testi¬ 
fies,  both  learn  all  the  big  words  relating 
to  the  business,  and  then  studiously  avoid 
using  them.  Professional  men  and  special- 

*  Member  of  the  New  York  Bar;  author  of  “Cor¬ 
porate  Organization  and  Management;”  “Business 
Law;”  and  co-author  of  “Wills,  Estates,  and  Trusts;” 
“  Corporation  Procedure.” 


ists  of  all  kinds  are  naturally  under  a  con¬ 
stant  temptation  to  use  terms  not  generally 
understood.  This  temptation  should  be 
guarded  against,  as  one  who  would  con¬ 
vince  must  first  be  understood. 

Mr.  Osborn  is  a  layman  of  judicial 
temper  and  a  singularly  lucid  intelli¬ 
gence.  He  has  sat  through  many, 
many  trials,  and  he  has  seen  them  lost 
or  won  by  the  failure  or  success  of  the 
advocate  properly  to  present  his 
client’s  cause.  There  are  few  lawyers 
who  could  not  profit  from  his  judicious 
advice  as  to  the  means  of  securing 
results.  He  says: 

When,  however,  everything  has  been 
said  as  to  the  futility  of  mere  empty  words, 
it  remains  true  that  the  skilful  use  of 
language  is  one  of  the  lawyer’s  greatest 
assets.  The  use  of  words  as  a  means  of 
producing  results  is  one  of  the  important 
parts  of  his  business.  But  it  must  be 
language  timed,  controlled,  and  saturated 
with  ideas.  When  thus  timed  and  satu¬ 
rated,  words  may  strike  like  a  hammer, 
pierce  like  a  stiletto,  or  soothe  like  a 
mother’s  lullaby.  Words  are  more  im¬ 
portant  as  a  part  of  a  lawyer’s  equipment 
than  his  diploma  or  his  library. 

Anyone  who  has  ever  had  to  face  the 
ordeal  of  cross-examination  will  appre¬ 
ciate  Mr.  Osborn’s  chapter  on  “Cross- 
examination  from  the  Standpoint  of 
the  Witness.”  He  says: 

There  are  many  reputable,  self-respect¬ 
ing  persons  who  all  their  lives  remember 
with  hot  indignation  their  own  experience 
on  the  witness  stand,  and  many  deserving 
cases  are  defeated  because  of  their  terror 
of  cross-examination.  By  almost  any  means 
they  will  avoid  being  called  as  witnesses. 
The  far-reaching  general  effect  of  this  grave 
abuse  in  the  administration  of  justice  is 
not  fully  appreciated. 

If  any  person  who  is  liable  to  be 
called  as  a  witness  will  read  this 
chapter  he  will  get  most  valuable 
advice  from  one  who  has  been  a 
witness  many  times,  and  knows  the 
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game  far  better  than  do  most  members 
of  the  Bar. 

Among  the  interesting  and  some¬ 
what  unusual  chapters  may  be  enu¬ 
merated  the  following: 

Sifting  the  Evidence 

Persuasion  and  Practical  Psychology  in 
Courts  of  Law 

The  Atmosphere  of  a  Trial 

Incidental  Argument  and  the  Lawyer’s 
Words 

Off-the-Record  Influences 

The  Specialist  as  a  Witness 

The  Final  Argument 

In  the  introduction  by  Professor 
John  H.  Wigmore,  the  author  of 
“  Wigmore  on  Evidence,”  the  following 
statement  appears : 

Chapter  XV,  on  Advocacy,  is  my  fav¬ 
orite.  It  is  the  climax  of  the  book.  The 
rest  could  not  surpass  that  mark.  I  would 
like  to  have  written  that  chapter  myself, 
only  I  could  not.  It  should  be  read  aloud 
every  year  before  every  law  class. 

The  following  quotation  from  that 
chapter  will  show  why  it  merits  such 
high  praise,  and  it  also  shows  from  the 
portrayal  of  his  ideals  what  manner  of 
man  is  Albert  S.  Osborn : 

The  first  requirements  of  the  great 
lawyer  are  a  good  working  conscience  and 
a  strong  personality.  Added  to  these  in 
the  great  advocate  is  what,  for  a  better 
description,  we  call  a  ready,  working 
knowledge  of  human  nature.  Other  im¬ 
portant,  if  not  essential,  qualities  are  the 
ability  to  understand  facts,  an  analytical, 
alert  mind,  and  a  forceful  command  of 
language. 

*  *  * 

The  greatest  “verdict-getters,”  with  all 
their  other  qualities,  have  intelligence, 
force,  and  charm,  and  charm  is  not  always 
the  least  of  these.  That  law  school  would 
soon  be  marked  that  made  of  all  its 
students  attractive,  pleasing  personalities; 
that  added  to  knowledge,  wisdom;  to  in¬ 
formation,  tact;  and  to  intelligence, 
courtesy.  The  inherent  gentleman  carries 


with  him  something  that  gives  him  instant 
advantage  wherever  he  may  be.  He  re¬ 
ceives  a  consideration  and  commands  an 
attention  that  it  is  somewhat  difficult  to 
analyze  and  to  understand.  A  man  of  this 
kind  has  back  of  him  and  with  him  to 
speak  for  him  the  influence  of  the  gentle¬ 
men  of  all  time. 

Those  who  lack  this  high  quality  at  once 
acknowledge  their  inferiority  by  their  acts 
and  their  attitude  and  are  immediately 
at  a  disadvantage  in  a  contest  with  a 
personality  that  is  instinctively  respected 
and  admired.  This  valuable  quality  of 
charm  is  not  simply  a  matter  of  birth,  of 
education,  of  clothes,  of  family,  of  race,  or 
of  sex,  but  of  conduct  and  of  a  right  re¬ 
lation  to  other  people.  More  than  from 
anything  else  it  grows  out  of  thoughtful¬ 
ness,  good  manners,  and  friendliness. 
Courtesy  begets  courtesy,  and  he  is  liked 
who  himself  likes  others.  The  indis¬ 
pensable  price  of  friendship  is  to  be  a  friend. 
....  Industry  and  thoroughness  are  in 
many  instances  more  than  a  match  for 
brilliant,  careless  and  lazy  genius. 

From  the  many  good  things  well 
said  in  this  chapter  we,  for  lack  of 
space,  select  but  one  more: 

In  conclusion,  to  summarize  briefly  what 
is  discussed  elsewhere,  the  great  trial 
lawyer,  though  not  necessarily  a  great 
orator,  must  be  able  to  use  language  to 
produce  results  as  a  skilled  craftsman  uses 
a  delicate  and  complicated  tool.  He  must 
have  sympathy,  tact  and  courtesy,  and 
must  know  men  and  their  ways.  By  study, 
experience,  and  a  trained  intuition,  he  will 
also  have  acquired  an  instant  appreciation 
of  the  significance  and  force  of  evidence 
and  will  have  learned  its  correct  order  of 
presentation.  He  must  be  able  to  control 
his  temper  and  maintain  his  poise  under 
trying  conditions,  and  it  will  steady  him 
and  keep  him  sane  if  he  has  a  sense  of 
humor,  which,  however,  he  can  hold  in 
proper  subjection.  Finally,  he  must  know 
the  law. 

The  book,  as  a  whole,  is  a  valuable 
and  interesting  contribution  in  a  field 
in  which  literature  is  scant. 
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The  Bank  Credit  Investigator.  By 

Russell  F.  Prudden.  192  pp.  The 

Bankers  Publishing  Company. 

Reviewed  by  Glenn  G.  Munn* 

“The  success  or  failure  of  a  bank 
depends  on  how  it  selects  its  risks.” 
Whereas  25  years  ago,  when  personal 
relations  existed  between  a  bank’s 
officers  and  its  borrowers,  applications 
for  credit  could  be  passed  upon  by  a 
mere  oral  recital  of  the  principal  facts 
governing  the  proposition,  nowadays 
such  methods  do  not  suffice.  The 
complexity  of  modern  business,  and 
the  number  and  size  of  accounts,  force 
a  bank  to  measure  its  risks  on  a  more 
scientific  basis.  Thus  it  is  that  well- 
managed  banks  have  created  credit 
departments  the  purpose  of  which,  as 
Mr.  Prudden  says,  is  “to  keep  the 
officers  informed  of  the  business  stand¬ 
ing,  financial  reputation,  and  moral 
responsibility  of  the  bank’s  borrowing 
customers.” 

A  very  sizable  portion  of  the  in¬ 
formation  relating  to  the  character, 
capacity,  and  financial  worth  of  pro¬ 
spective  borrowers  is  gathered  by  the 
bank  credit  investigator.  This  in¬ 
dividual’s  function  is  parallel  to  that 
of  the  newspaper  reporter.  Both  are 
gatherers  of  news — facts.  Just  as  in 
many  instances  newspaper  editors  and 
publishers  started  as  reporters,  so 
many  bank  credit  department  man¬ 
agers  and  officers  began  as  credit  in¬ 
vestigators. 

Credit  is  the  heart  of  banking,  and 
it  is  probably  not  doing  too  much 
violence  to  the  truth  to  say  that  a 
larger  percentage  of  those  bank  officers 
who  have  been  upgraded  from  the 
ranks  have  been  recruited  from  the 
credit  department  than  any  other. 
Due  to  this  circumstance,  and  the  fact 
that  every  bank  credit  man  is  required 
to  conduct  a  certain  number  of  investi- 

♦Assistant  Manager  of  the  Personnel  Department 
of  the  Chase  National  Bank,  New  York  City. 


gations  before  his  training  can  be 
considered  complete,  a  volume  pre¬ 
scribing  the  formula  for  success  in 
credit  investigation  is  bound  to  prove 
useful  to  the  aspiring  junior  credit  man. 

Mr.  Prudden’s  book  is  not  another 
exposition  of  commercial  or  banking 
credits.  It  is  rather  a  manual  on 
bank  credit  department  methods  es¬ 
pecially  adapted  to  the  beginner  in 
bank  credit  work.  It  tells  how  a 
complete  credit  investigation  is  con¬ 
ducted,  what  the  sources  of  informa¬ 
tion  are,  who  to  investigate,  what 
questions  to  ask,  how  to  analyze 
financial  statements  and,  finally,  how 
to  summarize  the  data,  which  lead  to 
a  recommendation  to  accept  or  reject 
any  given  proposed  loan.  An  idea  of 
the  scope  of  the  volume  may  be  gained 
by  a  glance  at  the  table  of  contents. 
There  are  chapters  on  the  develop¬ 
ment  of  bank  credit  work,  organi¬ 
zation  of  the  credit  department,  filing 
systems,  agency  reports,  accounting, 
statement  analysis,  and  interviewing 
commercial  paper  brokers,  bankers, 
and  trade  houses. 

The  earlier  chapters  describe  the 
functions,  organization,  methods,  and 
processes  employed  in  an  ideal  credit 
department.  In  this  way  the  credit 
investigator  is  introduced  to  the  whole 
bank  credit  problem,  so  that  he  can 
see  the  role  he  fulfills  in  view  of  the 
entire  perspective.  The  chapter  on 
agency  reports,  which  might  be  some¬ 
what  more  elaborate,  explains  how  a 
bank  may  avail  itself  of  the  services 
placed  at  its  disposal  by  the  general 
and  special  mercantile  agencies.  These 
reports  are  valuable  for  the  “leads” 
they  may  contain,  and  for  generally 
rounding  out  the  investigation. 

Preparatory  to  the  discussion  on 
statement  analysis,  the  author  de¬ 
votes  two  chapters  dealing  with  ac¬ 
counting,  particularly  as  it  pertains 
to  credit  analysis.  This  is  a  desirable 
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inclusion,  since  many  credit  men  begin 
their  careers  without  this  indispens¬ 
able  background.  In  the  two  chap¬ 
ters  on  statement  analysis  which 
follow,  the  methods  used  in  inter¬ 
preting  comparative  balance  sheets, 
including  the  various  credit  ratio 
tests,  are  presented.  Considerable 
attention  is  paid  to  the  analysis  of  in¬ 
dividual  asset  and  liability  items. 

The  last  four  chapters  deal  exclu¬ 
sively  with  the  work  of  the  investi¬ 
gator,  i.e.,  the  procedure  involved  in 
making  and  summarizing  interviews. 
Each  complete  investigation  includes 
an  interview  usually  of  the  subject  of 
inquiry,  and  his  banking  connections, 
commercial  paper  broker,  and  a  num¬ 
ber  of  his  trade  creditors.  These  chap¬ 
ters  explain  the  important  points  to  be 
covered,  and  how  best  to  proceed  with 
the  oral  questionnaire  in  each  case. 
The  final  chapter  tells  how  to  sum¬ 
marize  an  investigation  and  to  make  a 
report. 

Written  in  a  clear,  straightforward 
style,  the  practical  utility  of  Mr. 
Prudden’s  book  is  further  enhanced 
by  the  fact  that  it  is  an  outgrowth  of 
the  author’s  first-hand  acquaintance 
with  credit  department  methods  in  a 
large  New  York  bank.  An  index 
would  increase  the  serviceability  of 
this  volume. 

Education  for  Business.  By  Lever ett 

S.  Lyon,  of  the  University  of  Chicago,  xiv, 

618  pp.  The  University  of  Chicago  Press. 

Reviewed  by  Everett  W.  Lord* 

Public  school  officials,  as  well  as  of¬ 
ficers  of  administration  and  heads  of 
departments  of  colleges  or  schools  of 
commerce,  will  find  this  book  a  mine 
of  information  and  a  source  of  helpful 
suggestion.  Here  for  the  first  time  has 
been  put  into  a  single  volume  a  history 

*  Dean  of  the  College  of  Business  Administration, 
Boston  University,  Boston,  Mass. 


of  commercial  education  in  the  United 
States  and  a  careful  analysis  of  the  va¬ 
rious  types  of  schools,  organizations, 
curricula,  methods,  and  purposes. 

From  government  reports,  school  and 
college  circulars,  educational  and  busi¬ 
ness  periodicals,  and  many  other 
sources,  Professor  Lyon  has  compiled 
an  interesting  and  coherent  volume. 
Intended  as  a  textbook  for  the  study 
of  business  education,  it  is  of  no  less 
interest  to  business  men  and  general 
readers  who  have  a  serious  interest  in 
the  subject.  The  purpose  of  the  book 
is  obviously  not  to  determine  the  cur¬ 
riculum  for  any  particular  type  of 
school,  but  rather  to  point  out  the  gen¬ 
eral  objectives  of  business  education 
and  so  present  a  point  of  departure  for 
a  consideration  of  curriculum  making 
for  any  type.  For  this  purpose  the 
book  is  well  adapted. 

After  a  presentation  of  the  “Objec¬ 
tives  of  Education  for  Business,”  which 
includes  chapters  on  “What  is  Busi¬ 
ness?”  “Individual  Enterprise  and 
Specialization,”  “Science  in  Business,” 
“What  Business  Says  it  Wants,”  and 
the  “Functions  of  Education  in  a 
Democracy,”  there  is  an  outline  of  the 
many  modern  agencies  of  education  for 
business — the  business  colleges,  corre¬ 
spondence  schools,  corporation  schools, 
collegiate  schools  of  business,  high 
schools  of  commerce,  continuation  and 
evening  schools  and  university  post¬ 
graduate  departments  of  business  ad¬ 
ministration.  The  treatment  of  these 
topics  is  adequate,  although  not  every 
reader  will  agree  with  the  author  in  the 
emphasis  given  to  the  study  of  public 
secondary  schools.  Professor  Lyon  ex¬ 
plains  that  the  role  of  the  public  high 
school  seems  so  important  that  almost 
any  extent  of  emphasis  could  be  justi¬ 
fied;  this  may  be  true,  but  his  own  pres¬ 
entation  indicates  that  almost  equal 
importance  attaches  to  the  “business 
college”  and  to  corporation  schools. 
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One  important  agency  in  present- 
day  business  education  entirely  over¬ 
looked  by  Professor  Lyon  is  the  com¬ 
mercial  or  professional  “Institute” 
providing  opportunity  and  stimulus  for 
many  thousands  of  students  of  busi¬ 
ness.  The  American  Institute  of 
Banking,  for  example,  with  local  chap¬ 
ters  in  nearly  every  city,  is  certainly 
doing  as  important  a  piece  of  work  in 
business  education  as  are  any  corpo¬ 
ration  schools.  The  National  Institute 
of  Credit,  offering  many  courses  of  sec¬ 
ondary  and  college  grade  to  credit  men, 
and  many  similar  organizations  would 
repay  some  study. 

The  book  is  limited  to  a  study  of 
business  education  in  the  United 
States.  A  chapter  on  that  type  of  edu¬ 
cation  in  Europe  would  add  to  its  use¬ 
fulness.  For  use  as  a  textbook  the 
questions  for  discussion  at  the  end  of 
each  chapter  are  particularly  helpful. 
The  very  complete  index  adds  much  to 
its  value  as  a  work  of  reference. 

College  and  University  Finance.  By 
Trevor  Arnett,  xi,  212  pp.  General  Ed¬ 
ucation  Board,  61  Broadway,  New  York 
City. 

Reviewed  by  LeRoy  E.  Kimball* 

In  New  England  there  is  a  story 
concerning  a  college  treasurer  who 
“carried  his  accounts  in  his  hat,”  and 
when  he  died  and  they  looked  into  the 
hat  they  found  nothing  but  the  lining. 
He  was  honest  and  capable  in  his  deal¬ 
ings  and  served  the  institution  faith¬ 
fully,  but  he  was  a  financial  law  unto 
himself,  doing  everything  his  own  way 
and  rendering  no  accounting  except  the 
report  at  the  end  of  the  year  that  there 
had  been  no  deficit  in  the  operation  of 
the  college.  However,  New  England 
need  not  blush  alone  at  the  retelling  of 
this  story.  Other  sections  of  our 
country  could,  if  they  made  inquiries, 

*  Bursar  of  New  York  University,  New  York  City. 


find  similar  cases  within  the  memories 
of  people  still  living,  for  this  was  not  a 
unique  situation  a  generation  ago. 

Perhaps  the  most  constructive  printed 
effort  to  add  efficiency  to  the  honesty 
of  conduct  in  the  administration  of 
educational  funds  today  is  “College 
and  University  Finance,”  by  Trevor 
Arnett,  Secretary  of  the  General  Educa¬ 
tion  Board,  over  the  imprint  of  which 
foundation  the  volume  of  some  two 
hundred-odd  pages  appears.  Mr. 
Arnett,  for  many  years  actively  in 
charge  of  finances  at  the  University  of 
Chicago,  is  a  specialist  in  educational 
finance,  and  his  book  comes  as  the 
result  of  his  long  experience  with  the 
many  ills  of  modern  colleges  and  uni¬ 
versities.  His  handling  of  the  subject 
shows  an  intimate  knowledge  of  the 
weaknesses  and  pitfalls  to  be  overcome 
and  avoided  in  educational  finance 
today,  but  he  does  not  dwell  upon  these 
points  and  then  rush  off  leaving  the 
seeker  after  a  remedy  to  flounder  alone. 
His  book  is  refreshingly  constructive. 
He  sets  up  a  practical,  workable  ideal, 
and  shows  how  the  desired  results  can 
be  obtained. 

In  the  preface  the  author  says 

The  general  purpose  in  writing  this  book 
has  been  to  lighten  the  tasks  of  college 
administrators  and  to  help  make  their 
work  more  satisfactory,  both  to  themselves 
and  to  all  those  who  have  at  heart  the 
welfare  of  American  Colleges.  The  par¬ 
ticular  purpose  in  writing  it,  in  response  to 
numerous  requests,  has  been  to  put  into 
book  form  a  statement  of  the  principles 
underlying  college  accounting  and  the 
use  and  care  of  trust  funds,  and  to  describe 
a  complete  yet  simple  system  of  college 
accounts  which  has  been  tried  and  found 
satisfactory.  It  is  hoped  that  business 
officers  will  find  the  book  a  help  to  them  in 
performing  their  duties  more  intelligently 
and  efficiently,  and  that  presidents,  as  well 
as  trustees,  will  be  assisted  in  discharging 
their  responsibilities.  No  attempt  has 
been  made  to  discuss  educational  problems, 
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the  text  being  limited  to  a  discussion  of 
business  and  financial  problems  only. 

The  handling  of  the  business  and 
financial  affairs  of  a  college  or  uni¬ 
versity  today  is  comparable  to  con¬ 
ducting  the  affairs  of  a  large  corpora¬ 
tion.  In  one  institution  I  have  in  mind 
with  a  student  body  of  14,000,  a  faculty 
of  700,  and  plant  and  office  employees 
numbering  500,  the  budget  for  the 
current  year  is  well  over  $2,000,000 
and  would  be  an  added  million  to  take 
care  of  needed  expansion  were  the 
funds  available.  This  budget  takes  in 
the  cost  of  instruction,  operation  of  the 
numerous  buildings,  maintenance  of 
the  campus,  and  provides  for  services 
in  the  administration  of  the  affairs  of 
the  university  corporation,  every  effort 
being  made  for  efficiency  from  a  busi¬ 
ness  and  financial  standpoint. 

And  this  is  surely  the  ideal  of  the 
effective  colleges  and  universities  today. 
With  increasing  millions  in  endowment, 
greater  care  is  being  shown  by  the 
administrators  of  America’s  colleges  in 
the  conduct  of  their  business.  But  this 
has  not  been  the  general  rule  in  the 
past,  as  Mr.  Arnett  points  out: 

It  will  be  conceded  that  endowed  colleges 
and  universities  in  the  United  States  have 
not  generally  developed  sound  and  ade¬ 
quate  accounting  systems.  The  reasons 
for  this  unfortunate  condition  are  not 
difficult  to  discover.  For  many  years  these 
institutions  lived  a  hand-to-mouth  exist¬ 
ence.  Gifts  and  contributions  were  at  once 
swallowed  up  in  the  payment  of  salaries  or 
bills  not  infrequently  overdue.  A  record 
of  cash  receipts  and  disbursements  was 
usually  kept,  and  as  a  rule  little  more. 
In  many  cases  the  president  did  not  fully 
appreciate  the  need  of  careful  accounting 
and  rarely  had  at  his  disposal  funds  with 
which  to  pay  a  competent  bookkeeper. 
The  trustees  and  friends  of  the  college, 
though  often  successful  men  of  affairs, 
accustomed  in  their  own  businesses  to 
rigid  financial  accounting,  trusted  com¬ 
pletely  the  college  administrators  and 


rarely  insisted  upon  the  adoption  of  strict 
business  methods  in  the  management  of 
college  finance.  When  they  did  under¬ 
take  to  conduct  the  financial  affairs  of  the 
college  in  a  businesslike  way,  often  the 
best  they  could  do  was  to  impose  upon 
the  college  an  accounting  system  which, 
though  admirably  adapted  to  the  needs  of 
a  commercial  concern,  was  not  applicable 
to  an  educational  institution. 

Four  of  ten  chapters  of  Mr.  Arnett’s 
book  are  devoted  to  “the  principles, 
methods,  and  plans  to  be  followed  in 
recording,  accounting,  and  reporting 
the  financial  transactions  of  colleges 
from  the  point  of  view  of  good  practice, 
and  are*  designed  to  help  officials  and 
employees  who  carry  out  these  re¬ 
sponsibilities.  In  order  to  render  this 
portion  of  the  book  more  effective  an 
annual  financial  report  of  a  suppositi¬ 
tious  college  is  included  and  explained 
at  some  length.” 

The  other  chapters  deal  with  the 
origin  and  support  of  colleges  and 
universities,  receipts,  disbursements, 
endowment,  physical  plant  and  college 
organization.  The  author  has  gone 
very  fully  into  all  of  the  points  touching 
the  work  of  the  business  and  financial 
office,  has  quoted  from  his  wide  experi¬ 
ence  in  the  methods  of  handling 
endowment  and  the  principles  of  in¬ 
vestment,  including  the  use  of  the 
trust  company  as  an  extra  safeguard. 
He  recognizes  the  difficulties  attached 
to  the  correct  operation  of  these 
matters.  He  says: 

The  whole  problem  is  not  a.  altogether 
simple  one  to  solve.  The  modern  college, 
with  its  rapidly  growing  endowment,  its 
largely  increased  investment  in  buildings 
and  equipment,  and  its  more  and  more 
complicated  business  problems,  cannot  be 
efficiently  conducted,  unless  its  staff  in¬ 
cludes  someone  versed  in  sound  business 
principles.  The  officer  in  question  must 
understand  how  to  superintend  the  in¬ 
vestment  of  funds,  how  to  account  for 
them,  how  to  make  and  operate  a  budget 
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which  will  tend  to  keep  expenditures  within 
the  limits  of  income,  how  to  prepare  a 
balance  sheet  which  will  show,  fully  and 
clearly,  the  financial  status  of  the  insti¬ 
tution,  and,  finally,  he  must  realize  that 
college  operation  differs  from  the  oper¬ 
ation  of  a  commercial  or  manufacturing 
concern.  The  larger  colleges  have  not 
hesitated  to  incur  the  expense  involved  in 
maintaining  an  efficient  financial  depart¬ 
ment,  realizing  that  it  is  the  wisest  thing 
to  do,  but  as  a  matter  of  fact  it  is  perhaps 
even  more  important  that  the  smaller 
college,  with  its  limited  resources,  should 
be  conducted  upon  the  most  efficient 
business  basis  possible. 

Mr.  Arnett,  representing  as  he  does 
an  organization  created  primarily  to 
assist  American  education — the  Gen¬ 
eral  Education  Board — extends  the 
helping  hand  throughout  his  volume. 
His  observations  are  pointed  and  just. 
He  sums  up  his  general  chapter  on 
origin  and  support  of  colleges  and 
universities  with  this  paragraph : 

During  the  last  few  years  the  author  has 
carefully  examined  the  financial  manage¬ 
ment  and  accounting  of  several  hundred 
American  colleges  and  universities.  He 
can  testify  unreservedly  and  emphatically 
to  the  fact  that  practically  without  ex¬ 
ception  the  financial  affairs  of  these  in¬ 
stitutions  are  honestly  conducted.  Differ¬ 
ences  of  opinion  and  errors  of  judgment 
have  been,  of  course,  encountered,  as  they 
are  encountered  in  the  most  carefully 
and  competently  managed  business  con¬ 
cerns.  But  not  only  are  the  adminis¬ 
trators  of  the  American  college  honest  men, 
but  they  go  too  far  as  a  rule  in  endeavoring 
to  make  a  dollar  do  more  than  a  dollar’s 
worth  of  service,  especially  in  the  matter 
of  salaries.  Honesty  of  conduct,  however, 
is  not  enough;  there  must  needs  be  effi¬ 
ciency.  Accounting  methods  employed  are 
often  poorly  adapted  to  academic  uses,  and 
in  their  zeal  to  render  public  service  college 
administrators  have  at  times  involved 
their  institutions  in  financial  difficulties 
through  attempting  more  than  they  have 
the  means  to  perform.  Having  no  proper 


methods  of  accounting  they  are  not  in¬ 
frequently  surprised  to  find  their  insti¬ 
tutions  in  serious  financial  difficulty. 
Common  defects  of  academic  financing 
and  accounting  may  therefore  be  briefly 
summarized  as  follows:  (1)  the  use  of 
accounting  systems  unsuited  to  college 
needs,  which  fail  to  portray  the  actual 
financial  status  of  the  institution,  and,  (2) 
the  absence  of  a  budget  system  which 
tends  to  keep  expenditures  within  the 
limits  of  income. 

“College  and  University  Finance” 
cannot  help  but  serve  the  purpose  for 
which  it  was  written.  Distributed 
gratis  by  the  General  Education  Board 
to  those  interested  in  the  subject,  it  is 
a  unique  contribution  to  the  world  of 
finance  and  education,  and  is  accepted 
as  the  authority  in  its  field. 

Factory  Storeskeeping.  By  Henry  H. 

Farquhar.  182  pp.  McGraw-Hill  Book 

Co.,  Inc. 

Reviewed  by  John  M.  Scanlon* 

The  object  of  this  book,  as  stated  by 
its  author,  is  “to  outline  the  principles 
and  methods  by  which  one  of  the 
problems  of  industrial  management — 
the  handling  of  materials — may  be 
standardized  and  cheapened  through 
scientific  regulation.” 

A  complete  description  is  given  of 
the  methods,  books,  and  forms  which 
are  incidental  to  the  operation  of  a 
material-control  system.  The  book  has 
ten  chapters,  an  appendix,  and  an 
index. 

The  vital  dependence  of  production 
on  material  control  is  shown  and 
standardization  of  the  whole  material 
problem  strongly  emphasized. 

The  duties  of  employees  of  the  de¬ 
partmentshaving  to  do  with  a  material- 
control  system  are  defined,  along  with 
forms  to  be  used  and  an  explanation  as 
to  the  use  of  the  forms. 

*  Comptroller  of  the  Hess-Bright  Manufacturing 
Company,  Philadelphia,  Pa. 
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Several  plans  are  outlined  for  govern¬ 
ing  the  ordering  of  materials.  The 
author  advocates  the  use  of  a  plan, 
wherever  it  can  be  used,  which  is 
“  governed  by  a  book  balance  available, 
obtained  through  keeping  a  minimum 
reservoir  of  materials  on  hand  and 
looking  ahead  in  apportioning  on  the 
books  materials  to  known  production 
and  other  needs.” 

The  preparation  of  the  “material 
balance  sheet”  so  that  it  may  serve  the 
needs  of  the  accounting  department  as 
well  as  provide  quick  and  accurate 
information  as  to  the  material  status 
is  explained  in  detail. 

A  chapter  is  devoted  to  the  layout 
and  arrangement  of  the  storeroom  in 
which  a  method  of  indexing  the  store¬ 
room  is  given. 

A  method  of  classifying  and  sym¬ 
bolizing  materials  is  given.  The  author 
urges  simplicity  in  designating  these 
symbols  and  explains  the  use  of  a 
system  containing  letters  and  numbers. 
For  companies  using  the  Hollerith 
Card  as  a  requisition  to  make  use  of 
the  system  suggested  by  the  author,  it 
would  be  necessary  for  them  to  convert 
the  letters  to  numbers,  and  would 
mean  a  great  deal  of  unnecessary  work. 
From  the  classification  of  materials 
given  by  the  author,  it  would  seem  that 
he  advocates  using  separate  symbols 
for  material  used  by  the  different  de¬ 
partments;  thus  a  code  is  given  for  the 
auxiliary,  planning,  engineering  and 
light,  heat  and  power  departments. 
This  division  would  seem  to  be  un¬ 
necessary,  as  it  is  possible,  in  a 
number  of  cases,  that  material  pur¬ 
chased  for  one  department  may  be  used 
by  another. 

The  last  chapter  is  devoted  to  the 
accounting  entries  necessary  to  be 
made  in  operating  a  material  control 
system.  It  is  stated  in  this  chapter 
that  shortages  in  inventories  may  be 
taken  up  by  absorbing  the  shortage  in 


the  remaining  materials  or  by  charging 
inventory  adjustment  account.  There 
will,  no  doubt,  be  a  number  of  objectors 
to  the  use  of  the  former  method. 

“Factory  Storeskeeping ”  is  the  best 
book  of  its  kind  which  has  come  to  the 
attention  of  the  writer,  and  contains  a 
great  deal  of  practical  information 
which  can  be  used  by  industrial  engi¬ 
neers  and  accountants. 

Steel — The  Diary  of  a  Furnace 

Worker.  By  Charles  Rumford  Walker. 

vii,  157  pp.  The  Atlantic  Monthly  Press. 

Reviewed  by  Victoria  Anne  Zielinska* 

One  of  the  most  important  things 
which  makes  this  industrially  busy 
world  of  ours  keep  progressing  in  terms 
of  Woolworth  buildings,  bridges,  trains, 
ships,  machinery,  and  so  on  down  the 
line  to  the  very  lowly  kitchen  knife,  is 
steel.  Steel  is  the  basic  industry  of 
America.  Over  a  half-million  men 
keep  the  enormous  steel  plants  going 
night  and  day.  More  than  half  of  their 
lifetime  is  dedicated  to  steel,  and  yet 
how  much  is  known  of  these  men’s 
lives  and  the  conditions  under  which 
they  are  working?  As  Mr.  Walker 
points  out  in  his  preface:  “An  open- 
hearth  furnace  helper  working  the 
twelve-hour  day  and  a  Boston  broker 
owning  fifty  shares  of  steel  preferred 
hold,  as  a  rule,  strikingly  different 
pictures  of  the  same  forces  and  con¬ 
ditions.” 

Mr.  Walker  is  a  graduate  of  Yale. 
He  served  across  the  sea  during  the 
World  War  and  upon  his  return  from 
service  he  went  to  work  on  the  “open- 
hearth  furnace.”  He  graduated  from 
the  various  jobs  and  at  the  end  of  his 
stay  at  the  plant  had  served  on  the 
“clean-up  gang”  in  the  “pit,”  as  third 
helper  on  the  hearth,  in  the  cast  house, 
on  the  stove  gang,  and  as  hot-blast 
man  on  the  blast  furnace.  He  went 

*  Special  Reviewer  for  Administration. 
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into  the  work  with  a  spirit  which  has 
enabled  him  to  produce  a  book  that 
is  full  of  interesting  descriptive  detail 
of  the  various  processes  which  turn 
out  the  hard,  cold  steel  we  are  familiar 
with.  There  are  vivid  pictures  of  the 
day  and  night  shifts  feeding  the  huge, 
hungry,  hot  furnaces,  the  gaping  pit, 
the  ceaseless  boom  and  screech  of 
powerful  machinery,  and  always  heat 
— stifling,  scorching  heat — and  men 
stripped  to  the  waist  begrimed  and 
weary,  “their  faces  carrying  yester¬ 
day’s  fatigue  and  last  year’s,”  moving 
about  like  insignificant  insects.  The 
author  gives  a  colorful,  clear  picture  of 
all  this  and  yet  does  not  exaggerate 
or  tell  it  for  mere  effect.  The  story 
is  told  naturally  and  with  sincerity. 

Throughout  the  book  in  all  his 
contact  with  the  conglomeration  of 
nationalities  Mr.  Walker  shows  a 
deep  understanding  of  the  strange 
Hunkies — Swedes,  Italians,  Germans, 
and  an  assortment  of  Slavs.  He  does 
not  try  to  exploit  them  or  analyze 
them  with  the  cold  eye  of  a  microscope. 
He  fits  right  into  their  life,  sharing 
work,  lunch,  and  confidences.  He  be¬ 
comes  one  of  them,  just  a  plain  hard¬ 
working  steel  worker,  and  thus  is  he 
able  to  give  this  excellent,  true,  real, 
live  story  of  an  experience. 

“Steel”  does  not  attempt  to  preach 
any  doctrine  or  suggest  any  remedy 
or  reform.  It  is  a  record  of  a  normal 
young  man’s  experiences  among  the 
rough  Americans  and  Hunkies  who 
earn  their  daily  bread  under  the  con¬ 
ditions  he  found.  It  is  a  story  that 
will  make  the  executive  think  and  will 
provide  material  for  much  theory  for 
the  economist  and  perhaps  work  for 
the  efficiency  expert.  Yet  it  is  not  a 
technical,  serious  narrative. 

“Steel”  is  so  interesting  and  full  of 
“  human-ness,  ”  life,  and  humor  that 
it  will  prove  entertaining  and  profitable 
reading  to  all  who  are  not  submerged 


by  the  high-tension  fiction  of  today. 
The  author  has  written  it  in  a  fresh, 
natural,  smooth  style  which  remains  as 
interesting  on  page  157  as  it  gave 
promise  of  being  on  page  1. 

Accounting  Problems.  By  Charles  F. 
Rittenhouse,  Professor  of  Accounting, 
Boston  University  College  of  Business  Ad¬ 
ministration,  and  Atlee  L.  Percy,  Asso¬ 
ciate  Professor  of  Accounting,  Boston 
University  College  of  Business  Admin¬ 
istration.  xiii,  1^29  pp.  McGraw-Hill 
Book  Company,  Inc. 

Reviewed  by  G.  W.  Greenwood* 

This  book  is  divided  into  two  parts. 
Part  II  is  composed  of  problems  and 
exercises,  many  of  which  are  from 
examinations  of  the  American  Institute 
of  Accountants  and  from  C.  P.  A. 
examinations  in  different  states.  It  is 
conveniently  divided  into  six  sections, 
covering  the  construction  of  financial 
statements;  corporation  accounts,  such 
as  opening  the  books  of  a  corporation, 
changing  from  a  partnership  to  a  cor¬ 
poration,  bond  issues,  etc.;  depre¬ 
ciation;  partnership  problems;  con¬ 
signments  and  selling  agencies;  fire 
loss  and  insurance  adjustments.  Each 
of  these  sections  is  accompanied  by  a 
bibliography. 

The  book  is  intended  primarily  for 
classroom  use,  and  the  problems  are 
without  answers;  in  many  cases,  how¬ 
ever,  they  are  accompanied  by  com¬ 
ment  and  suggestions.  The  following 
problem,  taken  at  random,  will  show 
the  character  of  this  portion  of  the 
book: 

The  Yardley  Textile  Company  on  Sep¬ 
tember  1,  1921,  issued  $300,000  First 
Mortgage  6  per  cent  Sinking-Fund  Coupon 
Bonds,  interest  payable  semiannually. 
The  deed  of  trust  provides  that  $30,000 
shall  be  taken  from  the  profits  on  Sep- 

*  Treasurer  of  the  United  Refractories  Company, 
Dunbar,  Pennsylvania. 
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tember  1,  1923,  and  each  year  thereafter 
for  the  purpose  of  providing  a  sinking 
fund.  The  money  shall  be  turned  over  to 
sinking-fund  trustees  who  shall  purchase 
outstanding  bonds  of  the  company  at  105. 
The  bonds  purchased  are  to  be  carried  as 
live  bonds  and  interest  on  the  same  added 
to  the  fund.  The  entire  bond  issue  was  sold 
to  a  syndicate  at  95.  The  bond  discount 
is  written  off  over  the  life  of  the  bonds. 

Required:  Outline  in  journal  form  en¬ 
tries  on  the  corporate  books  to  record  the 
issue  and  sale  of  bonds,  payment  of  in¬ 
terest,  payment  to  sinking-fund  trustees, 
redemption  of  bond  by  trustee,  amorti¬ 
zation  of  bond  discount,  etc.,  up  to  and 
including  September  1,  1924. 

In  addition  to  such  practical  prob¬ 
lems,  there  are  also  a  large  number  of 
questions  pertaining  to  the  theory  of 
the  subjects  discussed. 

The  first  part  of  the  book  deals  with 
financial  statements,  beginning  with 
suggestions  as  to  arrangement,  punctu¬ 
ation,  etc.  Excellent  models  are  given 
of  trial  balances,  balance  sheets,  profit- 
and-loss  statements,  and  schedules  of 
closing  entries  for  different  types  of 
business;  sole  proprietorship,  partner¬ 
ship,  and  corporation. 

There  are  many  examples  of  finan¬ 
cial  statements  of  various  organizations, 
including  one  English  example.  The 
general  reader  will  also  find  these 
numerous  forms  helpful  in  deciding 
which  will  best  meet  his  requirements. 

In  the  introduction  of  the  book  we 
read: 

The  entire  accounting  system  should  be 
arranged  with  a  view  to  gathering  all  the 
information  that  may  be  required  in  the 
preparation  of  the  financial  statements. 
All  other  processes  in  accounting  are 
merely  means  to  an  end.  The  end  to  be 


sought  is  the  presentation  through  read¬ 
able  and  comprehensive  reports  or  state¬ 
ments  of  the  results  of  business  operations 
and  a  clear  and  accurate  statement  of 
financial  condition. 

Those  who  regard  accounting  as  be¬ 
longing  more  to  industrial  engineering 
may  feel  that  the  authors  lay  too  much 
stress  on  the  historical  aspect  of  ac¬ 
counting.  There  is  no  apparent  recog¬ 
nition  in  this  book  of  the  use  of  ac¬ 
counting  in  setting  up  standards  of 
cost,  in  showing  to  what  extent  such 
standards  have  been  realized,  or  in  the 
methods  employed  for  the  location  and 
elimination  of  waste. 

For  instance,  we  are  given  a  trial  bal¬ 
ance  taken  from  the  books  at  the  close 
of  the  year  a  balance  sheet  for  the 
year;  a  profit-and-loss  statement  for 
the  year  together  with  the  closing 
journal  entries. 

This  practice  of  annual  profit-and- 
loss  statements  was  in  vogue  years 
ago;  but  present  business  would  re¬ 
quire  a  profit-and-loss  statement  for 
each  of  these  twelve  months,  using 
estimated  inventories  if  necessary, 
and  prepared  just  as  soon  as  possible 
after  the  close  of  the  month.  Each  of 
these  monthly  statements  should  be 
made  without  closing  the  books  at  all. 
Moreover,  the  cost  accountant  would 
not  be  satisfied  merely  with  a  state¬ 
ment  of  what  the  profits  were  for  the 
month,  but  why ,  and  especially  is  this 
true  in  the  analysis  of  the  expense 
items. 

The  reader  not  already  familiar  with 
the  literature  of  current  cost  account¬ 
ing  should  read  some  such  standard 
work  on  cost  accounting  in  order  to 
preserve  a  proper  balance. 
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CHRONICLE  AND  COMMENT 


A  MESSAGE  TO  THE  MAILING 
DEPARTMENT 

The  letter  which  follows  explains 
itself : 

Editor  Administration: 

In  H.  A.  Blackman’s  article,  page 
586  of  the  November  issue  of  Ad¬ 
ministration,  there  appears  an  error  in 
illustrating  the  example  of  25  lbs.  for 
the  sixth  zone.  My  copy  of  Unit  No. 
2115  issued  by  the  government  says 
the  rate  is  $2.01  instead  of  $1.52.  The 
latter  rate  covers  zone  No.  5  for  25  lbs. 
Figuring  by  his  table  of  rates  it  agrees 
with  the  government  rate  of  $2.01. 
How  do  you  account  for  the  error  in 
the  example? 

Yours  very  truly, 

Arthur  E.  Little 

This  letter  was  sent  to  Mr.  Black¬ 
man  and  at  the  same  time  his  attention 
was  called  to  the  fact  that  while  his 
articles  deprecate  the  use  of  the  window 
envelop  as  unsatisfactory  to  both  user 
and  the  post-office,  the  government  it¬ 
self  is  using  the  window  envelop  ex¬ 
tensively — especially  in  the  Treasury 
Department.  Mr.  Blackman  explains 
both  these  matters  in  the  letter  given 
below : 

Editor  Administration: 

The  criticism  of  my  parcel  post 
figuring  is  correct.  I  have  made  a 
clerical  error.  My  only  excuse  is  that 
it  is  an  error  of  copying.  My  original 
copy  said  “fifth  zone”  but  my  mind 
must  have  been  careless  when  I  copied 
it  for  your  manuscript,  for  it  seems 
plain  that  I  copied  it  “sixth  zone”  or 
else  your  typesetter  did  the  same  stunt. 
Will  you  kindly  thank  Mr.  Little  for 
pointing  out  this  error? 


In  regard  to  the  window  envelop 
criticism,  I  fully  expected  that.  If 
people  want  to  do  a  thing  very  much, 
you  cannot  instantly  persuade  them 
that  it  is  bad,  and  a  great  many  office 
men  are  immensely  pleased  with  the 
envelop  addressing  that  window  en¬ 
velops  save.  One  has  to  work  with 
these  deceptive  things  to  understand 
how  they  do  their  work.  I  have  seen 
it  too  often  to  be  mistaken.  If  business 
men  will  not  heed  the  voice  of  ex¬ 
perience,  they  will  simply  have  to  use 
them  and  pay  the  freight  without 
kicking. 

The  argument  that  the  government 
uses  window  envelops  is  no  argument 
at  all.  Other  elements  enter  here  which 
must  be  given  consideration.  Perhaps 
a  lack  of  mailing  facilities  may  prac¬ 
tically  force  the  use  of  the  window  en¬ 
velop.  And  in  many  cases  our  gov¬ 
ernment  officials  are  not  so  wise  upon 
postal  matters  as  is  the  ordinary  busi¬ 
ness  man.  Ask  the  clerks  at  Washing¬ 
ton  and  they  will  very  freely  tell  you 
that.  However,  the  Post-Office  De¬ 
partment,  which  does  know  about 
window  envelops,  does  not  use  them, 
or,  if  it  does,  it  does  so  sparingly  and 
with  such  discretion  that  its  use  is 
neglible  and  of  no  import. 

The  fly  in  the  ointment  of  the  win¬ 
dow  envelop  proposition  is  the  fact 
that  window  envelops  will  give  fairly 
good  service  if  the  Department’s  regu¬ 
lations  are  observed.  These  regulations 
are  recorded  on  page  24,  section  106, 
of  the  yearly  postal  guide.  The  sincere 
observance  of  those  regulations  would 
wipe  out  nine-tenths  of  the  window- 
envelop  troubles  and  would  surely 
gain  the  two  great  advantages  of 
window  envelops  without  paying  too 
high  a  price  for  them.  If  this  is  not 
done  the  price  paid  is  too  high. 
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It  may  be  that  you  wonder  why 
postmasters  do  not  enforce  these  regu¬ 
lations.  I’ll  tell  you  why.  Let  us  sup¬ 
pose  that  Jones  mails  500  letters  ad¬ 
dressed  with  lead  pencil  and  uses  the 
window  envelop  for  all  of  them.  The 
regulations  say  that  these  must  be  ad¬ 
dressed  “preferably  with  typewriter 
but,  in  any  case,  with  ink  of  a  dense 
black  or  other  strongly  contrasting 
color.”  That  surely  cuts  out  the  lead- 
pencil  address  for  window  envelops. 
But  the  postmaster  knows  that  Jones 
will  feel  hurt  if  those  letters  are  re¬ 
turned  and  will  think  that  the  post¬ 
master  is  persecuting  him  with  red 
tape.  The  consequence  is  that  these 
letters  go  on  and  if  some  clerk  mis¬ 
reads  one  of  the  dim  lead-pencil  ad¬ 
dresses — as  he  almost  surely  will — that 
particular  letter  goes  astray  and  Jones 
pays  the  freight. 

I  am  convinced  that  the  ultimate 
solution  of  the  window-envelop  prob¬ 
lem  lies  in  the  use  of  the  isinglass 
window  envelop.  These  windows  are 
as  clear  as  crystal  and  there  is  no  glisten 
from  them  to  deceive  or  hurt  the  eye. 
They  are  strong  and  so  smooth  that 
the  separator  wheel  of  the  canceling 
machine  does  not  take  hold  of  them 
and  tear  them  as  is  the  case  with 
tissue-paper  windows.  No  dishonest 
person  can  tamper  with  them  because 
it  is  difficult  to  obtain  new  isinglass 
for  repairs.  They  cost  about  eight 
cents  per  thousand  more  than  the 
tissue-paper  envelops  and  they  give 
eight  dollars  per  thousand  better  serv¬ 
ice.  If  there  are  any  business  men 
who  do  not  know  where  to  get  the 
isinglass  window  envelop,  the  best 
thing  they  can  do  is  to  write  to  you 
and  you  can  tell  them. 

Thanking  you  for  your  kind  report 
of  these  two  very  helpful  criticisms,  I 
am 

Sincerely  yours, 

H.  A.  Blackman 


SCIENTIFIC  MANAGEMENT  OF 
BUSINESS  FINANCE 

Editor  Administration: 

I  am  very  much  interested  in  the 
statement  on  page  612  of  November 
Administration  as  follows: 

The  International  Harvester  Company 
in  its  statement  for  1921  reported  a  loss 
of  $20,000,000  avoided  by  scientific  inven¬ 
tory  pricing. 

I  know  of  many  concerns  pricing 
their  inventories  in  what  they  consider 
a  scientific  manner  that  were  unable 
to  avoid  losses  due  to  the  legal  require¬ 
ments  that  inventories  must  be  priced 
at  cost  or  market,  whichever  is  lower. 

I  am  curious  to  know  in  what 
manner  the  International  Harvester 
Company’s  methods  could  arrange  this 
requirement. 

Have  you  any  information  on  the 
subject? 

Very  truly  yours, 

Maurice  T.  Fleisher 

The  statement  to  which  Mr.  Fleisher 
refers  was  taken  from  the  annual  report 
of  the  International  Harvester  Com¬ 
pany  as  published  in  The  Commercial 
and  Financial  Chronicle  of  April  8, 
1922.  A  portion  of  the  report  relating 
to  inventories  is  given  below.  This 
explains  the  procedure  and  answers  the 
inquiry  of  our  correspondent.  It  may 
be  said  that  the  current  inventory  of 
the  International  Harvester  Company 
as  of  December  31,  1921,  was  over 
$114,000,000. 

In  the  early  years  of  the  war,  the  officers 
and  directors  realized  that  the  advance  in 
prices  of  raw  materials  would  affect  this 
industry  in  a  peculiar  way.  It  was  evident 
that  if  the  inventory  were  valued  according 
to  high  war-time  prices,  the  profits  would 
be  materially  increased;  and  when,  after 
the  war,  the  inevitable  decline  in  prices 
occurred,  the  company  would  be  con- 
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fronted  with  large  losses  due  to  such  de¬ 
clines. 

A  normal  inventory  of  materials  and 
parts  sufficient  to  protect  ordinary  manu¬ 
facturing  operations  is  as  much  a  fixed  in¬ 
vestment  with  this  company  as  real  estate, 
factory  buildings,  or  machinery. 

In  view  of  these  facts,  it  was  decided  that 
so  much  of  the  inventory  as  represented  the 
portion  constantly  on  hand  (termed  the 
basic  inventory)  should  be  valued  at  pre¬ 
war  (1916)  prices  and  carried  on  the  bal¬ 
ance  sheet  at  those  prices;  and  that 
fluctuations  in  values  should  be  reflected 
only  in  the  amount  of  the  inventory  carried 
in  excess  of  the  basic  inventory.  This 
policy  was  adhered  to  even  though  the 
United  States  government,  for  taxation 
purposes,  valued  the  entire  inventory  at 
cost  or  market  prices,  thus  resulting  in  pay¬ 
ment  of  taxes  on  profits  never  realized. 

The  inventory  at  the  close  of  1921  was 
valued  at  the  then  cost  or  market,  which¬ 
ever  was  lower,  and  is  so  valued  in  this 
balance  sheet.  The  company  shows  a  net 
profit  for  the  year  1921,  notwithstanding 
the  decline  in  value  of  the  inventory.  Had 
not  the  company  adopted  conservative 
methods  in  valuing  inventories  during  the 
past  few  years  the  balance  sheet  for  1921 
would  have  shown  a  net  loss  in  excess  of 
$20,000,000. 

As  will  be  seen  the  company  main¬ 
tained  its  own  system  of  inventory 
pricing  for  its  own  purposes  and  then 
valued  its  inventory  again  in  accord¬ 
ance  with  governmental  requirements 
for  purposes  of  taxation. 

A  CORRECTION 

The  following  correction  should  be 
noted  in  the  article  “Office  Control — 
Knowing  or  Guessing,  ”  by  H.  B.  Wess, 
which  appeared  in  December  Adminis¬ 
tration.  The  title  of  Figure  4,  page  705, 
“Continuous  Record  of  Dummies  for 
Skipped  Items”  should  read  “Con¬ 
tinuous  Daily  Record  of  All  Open  and 
Unfinished  Items,”  as  the  record  is  not 
for  “dummies”  only,  but  for  every 
other  item. 


AN  ORGANIZATION  PROBLEM 

The  following  interesting  letter  in¬ 
volves  a  somewhat  difficult  problem — 
perhaps  more  difficult  than  appears 
upon  its  face : 

Editor  Administration: 

The  writer,  who  is  a  subscriber  to 
your  magazine,  has  noted  in  the  past 
with  a  great  deal  of  interest  the  queries 
and  answers  as  given  from  time  to  time. 
He  has  had  no  opportunity  of  making 
inquiry  himself  concerning  any  matter 
until  now.  Will  you  not  give  your 
opinion  either  direct  by  mail  or  ask 
through  the  columns  of  your  magazine 
for  a  solution  of  the  following  propo¬ 
sition? 

The  American  Legion  of  this  village 
has  just  completed  a  new  $50,000  club¬ 
house  and  community  building  financed 
by  the  sale  of  common  and  preferred 
stock.  The  first  move  was  to  incor¬ 
porate  as  a  business  corporation  under 
the  laws  of  the  state  of  New  York,  in 
order  that  the  new  organization  might 
not  conflict  with  the  constitution  of 
the  American  Legion.  This  was  in¬ 
corporated  in  the  amount  of  $50,000, 
$40,000  of  this  being  4}/£  per  cent 
cumulative  preferred  and  $10,000  be¬ 
ing  common  stock.  The  former  was 
offered  to  the  public  at  large,  whereas 
the  latter  was  restricted  to  members 
of  the  local  post.  It  was  all  sold,  paid 
for,  and  the  proceeds  used  to  erect  the 
building. 

At  the  present  time  there  are  quite  a 
number  of  the  preferred  and  common 
stockholders  who  wish  to  regard  their 
subscription  more  in  the  light  of  a 
donation  than  as  an  investment.  In 
other  words,  in  order  that  the  building 
might  truly  be  a  community  one,  they 
do  not  care  about  receiving  dividends 
on  their  stock.  The  writer  is  very 
much  interested  in  outlining  some  kind 
of  a  proposition  under  which  this  prob- 
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lem  might  be  handled.  The  thought 
of  a  trusteeship  has  occurred  to  him  as 
a  possible  solution.  Will  you  not 
please  outline  some  sort  of  a  plan  under 
a  trusteeship  or  otherwise  that  might 
take  care  of  this  matter? 

Incidentally  it  might  be  well  to  state 
that  the  entire  control  is  vested  in  the 
common  stock.  Preferred  stockhold¬ 
ers  have  no  vote  at  all  except  in  case 
dividends  are  passed  for  a  whole  year; 
then  and  only  then  shall  the  preferred 
stock  vote  equally  with  the  common. 
Your  opinion  on  this  would  be  greatly 
appreciated. 

Yours  very  truly, 

Ernest  Child 

W.  H.  Gunlocke  Chair  Company. 

Can  any  of  our  subscribers  give  Mr. 
Child  the  information  he  desires? 


A  FINANCIAL  PROBLEM 

The  following  letter  brings  out  some 
interesting  points  in  regard  to  the  bond 
issue  discussed  in  the  October  number 
of  Administration  and  also  in  regard  to 
bond  issues  in  general: 

Editor  Administration : 

I  have  read  with  interest  “A  Finan¬ 
cial  Problem”  contained  in  the  Octo¬ 
ber  issue  of  Administration,  pages  503 
to  505.  I  take  exception  to  some  of 
the  statements  made  therein  by  Mr. 
Zaldari. 

The  question  presented  is  whether  it 
is  better  for  a  municipality  to  raise 
$50,000  by  the  issuance  of  10-Year 
Serial  Bonds  or  through  the  issuance  of 
25-Year  Sinking-Fund  Bonds.  Mr. 
Zaldari,  after  discussing  each  of  these 
two  methods,  recommends  a  third 
method  which  “is  one  providing  for 
the  retirement  of  the  bonds  in  regular 
equal  instalments  by  making  ade¬ 
quate  provision  for  an  annual  amor¬ 


tization  quota  so  arranged  that  at  the 
expiration  of  the  life  of  the  loan  the 
entire  debt  is  virtually  extinguished. 
This  is  the  plan  under  which  farmers 
pay  their  loans  to  the  federal  land 
banks  through  the  Farm  Loan  Asso¬ 
ciation.” 

If  my  understanding  of  the  oper¬ 
ation  of  a  farm  loan  bank  is  correct,  the 
method  recommended  by  Mr.  Zaldari  is 
not  practical  for  a  municipality.  Under 
the  Farm  Loan  Act,  the  farmer  bor¬ 
rows  money  on  mortgage.  The  farm 
loan  bank  sends  the  papers  to  Wash¬ 
ington  and  after  they  have  been 
passed  upon  the  bank  is  authorized  by 
the  government  to  issue  bonds  which 
are  sold  to  the  public.  The  farmer 
makes  fixed  annual  payments  to  the 
bank  which  are  sufficient  to  amortize 
his  debt  and  pay  interest  thereon. 

In  working  out  this  method,  it  is 
necessary  that  the  bank  credit  the 
debtor  with  the  amount  computed 
scientifically,  which  always  runs  into 
odd  dollars  and  cents. 

For  instance,  in  the  table  presented 
on  page  505  of  October  Adminis¬ 
tration,  the  debt  is  shown  reduced 
by  the  first  year’s  amortizement  of 
$1,747.62.  It  will  quickly  be  seen  that 
bonds  cannot  be  called  for  this  odd 
amount,  so  that  if  the  issue  is  a  call¬ 
able  bond,  which  it  would  have  to  be 
under  the  conditions  described,  the 
best  that  could  be  done  would  be  to 
retire  one  $1,000  bond  or  other  even 
denomination  and  hold  the  balance 
until  the  subsequent  payments  were 
received. 

Even  if  the  suggested  plan  were 
followed  and  modified  to  the  extent 
that  only  even  bonds  were  retired,  the 
funds  to  be  used  for  the  retirement  of 
the  bonds  would  have  to  be  placed  in 
the  hands  of  a  commission  which, 
under  these  conditions,  would  be  not 
much  different  from  a  Sinking-Fund 
Commission. 


January 
19  2  3 


CHRONICLE  AND  COMMENT 


115 


As  a  result  of  my  experience  in 
governmental  finance  and  accounting 
I  have  come  to  the  conclusion  that  it 
is  better  for  a  municipality  to  keep  out 
of  debt  entirely  if  it  possibly  can,  but 
that  if  it  must  go  into  debt,  then  the 
serial  bond  method  is  by  far  the  best — 
not  only  because  it  saves  money  to  the 
taxpayer,  but  because  it  is  the  surest 
method  yet  devised  to  insure  the  bonds 
being  retired  when  they  should  be.  I 
have  seen  numerous  instances  where 
the  sinking  funds  were  inadequate  to 
retire  the  bonds,  necessitating  either  a 
refunding  of  a  portion  thereof  or  a  sub¬ 
stantial  appropriation  in  the  annual 
budget.  I  have  also  seen  a  munici¬ 
pality  refuse  to  provide  funds  for  the 
retirement  of  serial  bond  issues  with  the 
subsequent  refunding  thereof,  but  as 
between  the  two,  the  serial  form  is 
more  effective  than  the  sinking-fund 
method. 

Whether  a  bond  issue  should  be 
issued  for  a  10-year  period  or  a  25- 
year  period  depends,  of  course,  upon 
the  purpose  for  which  the  proceeds  of 
the  bond  issue  are  to  be  used.  The 
issue  under  discussion  is  for  the  pur¬ 
pose  of  constructing  a  schoolhouse,  so 
that  there  is  nothing  theoretically  in¬ 
correct  about  a  25-year  life  for  the 
issue  should  the  city  consider  itself 
unable,  financially,  to  retire  the  issue 
in  a  shorter  time.  I  cannot  agree  with 
Mr.  Zaldari,  however,  in  the  impli¬ 
cation  contained  in  his  statement  to 
the  effect  that  it  would  be  wrong  to 
pay  off  in  10  years  a  loan  the  benefits 
of  which  are  to  be  distributed  over 
several  decades.  To  my  mind,  there  is 
nothing  whatever  wrong  if  a  munici¬ 
pality  should  pay  cash  for  its  school 
building  instead  of  going  into  debt 
for  that  purpose.  Similarly,  it  is  better 
to  pay  the  debt  off  in  10  years  than  in 
25  years  if  the  financial  condition  of 
the  municipality  will  permit  this  to  be 
done. 


The  problem  of  state  and  municipal 
debts  is  becoming  more  serious  year  by 
year.  The  debt  of  the  city  of  Bridge¬ 
port,  for  instance,  increased  491  per 
cent  in  the  years  1910  to  1921,  and  the 
total  required  for  the  service  of  the 
debt,  including  interest  and  amortiza¬ 
tion  charges,  aggregated  last  year 
somewhere  between  20  and  25  per  cent 
of  the  total  annual  revenue  of  the 
municipality. 

There  are  several  factors  connected 
with  the  problem  which  are  not  given, 
namely,  the  total  assessed  valuation 
of  the  property  contained  in  the  munic¬ 
ipality,  as  well  as  the  tax  rate  and  the 
total  amount  of  the  debt  now  out¬ 
standing,  and  the  proportion  of  the 
total  revenues  now  required  for  the 
service  of  the  debt,  all  of  which  are 
necessary  if  we  are  to  form  any 
really  intelligent  opinion  regarding  the 
matter. 

There  is  a  further  statement  by  Mr. 
Zaldari  which  has  aroused  my  interest, 
as  follows:  “To  accumulate  a  sinking 
fund  only  at  savings-bank  rate  of  4  per 
cent  is  a  very  flagrant  abuse  of  the 
sinking-fund  principle.”  I  take  from 
this  that  a  sinking  fund  should  earn 
more  than  4  per  cent.  I  have  not  yet 
found  a  sinking  fund  which  earned  in 
excess  of  this  amount.  If  the  sinking 
fund  commissioners  purchase  their 
own  bonds,  they  are  practically  always 
required  to  pay  a  premium  therefor. 
If  not,  they  usually  are  required  to 
invest  in  securities  which  are  satis¬ 
factory  to  savings  banks,  and  these  do 
not  yield,  in  normal  times,  much  over 
4  per  cent,  if  any. 

The  state  of  New  York,  through  a 
Special  Joint  Committee  on  Taxation 
and  Retrenchment,  has  recently  made 
an  exhaustive  study  of  the  question  of 
taxation  and  retrenchment.  The  con¬ 
clusion  of  this  committee  regarding  the 
respective  values  of  the  serial  and 
sinking  funds  is  as  follows: 
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The  evidence  has  been  multiplying 
steadily  that  the  experience  of  munici¬ 
palities  with  sinking  funds  has  been  un¬ 
fortunate.  Because  of  ignorance,  care¬ 
lessness,  or  a  desire  to  shift  the  tax  bur¬ 
den,  it  has  been  a  common  occurrence  to 
find  that  no  funds  were  available  for  the 
redemption  of  sinking-fund  bonds  at  their 
maturity,  so  that  refunding  had  to  be  re¬ 
sorted  to.  As  a  consequence,  taxpayers  are 
called  upon  to  pay  the  interest  and  re¬ 
demption  costs  of  bonds  issued  for  im¬ 
provements  that  have  long  disappeared. 
They  have  thus  been  unnecessarily  bur¬ 
dened  with  the  cost  of  projects  enjoyed  by 
their  predecessors,  and  in  addition  have 
often  been  hampered  by  the  resultant 
narrowing  of  their  borrowing  power,  which 
often  acts  to  prevent  them  from  issuing 
bonds  to  finance  improvements  urgently 
required  for  the  welfare  of  citizens  now 
alive. 

The  Committee  on  State  Finances 
and  Expenditures  of  the  New  York 
Constitutional  Convention  recom¬ 
mends  that  future  bond  issues  be  of 
the  serial  sort,  and  further,  that 
wherever  possible  outstanding  bonds 
should  be  retired  for  bonds  of  this  class. 

Mr.  Albert  D.  Chandler,  of  Brook¬ 
line,  Massachusetts,  has  written  ex¬ 
tensively  on  bond  issues  and  has  con¬ 
sistently  advocated  the  serial  bond 
issue  as  against  the  sinking-fund 
method. 

In  the  case  at  issue,  as  between  the 
10-year  bonds  and  the  25-year  sinking- 
fund  bonds,  the  comparative  total 
costs  would  be  as  follows: 


Per  Serial  Bond  method . $63,750 

Per  Sinking-Fund  method .  92,058 

Difference . $28,308 


That  portion  of  the  problem  which 
refers  to  the  possible  benefit  to  the 
taxpayers  of  keeping  the  money  in 


their  possession  and  not  having  to 
pay  it  out  in  taxes  to  retire  the  bonds 
until  some  time  in  the  future  is  an 
interesting  one.  If  a  corporation  is 
compelled  to  borrow  money  at  6  per 
cent  to  pay  its  taxes  when  the  munic¬ 
ipality  can  borrow  at  4  per  cent,  it 
would  appear  advisable  to  issue  long¬ 
term  bonds,  provided  they  did  not 
extend  beyond  the  life  of  the  improve¬ 
ment. 

Very  truly  yours, 

Thomas  R.  Lill. 

(. Lack  of  space  precludes  the  publi¬ 
cation  of  Mr.  Zaldari’s  reply  to  the  fore¬ 
going  letter  in  the  present  issue  of  “ Ad¬ 
ministration. It  will  appear  in  the 
February  number .) 


IN  MEMORIAM 

John  R.  Loomis,  senior  partner  of 
Loomis,  Suffern  and  Fernald,  Certified 
Public  Accountants,  New  York  City, 
died  December  8,  in  his  77th  year,  of 
acute  heart  disease.  Mr.  Loomis  was 
one  of  the  best-known  accountants  in 
the  country.  He  was  a  former  presi¬ 
dent  of  the  American  Association  of 
Public  Accountants,  and  also  of  the 
New  York  State  Society  of  Certified 
Public  Accountants,  of  which  he  was 
a  charter  member.  Before  beginning 
the  public  practice  of  accounting  Mr. 
Loomis  was  head  of  the  accounting 
department  of  the  International  Paper 
Company,  and  later  Comptroller  of  the 
United  Box  Board  Company.  At  the 
time  of  his  death  he  was  first  vice- 
president  of  the  American  Institute  of 
Accountants. 


FINANCIAL  AND  GENERAL  CONDITIONS 


THE  FINANCIAL  SITUATION 

BY  H.  PARKER  WILLIS* 


GENERAL  maintenance  of  normal 
business  conditions  accompanied 
by  lower  security  prices,  and  some  tend¬ 
ency  in  current  business  demand  to 
slacken,  have  been  the  outstanding 
features  during  the  past  month.  Within 
that  period,  however,  tendencies  toward 
lower  prices  for  securities  have  been 
measurably  offset,  and  there  has  been 
moderate  recovery  in  both  bonds  and 
stocks,  followed,  however,  by  reaction 
from  time  to  time,  with  failure  to 
establish  any  very  much  better  position 
so  far  as  the  majority  of  issues  are  con¬ 
cerned.  The  foreign  situation  has 
shown  but  little  improvement,  and  the 
banking  and  financial  outlook,  while 
thoroughly  healthy,  does  not  indicate 
any  material  turn  for  the  better  in  the 
business  situation. 

Securities  and  Investments.  The  reac¬ 
tion  in  the  values  of  bonds  and  stocks 
which  had  been  actively  in  progress 
practically  throughout  November,  was 
temporarily  checked  at  the  beginning 
of  the  month,  gains  being  registered  in 
nearly  all  issues  which  tended  to  over¬ 
come  a  part  of  the  previous  decline. 
Nevertheless,  such  recovery  was  only 
of  a  very  limited  variety,  as  was 
shown  as  far  as  bonds  were  concerned 
by  the  fact  that  the  bond  index  of  The 
Wall  Street  Journal,  of  December  8, 
for  November  showed  a  decline  from 
that  of  the  preceding  month,  being 
74.10  as  against  75.96.  There  was 
considerable  internal  difference  be¬ 
tween  different  groups  in  the  stock 
market,  but,  on  the  whole,  the  move¬ 
ment  of  shares  was  quite  steadily 
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downward  prior  to  the  end  of  Novem¬ 
ber,  and  after  a  sporadic  recovery 
has  since  moved  erratically.  In  so  far  as 
the  downward  movement  in  stocks  and 
bonds  has  gone  on,  the  effect,  of  course, 
has  been  to  enlarge  the  relative  income- 
yielding  power  of  a  given  security 
whose  dividend  or  interest  rate  is  fixed. 
The  reduction  in  quotation  thus  occur¬ 
ring  was  necessary  in  order  to  make  the 
stock  appeal  to  investors  or  buyers,  as 
without  it  such  buyers  would  have 
placed  their  funds  elsewhere.  Thus,  on 
the  whole,  investment  credit  has  be¬ 
come  more  expensive,  while  at  the 
same  time  short-term  borrowing  in  the 
open  market  has  likewise  tended  to 
become  more  costly.  The  net  result  is 
not  favorable  to  higher  prices  for  such 
securities.  They  may  still  be  realized, 
but  the  present  tendency  is  against  it, 
except  in  sporadic  or  isolated  cases  in 
which  some  earning  power  or  industrial 
advantage  resides. 

In  the  effort  to  make  securities 
appeal  rather  more  broadly  to  the 
public,  the  various  companies  have  re¬ 
sorted  to  the  issue  of  stock  dividends, 
and  the  distribution  of  evidences  of 
ownership  in  this  form  has  gone  further 
during  the  past  month  or  two  than 
perhaps  ever  before.  It  is,  however, 
doubtful  whether  this  policy  has,  in  any 
serious  degree,  strengthened  stocks  in 
the  estimation  of  the  public.  When  not 
accompanied  by  cash  dividends  on  an 
increased  basis,  the  new  stock  has  been 
little  more  than  a  means  of  operating 
more  broadly  in  the  open  market,  a 
line  of  activity  which  the  ordinary 
investor  is  not  particularly  anxious  to 
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undertake.  Question  has  been  raised  as 
to  the  reason  for  the  prevalence  of  these 
dividend  declarations,  and  the  ac¬ 
cepted  answer  has  been  that  those  who 
were  responsible  for  them  have  been 
disposed  to  anticipate  much  heavier 
taxes,  which  might  result  in  inter¬ 
ference  with  the  stock-dividend  policy, 
or  indeed  with  the  distribution  of  sur¬ 
pluses  on  any  basis. 

Money  and  Credit.  In  view  of  all 
these  circumstances  the  upward  tend¬ 
ency  of  call  money  rates  is  hardly  sur¬ 
prising.  There  has  been  some  fluctua¬ 
tion,  and  while  at  times  the  charge  for 
call  funds  has  been  per  cent,  there 
have  been  days  when  it  was  as  low  as 
3%  per  cent.  Perhaps  a  normal  or 
“average”  figure  of  about  5  per  cent 
would  represent  the  situation,  while  at 
the  same  time  funds  for  60  and  90  days 
have  been  firm  near  5  per  cent.  The 
tendency  of  the  market  is  undoubtedly 
upward,  in  spite  of  the  fact  that  there 
has  been  some  return  of  funds  to  New 
York  and  other  centers  at  the  close  of 
the  “crop-moving”  season.  Notwith¬ 
standing  the  fact  that  so  small  a  drain 
has  been  made  by  foreign  loans  upon 
the  existing  supply  of  capital,  and  not¬ 
withstanding,  too,  the  fact  that  the 
total  volume  of  business  in  the  stock 
market  has  been  much  smaller  than  in 
the  early  autumn,  thereby  resulting  in 
a  correspondingly  lessened  need  for 
borrowed  money,  the  general  cost  of 
accommodation  to  business  has  tended 
to  work  higher. 

The  question  whether  this  advancing 
movement  will  continue  is  much  under 
discussion,  and  the  prevailing  view  in 
well-informed  quarters  would  seem  to 
be  in  favor  of  a  still  further  upward 
drift.  The  tendency  would  be  accentu¬ 
ated,  probably,  should  foreign  countries 
succeed  in  re-entering  this  market  for 
funds.  In  the  meantime,  of  course,  the 
significance  of  the  advance  is  seen  in 
the  fact  that  business  enterprises  which 


have  been  looking  forward  to  favorable 
refunding  conditions  are  likely  to  find 
their  prospects  in  that  direction  less 
satisfactory,  while  on  the  other  hand 
their  cost  of  production  in  so  far  as  it 
is  affected  by  the  expense  of  borrowing 
will  also  be  higher. 

Business  and  Production.  The  real 
question  affecting  the  stock  and  securi¬ 
ties  market  has,  after  all,  been  the  out¬ 
look  for  business  and  production.  In 
some  branches  this  outlook  has  seemed 
to  be  all  that  could  be  wished.  Rail¬ 
road  transportation  has  been  at  a 
maximum  and  has  also  been  increasing 
in  efficiency.  The  average  of  activity 
at  basic  manufacturing  plants  has  been 
high,  as  compared  with  the  situation 
during  the  post-armistice  depression. 
Steel  plants  are  believed  to  be  operat¬ 
ing  at  about  80  per  cent  of  capacity, 
although  the  Steel  Corporation’s  un¬ 
filled  orders  have  fallen  slightly, 
while  in  other  branches  the  turnover 
has  been  very  large  and  satisfactory, 
tending  to  stimulate  the  belief  that  the 
country,  as  a  whole,  was  ordering 
freely. 

Against  this  prospect  of  prosperity 
has  been  the  fact  that  orders  were  not 
very  far  ahead,  but  that,  while  trade 
was  good  in  certain  branches,  it  was  on 
a  strictly  hand-to-mouth  basis.  The 
further  fact  that,  in  a  good  many 
branches  of  activity,  business  evidently 
could  not  be  expected  to  grow  much 
further  unless  there  should  be  a  larger 
development  of  demand  from  abroad 
has  also  tended  to  offset  the  opinions 
expressed  in  many  quarters  that  there 
was  every  reason  to  believe  in  con¬ 
tinued  great  growth  of  operations. 
Agricultural  products  were  fully  up  to 
average  in  some  parts  of  the  country, 
but  prices  for  cereals  have  not  been  as 
good  as  the  farmer  had  hoped,  with  the 
result  that  demand  in  those  regions  has 
been  shorter  and  trade  correspondingly 
reduced.  On  the  whole,  the  present 


January 
18  2  3 


THE  FINANCIAL  SITUATION 


119 


outlook  is  not  favorable  to  a  great 
broadening  of  demand  for  commodities. 
The  Federal  Reserve  Board’s  latest 
production  index  stands  at  115.00  for 
October  as  compared  with  the  previous 
figure  of  121.60. 

Company  Earnings  Unsatisfactory. 
How  to  explain  the  apparent  lack  of 
prosperity  in  many  quarters,  notwith¬ 
standing  that  there  is  so  much  activity, 
is  a  subject  that  has  puzzled  a  good 
many  persons.  One  way  of  accounting 
for  it  is  seen  in  the  fact  that  failure  to 
adjust  wages  and  prices  has  had  its 
outcome  in  very  high  costs  of  produc¬ 
tion  which  have  tended  to  prevent 
business  establishments  from  making 
very  large  profits.  A  readjustment  of 
costs  between  different  groups  in  the 
community  is  apparently  almost  essen¬ 
tial,  if  there  is  to  be  a  widespread 
restoration  of  profitableness  and  hence 
an  effective  desire  on  the  part  of  busi¬ 
ness  men  to  broaden  their  undertakings 
with  corresponding  demand  for  goods. 
Total  new  securities  issued  (as  shown 
by  The  Journal  of  Commerce  of  New 
York,  on  December  1)  were  $217,713,- 
750  (bonds,  notes  and  stocks),  as 
against  a  total  for  November,  1921, 
amounting  to  over  $38,000,000  above 
that  figure.  The  total  is  higher  than 
the  return  for  October  of  this  year,  but 
comparison  is  more  properly  made  with 
the  corresponding  month  a  year  ago. 
With  business  not  very  profitable  in 
many  lines,  it  is  natural  to  expect 
relatively  lower  investment  activity, 
and  that  is  exactly  what  is  developing. 
The  process  of  readjustment  must  be 
undertaken  and  carried  forward  much 
more  energetically  if  it  is  to  result  in 
really  improving  the  condition  of  pro¬ 
duction  and  business  from  the  long- 
range  standpoint. 

Movement  of  Prices.  The  movement 
of  prices  has  in  some  respects  been 
puzzling.  For  November  the  com¬ 
mercial  indexes  which  are  the  most 


nearly  up  to  date  show  a  slight  tendency 
to  increase,  Dun’s  being  up  1.7  points. 
Other  indexes  seem  to  show  a  condition 
approximating  to  stability,  although 
such  stability  is  evidently  uncertain  in 
duration.  The  Federal  Reserve  Board’s 
index  for  the  month  of  October  made 
public  December  16  shows  an  advance 
of  one  point,  while  that  of  the  Bureau 
of  Labor  for  October  indicates  an  in¬ 
crease  of  one  point.  A  difficult  phase 
of  the  situation  is  seen  in  the  fact  that 
commodities  of  various  different  classes 
are  apparently  inclined  to  move  in 
opposite  or  at  least  non-parallel  direc¬ 
tions,  a  fact  which  has  tended  to  make 
the  discrepancy  between  the  buying 
power  of  different  classes  more  pro¬ 
nounced  than  heretofore.  This  is  un¬ 
doubtedly  an  unfavorable  factor  in  the 
situation.  On  the  whole  it  cannot  be 
said  that  the  general  average  of  whole¬ 
sale  prices  now  shows  a  very  decided 
“trend”  upward,  but  rather  that  it  is 
varying  around  a  position  of  approxi¬ 
mate  equilibrium.  So  far  as  this  fact  is 
indicative  of  anything,  it  may  be  taken 
to  show  that  the  conditions  of  demand 
do  not  point  to  increase  as  compared 
with  productive  output.  It  also  tends 
to  offset  in  some  measure  the  symptoms 
of  inflationary  activity  which  may  be 
noted  in  other  directions,  and  suggests 
that  whatever  effect  inflationary  move¬ 
ments  may  have  had  thus  far,  it  has 
been  offset  by  opposite  factors  of  an 
equally  powerful  description,  such  as 
lack  of  foreign  demand. 

Banking  Situation.  The  price  situa¬ 
tion  is  not  easily  explicable  when  taken 
by  itself  alone;  and,  as  just  suggested, 
needs  to  be  studied  in  connection  with 
the  banking  position.  Shortly  after 
December  1  the  total  expansion  of 
deposits  at  all  of  the  banks  of  the 
country  was  apparently  about  $2,000,- 
000,000  as  compared  with  the  position  a 
year  ago.  As  reported  on  December  13, 
federal  reserve  banks  were  holding 
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about  $922,000,000  of  bills  taken  in  the 
ordinary  course  of  business.  This 
represented  almost  twofold  the  amount 
of  business  which  they  had  at  mid¬ 
summer,  and  was  a  little  over  one-fourth 
less  than  the  amount  held  a  year  ago, 
which  was  approximately  $1,250,000,- 
000.  The  fair  inference  to  be  drawn 
from  the  situation  seemed  to  be  that  the 
“slack”  in  credit  had  been  pretty  well 
taken  up,  and  that  it  was  today  neces¬ 
sary  for  member  banks  which  wanted  to 
expand  further  in  order  to  accommodate 
business  to  go  to  reserve  banks.  Hence 
the  rapid  expansion  of  bills  held  (pro¬ 
portionately  speaking) ,  and  the  changed 
position  of  the  reserve  banks  with 
respect  to  their  members,  notwith¬ 
standing  that  their  reserve  ratio 
(standing  at  75.1  on  December  13)  was 
higher  than  it  was  a  year  ago,  due  to 
the  enlargement  of  the  volume  of  gold 
in  the  system. 

The  fact  that  circumstances  have 
thus  combined  to  drive  the  banks  in 
many  cases  back  to  the  reserve  institu¬ 
tions  for  accommodation  makes  the 
rate  charged  by  the  latter  of  funda¬ 
mental  importance.  At  4  per  cent  (the 
rate  prevailing  in  Boston  and  New 
York)  there  is  now  a  profit  to  be  made 
by  borrowing  at  reserve  banks  and 
relending  the  funds  in  the  call  market 
or  to  commercial  customers,  while  the 
fact  that  many  of  the  banks  are  near 
the  point  where  additional  expansion 
may  compel  a  resort  to  reserve  banks 
makes  the  situation  still  more  pointed. 
Of  course,  all  this  naturally  lays  a  real 
basis  for  the  fear  of  a  renewed  bank 
inflation,  particularly  in  view  of  the 
fact  that  President  Harding  and  others 
speak  with  evident  favor  of  the  lowness 
of  the  discount  rate  at  reserve  banks. 
The  question  is  acutely  raised  whether 
any  advance  in  rate  is  probable;  and, 
if  it  is  not,  whether  an  expansion  of 
reserve  bank  loans  along  present  lines 
may  not  result  in  an  artificial  “boost¬ 


ing”  of  commodity  and  security  prices. 
As  to  this,  there  can  be  no  answer  thus 
far,  and,  if  such  inflation  should  develop 
in  the  near  future,  it  might  easily  offset 
the  counter-tendencies  to  which  refer¬ 
ence  has  already  been  made. 

Public  Finance.  Public  finance  at  the 
present  time  has  a  very  direct  bearing 
upon  the  business  and  securities  situa¬ 
tion.  For  the  current  year  our  budget 
was  in  round  numbers  $3,700,000,000. 
In  his  message  to  Congress  President 
Harding  reports  a  budget  cut  of 
$500,000,000,  but  states  that  so  heavily 
have  revenues  fallen  off  that  this  still 
leaves  a  probable  deficit  of  $274,000- 
000.  For  next  year  he  thinks  that  a 
surplus  of  $180,000,000  may  be  realized. 
Secretary  Mellon,  however,  in  his 
report  to  Congress,  points  out  that  the 
income  taxes  are  decreasing  in  pro¬ 
ductiveness,  and  he  raises  the  question 
whether  it  would  not  be  wise  to  cut  the 
rate  of  surtax  on  large  incomes,  thereby 
diminishing  evasion,  while  at  the  same 
time  ceasing  and  probably  prohibiting 
the  issue  of  tax-exempt  bonds.  For  the 
present  the  Secretary  does  not  recom¬ 
mend  any  new  taxes. 

From  all  this,  however,  it  seems  clear 
that  corporate  incomes  have  fallen  off 
tremendously,  income  tax  receipts  be¬ 
ing  down  about  one-third,  thus  showing 
a  very  much  lower  productivity  than 
has  existed  heretofore.  Again  the  effect 
of  the  bond  exemptions,  whatever  it 
may  be,  is  now  probably  at  about 
maximum.  In  these  circumstances  may 
it  not  easily  be  that  the  government 
will  find  itself  driven  to  impose  new 
taxation?  If  so,  it  may  reasonably  be 
inferred  that  the  radical  elements  in 
Congress  will  not  permit  any  such 
program  as  Secretary  Mellon  recom¬ 
mends.  On  the  contrary,  they  are 
likely  to  insist  on  new  types  of  taxation 
directed  at  corporations,  and  particu¬ 
larly  at  undistributed  incomes.  This 
means  that  there  is  a  very  imminent 


January 
16  2  8 


THE  FINANCIAL  SITUATION 


121 


possibility  of  government  onslaught 
upon  earnings.  What  the  corporations 
think  about  this  possibility  is  seen  in 
the  action  of  corporations  in  declaring 
stock  dividends  which  now  run  up  well 
toward  $1,500,000,000  for  the  year  thus 
far,  as  noted  at  an  earlier  point.  The 
whole  problem  of  public  finance  now 
manifestly  turns  upon  the  question 
whether  it  will  be  possible  to  hold 
appropriations  down  to  the  level  which 
the  President  has  indicated  as  being 
the  standard  to  which  he  is  working. 
Congress  already  shows  great  irrita¬ 
tion  and  restiveness  in  regard  to  the 
matter. 

Foreign  Trade.  While  our  banking 
situation  and  our  public  finance  are 
thus  both  in  a  somewhat  anomalous 
position,  foreign  trade  also  continues 
to  show  very  marked  peculiarities.  For 
the  month  of  October  figures  an¬ 
nounced  at  the  beginning  of  Decem¬ 
ber  revealed  an  increase  of  exports  as 
compared  with  the  preceding  month 
amounting  to  $57,000,000.  Analysis 
showed,  however,  that  such  increase  was 
due  (to  the  extent  of  $50,000,000)  to 
growth  in  shipments  of  raw  cotton, 
which  has  advanced  largely  in  price, 
while  changes  in  the  methods  of 
marketing  have  led  to  the  shipping  of 
considerable  quantities  of  the  staple 
in  advance  of  sales.  Allowing  for  price 
changes,  it  is  doubtful  whether  the 
course  of  our  exports  is  really  upward. 
At  all  events,  taking  the  year  thus  far, 
it  is  still  true  that  a  net  loss  of  about  20 
per  cent  in  our  total  exports  had 
occurred  as  compared  with  a  similar 
period  in  1921. 

Due  to  the  fact  that  the  government 
has  not  made  public  any  import 
figures  since  the  publication  of  the  new 
tariff,  it  is  impossible  to  say  what  our 
foreign  balance  is,  but  study  of  the 
general  business  situation  certainly 
does  not  give  ground  for  the  belief  that 
any  great  enlargement  of  this  trade 


is  near.  Most  foreign  financing  in  this 
market  is  now  practically  out  of  the 
question  under  any  ordinary  circum¬ 
stances,  while  American  banks  were 
never  more  chary  of  credit  extensions 
in  favor  of  foreign  trade  than  they  are 
at  the  present  moment,  so  far  at  least 
as  dealings  with  Europe  are  concerned. 
In  other  parts  of  the  world  the  develop¬ 
ment  of  our  business,  although  natu¬ 
rally  restricted  by  the  tariff  situation, 
has  not  been  unsatisfactory.  Until  the 
European  trade  of  the  country  and  the 
methods  of  financing  it  have  been 
restored  to  a  more  normal  and  satis¬ 
factory  basis,  home  business  and  invest¬ 
ment  is  not  likely  to  attain  a  much 
larger  growth  than  at  present.  The 
noteworthy  advance  of  sterling  to  a 
level  at  one  time  as  high  as  $4.68  is 
hopeful  in  its  bearing  upon  British 
prospects. 

Prospects  Abroad.  The  economic  sit¬ 
uation  abroad  naturally  reacts  power¬ 
fully  upon  the  business  of  the  United 
States,  and  the  weakness  of  the  ex¬ 
changes  except  sterling  makes  it 
doubly  difficult  to  carry  out  any  bank¬ 
ing  contracts.  This  movement  of 
exchanges  has  been  particularly  in¬ 
teresting  during  the  past  month.  With 
some  fluctuations  back  and  forth,  a 
fairly  definite  downward  tendency  is 
still  indicated  in  most  of  the  European 
currencies  except  sterling,  the  latter 
being  now  apparently  in  a  class  by 
itself,  due  to  Great  Britain’s  better 
foreign  balance,  and  due  also  to  her  far 
stronger  internal  financial  position. 

The  German  reparations  question 
had  apparently  reached  an  almost 
hopeless  position  at  the  time  of  the 
meeting  of  premiers  in  London,  thereby 
practically  necessitating  a  revision  of 
reparations,  which  would  give^Jermany 
a  period  within  which  to  recover.  No 
action  has,  however,  been  announced, 
the  session  adjourning  until  January. 
This  is  not  a  question  which  involves 
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the  disputed  issue  whether  the  Ger¬ 
mans  are  or  are  not  “able”  to  pay  the 
reparations  contracts  in  the  abstract. 
The  point  is  that  the  Allies  are  not  able 
to  make  them  pay  under  existing  condi¬ 
tions — a  circumstance  which  necessi¬ 
tates  readjustment  of  the  terms  of  the 
settlement  on  some  basis  at  an  early 
date.  The  establishment  of  a  rational 
reparations  plan  would  be  one  of  the 
strongest  influences  tending  toward 
the  promotion  of  business  soundness 
and  prosperity  in  the  United  States. 

Conclusion  and  Forecast.  General 
business  conditions  are  now  in  a  fairly 
satisfactory  state  so  far  as  volume  of 
output  is  concerned.  Employment  is 
substantial  and  wages  are  high.  Prices 
are  nearly  stable,  with  a  slightly  rising 
tendency  in  some  branches.  Securities 
have  apparently  anticipated  the  busi¬ 
ness  development  of  the  next  few 
months  and,  while  fluctuating  some¬ 
what,  do  not  show  the  power  to  recover 
the  levels  they  had  attained  before  the 
commencement  of  the  downward  move¬ 
ment  at  the  beginning  of  November. 
Bonds  are  substantially  off  from  their 
high  level  and  show  no  indication  of 
returning  to  it.  On  the  other  hand,  the 
banking  position,  though  strong,  is 
showing  signs  of  heavy  drafts  for  funds 


to  be  used  in  commercial  development. 
Reserve  banks,  although  reporting  a 
very  high  ratio,  are  carrying  about 
double  the  volume  of  bills  held  by  them 
at  low  point.  This  would  seem  to 
indicate  at  least  a  possibility  of  infla¬ 
tion  should  any  rein  be  given  to  those 
who  would  use  credit  recklessly. 

Foreign  trade  is  still  unsatisfactory 
and,  with  Europe,  depressed.  Condi¬ 
tions  abroad  are  at  a  standstill  pending 
settlement  of  reparations,  which  has 
thus  become  a  domestic  business 
problem  so  far  as  the  United  States  is 
concerned.  Public  finance  in  this 
country  is  still  facing  the  prospect  of  a 
heavy  deficit  for  this  year  and  unless 
appropriations  are  held  rigidly  within 
bounds  will  have  to  meet  such  a  deficit, 
with  the  result  that  new  taxes  may 
reasonably  be  expected  in  the  early 
future  notwithstanding  that  the  pres¬ 
ent  burden  of  taxation  is  destroying  the 
productiveness  of  present  tax  rates. 
This  possibility  of  heavy  taxation 
constitutes  a  real  menace  to  business. 
The  occasion  is  not  one  which  en¬ 
courages  speculation  or  commitments 
far  in  advance  so  far  as  either  stocks 
or  goods  are  concerned.  Caution  is 
the  policy  now  indicated  and  generally 
observed. 


THE  BUSINESS  SITUATION  AND  WHAT  IT  PORTENDS 


BY  ARCHER  WALL  DOUGLAS* 


THE  story  that  comes  to  me  from 
the  four  corners  of  the  country  is 
principally  remarkable  for  its  extreme 
simplicity  both  in  the  matter  and  the 
manner  of  the  telling.  It  deals  with  but 
few  figures.  In  lieu  of  these  it  recites 
briefly  but  in  vivid  phrases  the  results 
of  long  years  of  patient  study  and  ob¬ 
servation  of  every  nook  and  corner  of 
the  nation,  and  of  the  people  who  make 
its  public  opinion  and  its  general  wel¬ 
fare.  As  you  analyze  and  interpret 
what  it  reveals  you  feel  that  you  are 
in  touch  with  bed  rock  facts  after  a 
fashion  that  nothing  else  can  match. 

In  the  beginning  you  realize  the 
constantly  recurring  theme,  that  while 
God  may  be  in  His  Heaven,  all’s  not 
well  with  the  world,  especially  that 
agricultural  world  upon  whose  welfare 
our  very  existence  as  a  nation  de¬ 
pends.  Nor  is  it  a  fancied  grievance, 
but  a  profound  fact  which  may  well 
excite  our  concern.  There  is  a  large 
strip  of  country  in  the  Great  Plains 
states  westward  to  the  Rockies  where 
crops  were  scanty  last  summer  and 
have  been  for  several  years,  and  where 
farmers  have  not  even  the  crumb  of 
comfort  of  commanding  good  prices, 
as  is  usually  the  case  where  commodi¬ 
ties  are  scarce. 

Fortunately,  this  is  not  the  uni¬ 
versal  story;  far  from  it.  But  even 
in  the  case  of  the  bountiful  yields  in 
the  extensive  areas  of  the  two  Dakotas, 
Kansas,  and  Nebraska,  prices  of  farm 
products  frequently  do  not  equal  the 
cost  of  production.  For  it  is  a  long 
way  to  the  principal  markets,  and  the 
proportion  of  freight  paid  to  the 

*  Chairman  of  the  Committee  on  Statistics  and 
Standards  of  the  Chamber  of  Commerce  of  the 
United  States. 


prices  obtained  for  the  commodities 
increases  directly  as  the  square  of  the 
distance.  And  the  farmer,  like  the 
fabled  Jones,  always  pays  the  freight. 
Also,  the  freight  is  very  high  and 
burdensome,  even  though  this  be  the 
misfortune  rather  than  the  fault  of  the 
railroads.  So  there  is  grim  irony  in 
those  interesting  fictions,  written  for 
public  consumption,  which  tell  of  how 
much  more  the  farmer  is  receiving 
for  his  products  than  a  year  ago — un¬ 
fortunate  half  truths  which  unknow¬ 
ingly  reckon  market  quotations  as  the 
basis  of  what  the  farmer  actually  gets. 

II 

The  Central  West.  One  can  realize 
the  profound  fundamental  problem 
which  these  facts  portray — the  tragedy 
of  distribution  which  in  states  as  far 
apart  as  Idaho  and  Maine  allows 
potatoes  to  rot  undug  in  the  ground, 
and  apples  to  remain  ungathered  on 
the  trees,  as  not  enough  can  be  had 
for  them  to  pay  the  cost  of  the  har¬ 
vesting.  Meanwhile  it  is  an  ill  wind 
that  blows  no  one  good,  for  the  con¬ 
sumer  in  the  great  markets  gets  small 
measure  of  benefit.  In  these  unfortu¬ 
nate  localities  live  stock  does  not  yield 
much  better  results  and  the  natural 
consequence  will  be  a  decrease  in 
numbers  until  growing  scarcity  brings 
higher  prices  and  offers  an  incentive  to 
the  breeding  of  larger  numbers.  There 
is  usually  some  consolation  even  in 
severe  straits,  and  this  time,  in  the 
stricken  sections  where  spring  wheat 
and  cattle  were  the  staff  of  life, 
necessity  is  forcing  diversification  of 
crops,  and  already  the  dairy  cow  and 
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her  unfailing  daily  income  shines  out 
like  a  little  candle  in  a  naughty  world. 

Fortunately  these  unlucky  spots  are 
the  exception  in  the  world  of  agri¬ 
culture  even  though  they  illustrate  its 
greatest  problem — that  of  some  method 
whereby  the  farmer  may  at  least  ob¬ 
tain  a  living  return  for  the  fruits  of 
his  labor. 

In  the  fertile  fields  of  the  Central 
West  matters  are  far  better  on  the 
whole,  partly  because  of  nearness  to 
primary  markets,  partly  because  the 
principal  products,  wheat,  corn  and 
hogs,  bring  better  price  returns,  partly 
because  farming  is  more  of  a  business 
and  less  of  a  tradition,  and  is  buttressed 
and  fortified  accordingly  by  better 
equipments  and  extended  crop  diver¬ 
sification. 

There  you  see  the  economic  problem 
of  the  day,  the  harmonious  relation  of 
the  prices  of  farm  products  to  those  of 
other  commodities,  at  least  in  partial 
solution.  There  is  good  business  in 
those  sections,  and  the  general  ex¬ 
pectation  is  that  it  will  grow  better  as 
spring  comes — always  provided  that 
manufacturers  do  not  make  the  fatal 
mistake  of  advancing  their  prices  with¬ 
out  due  warrant.  Any  such  attempt 
will  meet  with  immediate  and  stub¬ 
born  resistance,  and  another  buyers’ 
strike  will  be  on.  Also,  those  alluring 
forecasts  of  rising  prices  acting  as  an 
incentive  to  increased  buying  will 
reveal  the  hopeless  ignorance  of  their 
authors  as  to  the  real  sentiment  of  the 
consuming  public. 

Ill 

Co-operation  Among  Farmers.  In 
this  survey  of  the  agricultural  situation 
you  get  constant  glimpses  of  the  pro¬ 
found  unrest  and  the  underlying  dis¬ 
content  of  the  farming  world  with 
present  conditions,  and  how  deter¬ 
minedly  the  farmers  are  seeking  to 


change  their  lot  for  the  better.  From 
a  stubborn  individualist  the  farmer 
has  become  a  team  worker,  and  a 
member  of  all  manner  of  co-operative 
organizations.  These  associations  are 
successful  or  not,  usually  according 
to  the  measure  of  ability  and  team¬ 
work  shown  in  their  management; 
but  some  of  them  are  making  head¬ 
way.  Notable  among  these,  so  far, 
are  the  co-operative  organizations  in 
the  tobacco-growing  districts  of  Ken¬ 
tucky,  Tennessee,  Ohio,  West  Virginia, 
Virginia,  and  the  two  Carolinas.  They 
warehouse  their  crop  and  sell  it  as 
demand  warrants  and  at  a  profitable 
figure,  and  so  far  they  are  meeting 
with  success,  whereas  formerly  they 
were  at  the  mercy  of  the  buyer. 

IV 

The  Prosperous  South.  Few  farming 
sections  of  the  country  have  come  back 
so  rapidly  as  the  South  because  of  the 
high  price  of  cotton  which  will  prob¬ 
ably  prevail  until  another  crop  is 
picked  some  months  hence,  as  it  is  a 
case  of  a  world-wide  shortage  of  the 
fleecy  staple.  Debts  of  long  standing 
are  being  paid  off,  purchases  of  needed 
materials  and  supplies  are  being  made, 
but  there  is  not  even  a  semblance  of 
that  wild  speculation  which  character¬ 
ized  the  previous  era  of  high-priced 
cotton  a  few  years  ago.  There  will  be 
good  times  in  the  South  for  the  next 
six  months,  and  how  much  longer  will 
depend  largely  upon  the  amount  of 
cotton  raised  next  season.  Whether 
it  is  just  enough  to  prolong  the  good 
times,  or  too  much,  with  a  resulting 
precipitate  relapse  into  the  disastrous 
era  of  two  years  ago,  will  depend 
on  the  co-ordination  of  supply  and 
demand. 

Meanwhile  the  South  is  steadily 
consolidating  the  gains  she  has  made 
by  still  further  diversifying  not  only 
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her  crops  but  her  industries,  by  adding 
to  her  farm  equipment,  and  by  spend¬ 
ing  money  for  education  and  kindred 
matters  of  progress. 

V 

Conditions  Affecting  Farmer.  Natu¬ 
rally  the  other  industries — manufac¬ 
turing,  mining,  construction,  transpor¬ 
tation — are  sharing  in  the  better  days 
which  have  come  to  agriculture  in  most 
sections,  but  in  the  end  they  will  go 
as  far  as  agriculture  goes  and  no 
farther.  That  in  turn  depends  upon 
many  things — upon  what  happens  in 
Europe,  the  best  taker  of  our  surplus 
products,  and  concerning  that  no  man 
may  speak  with  even  a  semblance  of 


certainty;  upon  the  solution  of  the 
problems  of  agriculture  of  which  I 
have  made  mention,  and  that  will  be 
the  story  of  a  very  long  time;  upon  the 
nature  of  the  relations  of  employer  and 
employee  and  the  absence  of  such  in¬ 
dustrial  warfare  as  has  characterized 
the  past  twelve  months;  and  finally 
upon  a  more  constructive  spirit  in 
public  and  political  life — and  there 
the  pot  seems  only  to  have  started 
simmering. 

Meanwhile  the  best  portent  of  the 
immediate  future  lies  in  the  wide¬ 
spread  belief  that  despite  much  current 
misfortune  and  trouble,  better  times 
lie  ahead  of  us  and  we  are  at  least  upon 
the  threshold  of  their  gradual  reali¬ 
zation. 


1920 

1921 

to 

J 

F 

M 

A 

M 

J 

j 

A 

s 

0 

N 

0 

J 

F 

M 

A 

M 

J 

J 

A 

o 

N 

D 

<0 
b.  cc 
o  O 

% 

1 

| 

P 

i 

& 

i 

p 

i 

/ / / 

YA 

1 

f 

P 

P 

P 

1 

% 

i 

1 

<  O 
UJ  z 

Cl  < 

£ 

1 

| 

% 

i 

$/ 

1 

1 

| 

% 

yy 

yy, 

i 

1 

1 

<2 

O 

O 

| 

1 

% 

1 

1 

i 

% 

I 

/// 

f 

1 

1 

1 

% 

CD 

w* 

/// 

& 

/'■  - 

% 

y4 

P 

% 

% 

% 

p 

1 

1 

1 

i 

< 

2 

t 

\ 

V. 

cc  ' 
O 

2 

1 

\ 

1 

1 

1 

v 

w 

I 

P 

I 

1 

i 

p 

i 

///A 

w  5 

■ 

'//A 

1 

Q  oc 

1 

p 

1 

P 

p 

1 

g 

m 

I 

1 

p 

1 

si 

i 

i 

I 

§ 

1 

i 

1 

111  -r 

CC  z 
<  O 

I 

P 

§ 

m 

a// 

i 

H 

H 

I 

i 

i 

i 

1 

i 

P 

W 

H 

*  Note:  "Normal”  for  interest  rate=4  to  6  per  cent;  for  ^  =  ratio  in  1912;  for  reserve  ratio  =  55  to  65 


THE  BUSINESS  TREND— A  BAROM 


EXPLANATION  OF  BAROMETER. 
The  trade  barometer  shown  above  is  so 
constructed  that  when  business  is  in  the 
stage  either  of  boom  and  expansion  or  is 
moving  downward  in  the  early  stages  of 
crisis,  the  curves  and  vertical  bars  are  in 
the  upper  area.  When  the  general  busi¬ 
ness  condition  is  that  of  depression  or  the 
beginning  of  recovery,  the  curves  and  bars 
are  in  the  lower  area. 

The  light  line  shows  the  course  of  the 
interest  rate  on  prime  commercial  paper, 
with  adjustment  for  normal  seasonal  vari¬ 
ation.  It  is  based  on  an  index  number,  100 
equaling  5  per  cent.  The  broken  line  shows 
the  federal  reserve  bank  ratio  of  cash  re¬ 
serves  to  note  and  deposit  liabilities,  the 
curve  being  inverted  so  that  an  increase  in 
the  ratio  causes  a  fall  in  the  curve.  The 
heavy  line  shows  the  relation  between  the 
price  level  (Bradstreet’s  index  number  of 
wholesale  prices)  and  the  physical  volume 


Prepared  by  Lewis  H.  Haney, 

of  trade  (car-loadings  X  tons  per  car). 
The  bars  projecting  above  or  below  the 
normal  zone  indicate  the  movement  of 
business  failures  (Dun’s).  Bars  pro¬ 
jecting  above  the  “normal”  area,  show  a 
smaller  number  of  failures  than  normal; 
bars  projecting  below  show  an  excess  of 
failures  over  normal;  the  absence  of  any 
bar  would  show  that  failures  are  normal. 
The  arrows  pointing  up  or  down  from  the 
center  line  of  the  normal  zone  show  by  their 
direction  the  course  of  a  special  six-com¬ 
modity  price  index.  The  stars  indicate 
the  probable  trend  of  the  curves  during  the 
current  month;  the  dotted  bar  the  prob¬ 
able  trend  of  failures. 

THE  BUSINESS  TREND  IN 
NOVEMBER  AND  DECEMBER 

With  the  exception  of  failures,  all  the 
indexes  of  business  trend  in  the  barom¬ 
eter  are  pointing  upward.  The  general 
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conclusion,  therefore,  is  continued  im¬ 
provement  in  trade  and  industry. 

It  is  still  to  be  remembered,  however, 
that  business  is  not  yet  normal.  The 
curves  and  bars  of  the  barometer  are  in 
the  subnormal  area  of  depression  and 
recovery.  Prices  are  still  relatively  low 
in  comparison  with  the  physical  volume 
of  trade;  the  federal  reserve  ratio  is 
abnormally  high  and  failures  are  in  ex¬ 
cess  of  normal. 

Much  depends  on  the  future  course 
of  domestic  and  foreign  markets.  If 
average  prices  continue  to  advance 
gradually — with  adjustments  to  bring 
abnormally  high  prices  down  and  ab¬ 
normally  low  prices  up — and  if  foreign 
exchange  rates  continue  to  advance, 
then  industry  in  1923  will  recover  to  a 
level  that  may  fairly  be  called  normal. 


Indications  now  are  that  this  recovery 
will  come. 

Detailed  reading  of  the  barometer 
gives  the  following  results: 

1.  The  price  trend  is  still  upward.  The 
six-commodity  index  was  up  4  per  cent  for 
November,  and  present  indications  are  for 
a  further  advance  in  December.  It  seems 
probable  that  pig  iron  prices  have  touched 
bottom.  Copper  demand  and  prices  are 
rising.  Silk  is  firm.  Wheat  is  rising  and  is 
due  to  advance  further.  In  view  of  the 
trend  of  those  markets  which  have  most 
barometric  value,  the  least  that  can  be 
said  is  that  price  levels  will  continue 
firm. 

2.  The  index  number  of  rates  on  com¬ 
mercial  paper  has  now  moved  up  since 
August,  and  is  well  within  the  normal 
field.  This  is  as  forecast  and  there  is  no 
indication  of  decline.  As  long  as  prices 
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continue  to  advance  the  interest  rate  will 
probably  rise. 

3.  Failures  continue  abnormally  numer¬ 
ous.  November  made  a  slightly  worse 
showing  than  anticipated.  It  is  to  be  re¬ 
peated  that  as  long  as  the  failure  bars  in  the 
chart  project  as  far  as  they  do  into  the 
“Area  of  Depression  and  Recovery,” 
business  will  be  subnormal. 

4.  The  PV  line  during  November  moved 
up  slightly.  The  rate  of  improvement  has 
declined,  but  indications  point  to  further 
advances.  That  markets  have  been  able  to 
absorb  the  greatly  increased  physical 
volume  of  trade  without  breaking,  is  a  very 
favorable  indication.  No  end  is  yet  in  sight 
for  the  period  of  improved  earnings  state¬ 
ments,  and  we  may  expect  the  number  of 
concerns  paying  dividends  to  increase. 

This  is  the  reason  for  expecting  a  con¬ 
tinuation  of  the  bull  movement  in  stocks. 
As  long  as  the  general  trend  of  the  PV 
line  is  upward,  the  general  trend  of  stock 
market  averages  will  move  in  the  same 
direction. 

5.  The  reserve  ratio  curve  gives  some 
indication  of  a  move  toward  higher  levels, 
and  it  is  believed  that  early  in  1923  it  will 
indicate  better  business.  The  recent  dip  in 
the  curve  indicates  that  liquidation  had  not 
been  completely  accomplished.  One  thing 
is  certain — it  is  not  likely  that  such  enor¬ 
mous  gold  reserves  can  long  continue 
virtually  locked  up,  and  an  expansion  of 
earning  assets  is  to  be  expected.  Expand¬ 
ing  trade  will  soon  require  more  bank 
credit. 

It  is  to  be  observed  that  the  position 
of  the  reserve  ratio  curve  on  the  chart 
has  been  raised.  This  is  in  accord  with 
the  statement  made  in  the  July  issue 


of  Administration A  It  is  now  clear  that 
the  normal  range  of  the  reserve  ratio 
is  considerably  above  that  which  was 
used  when  the  barometer  was  con¬ 
structed.  The  course  of  the  curve  is 
unchanged. 

Among  the  more  important  general 
indications  of  business  trend  are  prog¬ 
ress  in  price  adjustments  among  com¬ 
modities,  rise  in  foreign  exchange,  and 
increased  purchasing  power  among  im¬ 
portant  classes. 

On  December  1  prices  of  provisions, 
breadstuffs,  live  stock,  and  leather  were 
up,  while  prices  of  naval  stores,  fruit, 
coal  and  coke,  and  petroleum  products 
were  down.  Building  materials  may 
be  expected  to  weaken.  These  adjust¬ 
ments  are  salutary,  as  they  hasten  the 
day  when  production  will  be  directed 
into  the  channels  required  for  develop¬ 
ment  of  business  on  a  peace  basis. 

The  gradual  upturn  in  foreign  ex¬ 
change,  to  which  attention  was  called 
by  the  sharp  swing  in  sterling,  is  sig¬ 
nificant  as  marking  a  turn  toward  nor¬ 
mal  conditions  in  foreign  trade.  Higher 
exchange  rates  will  help  our  foreign 
market  for  grain,  cotton,  and  copper. 

Mail  -  order  and  department  -  store 
sales  continue  to  show  gains,  which  is 
significant  not  only  as  indicating  pur¬ 
chasing  power ,  but  also  as  showing  the 
will  to  buy.  It  does  not  show  any  signs 
of  a  return  of  the  “buyers’  strike.” 
Good  grain  and  cotton  prices  are  now 
assured  and  better  farm  conditions  will 
follow. 

•See  "The  Business  Trend,”  p.  126. 
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COMPETITION  IN  THE  NEW  ERA 

BY  RICHARD  T.  ELY* 


ANEW  economic  stage  is  appearing, 
though  the  older  stages  linger  on. 
We  have  left  the  age  of  local  and 
nationalistic  monopoly,  and  are  enter¬ 
ing  the  age  of  world  competition.  Eco¬ 
nomic  relations,  once  local,  gradually 
have  extended  their  scope  until  now, 
going  beyond  the  boundaries  of  the 
nation,  they  are  bringing  in  a  world 
economy.  It  should  be  understood, 
however,  that  when  we  pass  from  one 
stage  of  development  to  another  stage 
in  our  economic  evolution,  the  earlier 
stages  linger  on,  and  the  later  stages  are 
something  added  to  what  we  already 
have.  Local  economic  relations  are  still 
the  most  important ;  next  to  these  come 
national  economic  relations ;  and  finally, 
world  economic  relations.  But,  as  the 
economic  sphere  enlarges,  the  later 
stages  condition  and  modify  all  the 
earlier  stages,  and  unless  there  are  right 
relations  in  all  stages,  there  is  a  failure 
to  function. 

In  an  earlier  stage  the  local  economy 
was  largely  independent  of  the  nation 
and  knew  little  of  the  world  at  large. 
Terrible  failures  might  happen  in  a 
country,  and  the  ordinary  man  in  his 
village,  or  even  in  his  city,  would  know 
nothing  of  them.  At  present,  however, 

♦Director  of  the  Institute  for  Research  in  Land  Eco¬ 
nomics  and  Public  Utilities,  and  Professor  of  Economics, 
University  of  Wisconsin. 


if  we  have  a  breakdown  in  international 
relations,  the  national  economy  func¬ 
tions  imperfectly,  and  the  man  in  the 
village  finds  himself  without  work.  On 
account  of  the  breakdown  of  national 
barriers  that  is  taking  place,  and  the 
world  extension  of  economic  relations, 
we  may  safely  say  that  we  are  entering 
upon  a  new  era.  In  modern  times  we 
are  always  entering  upon  a  new  era,  but 
we  are  doing  so  now  with  a  rapidity  and 
with  a  significance  that,  perhaps,  has 
never  before  been  equaled. 

II 

Things  which  were  sources  of  indi¬ 
vidual  fortunes  in  the  past  are  not  sources 
of  great  wealth  today.  All  this  means 
great  changes  in  many  different  direc¬ 
tions,  and  especially  in  the  significance 
of  competition  as  a  source  of  individual 
fortunes.  The  scientific  study  of  indi¬ 
vidual  fortunes  has  scarcely  begun,  but 
probably  it  is  a  safe  generalization  to 
say  that  the  sources  of  fortunes  change 
from  age  to  age. 

Conquest  was  in  ancient  times  a 
source  of  individual  fortunes  as  well  as 
of  national  wealth.  There  came  a  time 
when  land  was  the  chief  source  of  indi¬ 
vidual  fortunes  and  that  period  ex¬ 
tended  up  to  modern  times.  When  the 
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science  of  economics  began  to  exist  as 
a  separate  and  distinct  branch  of 
knowledge  in  the  latter  part  of  the 
eighteenth  century,  the  chief  source  of 
new  wealth  was  still  land;  and  it  is  not 
strange,  then,  that  the  income  of  land 
under  the  term  of  rent  was  regarded  as 
the  principal  fountain  of  wealth.  Land 
only  was  truly  productive  according  to 
the  Physiocrats,  and  this  doctrine,  un¬ 
der  various  modifications,  has  lingered 
on  up  to  the  present,  although  land,  in 
any  proper  sense  of  the  term,  has  long 
ceased  to  be  the  chief  source  of  incre¬ 
ment  of  wealth  from  which  accumula¬ 
tions  are  made. 

Those  economists  who  are  looking  to 
the  rent  of  land  as  the  chief  source  of 
wealth  are  belated  by  two  or  three 
generations.  From  the  middle  of  the 
last  century  certainly,  and  well  up  to 
the  beginning  of  this  century,  the 
source  of  new  wealth  was  found  largely 
in  monopoly.  This  was  the  age  when 
natural  monopolies  occupied  the  stage 
of  economic  discussion  and  of  practical 
politics.  Private  monopoly  was  con¬ 
sidered  a  great  evil,  and  it  came  to  be 
recognized  that  unregulated  private 
monopoly  was  odious  and  could  not  be 
tolerated.  The  typical  rich  man  was 
the  railway  magnate,  and  to  say  that  a 
man  was  a  Vanderbilt  pointed  to  great 
wealth  accumulated  through  railway 
construction,  ownership,  and  manage¬ 
ment.  In  addition  to  railways  there 
were  other  enterprises  partaking  of  a 
monopolistic  character  and  falling 
within  the  broad  field  of  public 
utilities. 

In  practical  politics  the  result  of  this 
was  the  establishment  of  the  Interstate 
Commerce  Commission  and  railroad 
commissions  in  various  states  in  order 
to  enforce  legislation  for  the  control  of 
monopolistic  enterprises.  This  control 
has  become  so  effective  that  the  great 
monopolistic  enterprises,  not  regulated 
by  competition,  are  no  longer  the 


sources  of  great  fortunes,  but  are  be¬ 
coming  a  field  for  careful,  conservative 
investment  which  may  be  made  with 
the  hope  of  receiving  normal  competi¬ 
tive  returns. 

It  should  be  noticed  that  changing 
price  levels  have  produced  as  marked 
economic  effects  here  as  in  past  ages. 
Regulated  prices  which  once  yielded 
large  surplus  gains  have  been  changed 
with  difficulty,  and  sometimes  have  not 
changed  at  all,  and  now  yield  some¬ 
times  no  dividends,  sometimes  divi¬ 
dends  below  the  current  rate  of  interest, 
and  only  occasionally  a  surplus  beyond 
normal  interest.  Charges,  where  regu¬ 
lated,  are  adjusted  very  reluctantly,  the 
pressure  of  public  opinion  opposing 
any  change. 

At  the  present  time,  with  the  break¬ 
down  of  national  isolation,  we  have  a 
new  era  of  competition.  Indeed,  we  may 
express  ourselves  still  more  strongly 
and  say  without  exaggeration,  that  we 
have  entered  a  new  age  in  economic 
history.  World  markets  are  sought, 
and  with  the  ever- widening  market  the 
man  who  can  succeed  in  competition  is 
becoming  the  man  of  big  wealth.  It 
has  recently  been  said  that  Ford  is  the 
richest  man  in  the  world.  Ford  has 
always  been  exposed  to  sharp  competi¬ 
tion,  but  he  has  kept  in  the  lead  in  his 
competition  and  his  cars  have  a  world¬ 
wide  market.  Marshall  Field  and 
Wanamaker,  likewise,  stand  for  great 
wealth  acquired  in  the  competitive 
field. 

We  could  continue  indefinitely  giving 
illustrations  of  fortunes  in  different 
ages.  A  French  author  has  made  this 
field  his  own,  and  we  have  in  addition 
to  other  works  by  him  the  monumental 
treatise  in  six  volumes  entitled  “  Histoire 
Economique  de  la  Propri6te,  des 
Salaires,  des  Denrees,  Et  de  tous  les 
Prix  en  General  depuis  l’an  1,200 
jusqu’en  l’an  1800”  (Economic  His¬ 
tory  of  Property,  of  Wages,  of  Com- 
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modities,  and  of  all  Prices  in  General 
from  1200  to  1800).  Especially  note¬ 
worthy  in  this  connection  is  the  work 
of  the  same  author,  “La  Fortune 
Privee,  A  Travers  Sept  Siecles”  (Pri¬ 
vate  Fortunes  During  Seven  Centu¬ 
ries).  Some  of  his  conclusions  are 
summarized  in  a  recent  article  in  The 
Living  Age  (September  2,  1922). 

The  writer  referred  to,  D’Avenel, 
speaks  of  the  profession  of  letters  as 
less  lucrative  than  that  of  the  great 
conquerors,  but  after  all  he  gives  illus¬ 
trations  of  writers  who  have  acquired 
considerable  fortunes.  Voltaire,  who 
lived  in  the  latter  part  of  the  eighteenth 
century,  left  to  his  heirs,  it  is  stated  by 
this  author,  a  revenue  of  350,000  francs, 
and  if  we  capitalize  this  at  5  per  cent  it 
would  be  7,000,000  francs,  a  great 
fortune  at  that  time  and  not  a  con¬ 
temptible  sum  even  now.  This  author 
draws  the  conclusions  that  genius  has 
been  inadequately  rewarded  “in  every 
land  and  every  age”  and  he  mentions 
Edison  as  an  exception  because  he  has 
gained  “world-wide  fame  and  simul¬ 
taneously  a  colossal  fortune.” 

Doubtless,  also,  we  will  all  agree,  on 
the  whole,  with  the  conclusion  that 
genius  of  the  highest  order  is  inade¬ 
quately  rewarded.  If  there  are  excep¬ 
tions  these  exceptions  prove  the  rule. 
Some  of  the  greatest  benefactors  of  the 
human  race  have  suffered  martyrdom. 
Nevertheless  this  new  era  of  competi¬ 
tion  is  bringing  closer  together  merit 
and  reward.  It  is  a  function  of  indi¬ 
vidual  fortunes  to  make  closer  this 
approximation  between  reward  and 
merit,  and  the  marvelous  benevolences 
of  modern  times  show  a  growing  ap¬ 
preciation  of  this  duty  and  opportunity 
of  individual  wealth.  The  qualities 
leading  to  success  have,  then,  we  may 
conclude,  advanced  a  step  forward 
as  we  have  passed  from  the  age  of 
monopoly  to  our  new  age  of  com¬ 
petition. 


Ill 

The  new  source  of  individual  fortunes 
is  personal  surplus  gained  in  world 
competition.  It  is  personal  qualities 
which  now  secure  great  wealth;  and 
the  economic  surplus  which  results  in 
great  fortunes  is  ever  increasingly  ap¬ 
pearing  as  personal  surplus.  Not  only 
do  we  have  the  world  market  open  to 
the  man  who  is  equal  to  it,  but  by  a 
curious  coincidence  modern  inventions 
make  valuable,  as  never  before,  the 
qualities  of  the  economic  superman. 
A  great  singer  receives  $5,000  a  night, 
sometimes  far  more  than  that,  and 
then  in  addition  gets  a  constant 
revenue  from  records  which  multiply 
his  voice  and  give  his  music  a  world 
market.  What  ownership  of  land  could 
equal  Caruso’s  gift  of  song  as  a  source 
of  wealth? 

Take  literature.  The  time  was  when 
we  looked  upon  the  writer  as  a  poor 
man,  and  generally  his  income  did  not 
exceed  that  of  a  good  craftsman  even 
though  he  were  a  fairly  gifted  writer. 
We  think  of  an  author  as  at  work  in  a 
cold  garret,  and  sometimes  even  a  great 
writer  has  died  in  poverty.  In  our  day, 
however,  we  find  among  the  rich  men, 
H.  G.  Wells,  a  man  with  peculiar  gifts 
of  a  fairly  high  order  so  far  as  literary 
work  is  concerned,  but  evidently  of  a 
very  unusual  order  so  far  as  publicity 
is  concerned.  At  any  rate,  whatever 
the  nature  of  his  gifts  may  be,  he  has 
been  able  to  find  a  world  market  for  his 
writings,  and  it  would  not  be  surprising 
to  learn  that  he  is  well  up  in  the  class  of 
rich  men.  His  income  must  certainly 
be  reckoned  in  the  hundreds  of  thou¬ 
sands,  and  if  he  is  a  good  investor,  it 
may  reach  a  million. 

The  “movies”  have  a  certain  con¬ 
nection  with  literature,  although  some¬ 
times,  and  frequently  indeed,  we  must 
give  to  literature  a  broad  scope  to  in¬ 
clude  the  plays  which  they  offer  to  the 
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public.  But  acting  has  become,  through 
the  “  movies,”  a  source  of  large  incomes 
and  fortunes.  We  have  all  read  about 
the  extravagances  of  the  colony  at 
Hollywood,  and  even  if  what  we  see  in 
the  papers  has  some  exaggeration,  we 
know  that  many  of  the  colony  receive 
enormous  incomes  and  spend  profusely 
and  at  times  riotously.  Charlie  Chaplin 
and  Mary  Pickford  take  their  place 
among  rich  people.  A  successful  book 
which  can  be  made  the  basis  for  a 
photoplay  may  reach  millions  of  people 
and  yield  an  enormous  income. 

Successful  lawyers  have  always  been 
included  among  the  men  enjoying  large 
incomes,  and  world-wide  competition 
gives  a  greater  scope  to  their  talents. 
We  hear  about  salaries  of  $50,000  to 
$100,000  and  more  paid  to  lawyers,  and 
earnings  from  fees  going  up  to  the  same 
figures  or  more.  One  hundred  thousand 
dollars  is  5  per  cent  on  $2,000,000.  To 
the  prudent  lawyer  with  a  great  income 
are  brought  also  numerous  choice  op¬ 
portunities  for  investment.  Recently  a 
lawyer  died  in  Chicago  leaving  a 
fortune  reported  to  amount  to  eight 
millions  or  more. 

Great  surgeons  and  physicians  re¬ 
ceive  incomes  which  formerly  would 
have  been  regarded  as  very  large  and 
which  would,  25  years  ago,  have 
warranted  the  placing  of  their  names  in 
lists  of  the  rich  men  of  the  United 
States.  They  organize  staffs  of  assis¬ 
tants  and  charge  patients  whose  in¬ 
comes  place  them  among  the  very  rich, 
fees  which  have  attracted  wide  atten¬ 
tion  and  have  received  criticisms, 
justly  or  unjustly.  The  Johns  Hopkins 
hospital  has  felt  called  upon  to  limit 
the  fees  of  surgeons  associated  with 
that  institution. 

If  we  take  companies,  such  as  the 
Standard  Oil  Company,  which  have  a 
world  market,  we  find  the  element  of 
monopoly  taking  a  minor  position  and, 
in  fact,  at  times  it  seems  to  disappear. 


This  is  due  to  regulation  on  the  one 
hand,  and  it  is  a  natural  economic 
result  of  world  markets  on  the  other. 
It  is  merchandising  in  connection  with 
highly  developed  transport  and  manu¬ 
facturing  which  yields  enormous  profits 
on  account  of  the  magnitude  of  the 
business.  We  should  think  of  the 
Standard  Oil  Company  as  a  concern 
engaged  in  world-wide  competition,  and 
on  account  of  the  marvelous  ability 
with  which  it  is  managed  it  is  enabled 
to  serve  millions  of  people  and  through 
multiplication  of  small  profits  it  secures 
wealth  which  is  fabulous.  When  we 
speak  of  Henry  Ford  as  the  richest 
man,  we  at  once  raise  in  our  minds  the 
question — Is  he  richer  than  John  D. 
Rockefeller?  We  should  in  this  con¬ 
nection  remember  that  the  Standard 
Oil  Company  means  not  only  John  D. 
Rockefeller,  but  a  multitude  of  other 
people  whose  wealth  runs  into  the 
millions. 

Stinnes,  in  Germany,  is  a  man  who 
is  a  conqueror  in  the  economic  field,  a 
European  figure,  replacing  in  promi¬ 
nence  the  Emperor,  William  II.  He 
enters  on  all  sorts  of  undertakings  and 
it  is  his  high  ability  in  the  competitive 
field  that  is  giving  him  his  place  among 
the  rich  men  in  history. 

An  outstanding  figure  in  England 
and,  in  fact,  an  outstanding  figure  in 
the  world,  in  recent  years,  was  the 
late  Lord  Northcliffe,  proprietor  of 
The  London  Times  and  of  many  other 
newspapers  and  publications.1  It  is 
said  that  he  started  with  a  fortune  of 
£15,000,  and  the  newspapers  have  it 
that  his  estate  at  the  time  of  his  death 
amounted  to  £4,000,000.  A  descrip¬ 
tion  of  his  life  shows  that  he  entered 
boldly  into  the  field  of  competition.  He 
perfected  the  mechanism  of  competi¬ 
tion,  giving  it  a  broader  extension  than 
other  publishers  in  his  field  had  done 

1  “  The  British  Press,"  in  The  Lining  Age,  September  23, 
1922. 
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before.  Strangely  enough,  when  a  man 
has  a  magnificently  operating  com¬ 
petitive  machine  or  engine,  to  use  this 
figure,  it  is  said  that  he  has  a  monopoly; 
and  there  are  those  who  spoke  about 
Northcliffe’s  monopoly  just  as  there 
are  those  who  speak  about  the  monop¬ 
oly  of  Marshall  Field  and  John  Wana- 
maker.  What  their  competitors  really 
complain  of  is  not  monopoly,  but  the 
sharpness  of  competition. 

Chain  stores  afford  illustrations,  but 
the  author  is  not  in  a  position  to  speak 
in  general  about  fortunes  which  are 
being  acquired  by  this  competitive 
commercial  mechanism.  The  Wool- 
worth  five-and-ten-cent  stores,  how¬ 
ever,  afford  illustration  of  enormous 
wealth  accumulated  through  perfected 
competition.  Ever  and  ever  wider  has 
been  the  competitive  field  in  which 
these  five-and-ten-cent  stores  have 
entered,  and  before  the  war  they  were 
striving  to  get  into  Germany.  In  this 
they  were  prevented  by  the  authorities, 
prompted  by  the  fear  of  their  competi¬ 
tion  entertained  by  the  German  retail 
merchants.  We  are  not  concerned  now 
with  the  wisdom  or  unwisdom  that  the 
authorities  displayed  in  keeping  them 
out  of  Germany,  and  so  far  as  the 
accuracy  of  our  information  is  con¬ 
cerned  we  do  not  go  beyond  newspaper 
reports  of  the  time.  What  is  impres¬ 
sive,  however,  is  the  monumental 
Woolworth  Building  in  New  York 
City  overtopping  all  other  buildings. 
In  this  great  and  wealthy  city  it  stands 
for  extended  competition  as  the  source 
of  modern  wealth. 

IV 

What  are  the  qualities  which  lead  to 
success  in  this  new  era  and  how  do  they 
compare  with  the  qualities  which  in  past 
ages  meant  success?  We  know  some¬ 
thing  about  the  conqueror  and  his 
method  of  acquiring  fortune.  We  think 


of  all  the  Alexanders,  the  Caesars, 
their  predecessors  and  their  followers 
through  all  the  ages.  War  as  the  recog¬ 
nized  source  of  wealth  was  not  even 
questioned  until  very  recent  times,  and 
even  in  our  own  age  it  has  brought  rich 
returns  to  individuals  and  nations. 
Monopoly  means  exclusive  privilege, 
and  the  great  monopolist  going  on  from 
conquest  to  conquest  has  some  of  the 
qualities  of  the  great  military  general. 

But  what  are  the  qualities  that  lead 
to  success  in  modern  times?  We  have 
read  of  them  in  many  statements,  and 
those  of  us  who  are  teachers  and 
parents  try  to  inculcate  qualities  which 
we  consider  desirable  in  the  youth  of 
the  land.  Among  recent  statements  of 
conditions  leading  to  success,  one  that 
has  especially  attracted  the  writer 
is  a  statement  by  John  G.  Shedd, 
president  of  Marshall  Field  &  Co., 
Chicago,  as  reported  in  a  recent 
newspaper  article.2  As  we  glance 
through  Mr.  Shedd’s  aphorisms,  we 
have  to  confess  that  they  are  admoni¬ 
tions  such  as  we  would  want  to  make 
to  a  young  man,  and  that,  moreover,  in 
pursuing  the  methods  to  individual 
success  as  outlined  by  Mr.  Shedd,  the 
young  man  would  also  be  following 
methods  calculated  to  promote  the 
general  welfare.  His  aphorisms  are  too 
long  to  be  quoted  here,  but  we  notice 
these  among  others : 

Hitch  your  wagon  to  a  star. 

Careful  saving  and  frugal  spending. 

Keep  your  life  clean  and  upright. 

A  clean  mental  and  physical  concept 
of  life. 

Learn  the  value  of  time. 

Character. 

Intensive  and  purposeful  activity. 

I  like  the  man  who  bubbles  over  with 
enthusiasm. 

A  smile  will  win  over  harsh  words. 

We  are  far  from  saying  that  we  have 
reached  anything  like  a  millennium, 

1  “  Roads  to  Success,”  The  New  York  Times,  August  27, 
1922. 
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and  we  know  that  monopoly  still  exists, 
that  oppression  prevails  too  widely, 
that  adulterated  articles  are  found  in 
the  market  and  that  the  get-rich-quick 
man  still  reaps  a  harvest.  We  know 
that  now  as  in  the  past  there  are  those 
who  prey  upon  the  widow  and  the 
orphan  and  who  rob  the  guileless 
preacher  of  righteousness.  Granted  all 
this,  we  have  made  and  are  making 
progress  in  this  new  age. 

V 

Probability  that  great  fortunes  will 
continue  to  appear.  Until  recently  we 
had  begun  to  think  of  the  era  of  the 
millionaire  and  multi-millionaire  as 
belonging  to  the  past.  The  reason  is 
that  we  had  brought  monopoly  under 
control  to  a  great  extent  and  that 
human  society  had  learned  how  to 
make  good  bargains  with  men  of 
capacity,  regulating  their  sources  of 
income.  We  had  also  begun  taking 
from  men  of  wealth  large  shares  of 
their  income  by  income  taxes  and  large 
slices  of  their  accumulated  fortunes  by 
inheritance  taxes.  We  have  traveled 
far  along  this  road,  and  we  must  be 
careful  not  to  discourage  human  ca¬ 
pacity  and  the  energy  that  it  displays 
in  our  economic  life,  for  human  talent 
is  the  most  precious  thing  in  the  world 
— at  any  rate,  from  the  economic  point 
of  view.  It  is  the  dynamic  force  that 
brings  increasing  prosperity  and  well¬ 
being  to  the  world. 

But  just  as  we  had  begun  to  think  of 
the  very  rich  man  as  disappearing  we 
find  him  entering  into  the  world 
markets,  and,  as  a  result  of  capacity, 
we  see  emerging  individual  fortunes 
running  up  into  the  millions,  so  that  it 
is  likely  to  be  true  in  the  future,  as  in 
the  recent  past,  that  the  rich  man  is  one 
who  has  an  income  of  a  million  or  more. 

For  one  thing,  we  find  in  inter¬ 
national  commerce,  and  international 


economic  affairs  generally,  certain 
twilight  zones  which  can  be  with  dif¬ 
ficulty  regulated,  and  it  is  a  question 
just  how  far  this  regulation  should  go. 
It  must  not  be  understood  that  we 
object  to  regulation  of  international 
economic  relations;  we  favor  regula¬ 
tion  and  we  want  a  kind  of  league  or 
association  of  nations  to  exist  for  this 
purpose  among  others.  But  there  are 
necessarily  large  differentials  in  inter¬ 
national  relations,  and  these  differen¬ 
tials  will  yield  large  fortunes.  And  even 
where  competition  brings  prices  down 
to  a  low  level,  a  small  profit  on  an 
infinite  number  of  transactions  again 
will  yield  millions. 

We  have  just  alluded  incidentally  to 
the  different  levels  which  appear  in 
international  competition.  We  can 
broaden  this  statement  and  speak  of 
the  different  levels  of  economic  culture 
necessarily  resulting  in  large  differen¬ 
tial  gains  that  become  the  source  of 
enormous  increments  in  wealth,  ap¬ 
propriated  generally  by  individuals,  but 
in  a  recent  case  apparently  appropri¬ 
ated  by  nations,  presumably  to  be  used 
to  promote  the  general  welfare. 

The  illustration  alluded  to  is  afforded 
by  something  that  has  recently  hap¬ 
pened  at  a  meeting  of  the  League  of 
Nations.  The  case  of  the  Island  of 
Nauru  was  brought  before  the  Third 
Assembly  in  September,  1922.  Some 
of  the  readers  of  this  article  may  have 
heard  of  the  Island  of  Nauru  in  con¬ 
nection  with  the  report  of  the  meeting 
of  the  League  of  Nations,  but  it  may 
be  doubted  if,  before  September,  1922, 
one  person  in  one  hundred  thousand  in 
the  United  States  knew  of  its  existence 
— possibly  not  one  in  a  million. 

According  to  the  report,3  the  Island 
of  Nauru  is  almost  a  solid  bed  of 
phosphate  and  contains  enough  to 
supply  the  demand  of  the  world  for 
two  centuries.  The  natives  number 

•  The  New  York  Timet,  September  5,  1928. 
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only  about  2,000.  The  island  is  in  the 
Southern  Pacific,  and  doubtless  these 
natives  occupy  the  same  level  that 
other  islanders  in  the  Southern  Pacific 
occupy.  Apparently  they  were  making 
no  use  of  these  marvelous  deposits  of 
phosphate  and  were  scarcely  in  a  posi¬ 
tion  to  do  so.  The  Island  of  Nauru 
formerly  belonged  to  Germany,  but  it 
was  mandated  to  England.  It  was 
arranged  that  the  exploitation  take 
place  through  commissioners  and  that 
42  per  cent  of  the  gains  should  go  to 
Australia  and  New  Zealand  each  and 
16  per  cent  to  England.  The  question 
raised  at  the  meeting  of  the  Third 
Assembly  of  the  League  of  Nations 
was  with  regard  to  the  propriety  of  this 
division  of  the  profits.  This  is  not  the 
time  nor  the  place  to  enter  into  the 
justice  or  injustice  of  this  arrangement. 
It  illustrates,  however,  the  gain  which 
may  result  from  trade  involving  two 
different  levels  of  economic  culture. 

VI 

The  Outlook.  Let  us  briefly  consider 
certain  ethical  and  social  implications 
of  this  situation.  Is  the  future  which 
we  are  picturing  something  to  be 
dreaded?  It  is  believed  that  it  is  some¬ 
thing  not  to  be  dreaded,  but  something 
which  should  be  the  occasion  of  satis¬ 
faction  to  all  those  who  hope  for,  and 
believe  in,  the  possibilities  of  human 
progress.  It  means  enormous  force 
which  we  must  harness  and  use  for 
human  advancement,  including  the 
alleviation  of  suffering,  the  promotion 
of  health,  the  advancement  of  art  and 
science.  We  have  as  a  result  of  large 
fortunes  an  enormous  sphere  of  in¬ 
dividual  liberty  within  which  people 
can  do  what  is  wrong  as  well  as  that 
which  is  right.  It  has,  however, 
frequently  been  said,  and  said  truly, 
that  if  you  take  away  from  men  the 
opportunity  of  doing  what  is  wrong, 


you  do  not  give  much  scope  to  them  to 
do  what  is  right. 

Have  we  reason  to  suppose  that  in 
any  measure  the  men  of  wealth  will 
respond  to  the  opportunities  which 
their  wealth  gives  them?  We  all  re¬ 
member  Andrew  Carnegie’s  Gospel  of 
Wealth ,  and  we  know  to  what  extent 
he  put  it  into  practice.  On  the  other 
hand,  we  see  in  many  cases  extrava¬ 
gance  and  corrupting  dissipation  as  a 
result  of  large  wealth.  But  certainly 
the  history  of  our  country  gives  en¬ 
couragement  to  those  who  believe  that 
social  forces  acting  through  voluntary 
channels  lead  to  the  use  of  wealth  to  an 
increasing  extent  in  the  public  interest. 
We  have  recently  had  figures  showing 
the  enormous  accumulations  of  money 
which  have  recently  been  devoted  to 
public  purposes. 

An  article  in  The  New  York  Times 
which  recently  appeared  is  entitled 
“Greatest  Giving.”4  The  outstanding 
gifts  of  $1,000,000  or  more  since  1920 
are  stated,  and  the  total  amounts  to 
over  $330,000,000.  These  gifts  are 
rightly  called  “magnificent  benefac¬ 
tions.”  How  much  has  been  given  in 
addition  to  the  benefactions  enumer¬ 
ated  no  one  may  know.  In  any  case, 
the  total  is  astounding  and  is  something 
the  like  of  which  the  world  has  never 
seen  before.  What  is  more  significant 
still,  perhaps,  is  the  wisdom  with  which 
these  gifts  have  been  made.  Looking 
through  them  one  after  the  other  as 
they  are  described  in  this  article,  it  will 
be  found  that  it  is  not  easy  to  say  how 
they  could  have  been  more  wisely 
bestowed.  Each  one  of  us  will  have  his 
own  preference,  and  those  of  us  who 
represent  certain  institutions  that  we 
have  at  heart  could  very  easily  make 
alterations  that  would  be  individually 
pleasing,  but  he  would  be  a  rash  man 
who  would  say  that  on  the  whole 
he  could  have  made  a  wiser  disposi- 

*July  9,  1922. 
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tion  of  these  hundreds  of  millions  of 
dollars. 

We  should  consider  our  universities 
and  hospitals  and  their  accumulations. 
There  was  a  time  when  an  endowment 
of  a  million  dollars  seemed  large  for  a 
university;  and  when  the  Johns  Hop¬ 
kins  Hospital  and  University  received 
a  total  endowment  of  $7,000,000  that 
was  considered  great  wealth.  But  at 
the  present  time  scarcely  one  of  our 
great  universities  has  an  income  so 
small  as  $1,000,000,  and  the  incomes  of 
many  are  $3,000,000  and  $4,000,000 
and  more.  When  the  late  Dr.  William 
R.  Harper,  then  president  of  the  Uni¬ 
versity  of  Chicago,  on  the  twenty-fifth 
anniversary  of  the  founding  of  Johns 
Hopkins  University,  spoke  of  the  time 
when  a  modern  university  might  have  an 
income  of  $5,000,000,  it  seemed  to  many 
that  he  was  entering  the  realm  of  fairy¬ 
land,  but  now,  only  twenty  years  later, 
several  universities  are  approaching 
this  figure. 

VII 

The  Function  of  Private  Wealth. 
Miss  M.  Carey  Thomas,  late  president 
of  Bryn  Mawr  College,  is  reported  to 
have  said  not  long  ago  that  the  era  of 
the  university  resting  on  private  founda¬ 
tions  is  passing,  and  the  reason  she  is 
alleged  to  have  given  is  that  large 
fortunes  are  disappearing.  Fortunately 
her  apprehension  appears  to  have  been 
unfounded.  It  would  be  a  sad  day  for 
education  in  this  country  if  we  had  to 
depend  entirely  upon  public  effort.  We 
need  the  state  universities,  and  they 
are  doing  a  marvelous  work  in  helping 
to  save  civilization.  If  democracy 
proves  safe  for  the  world,  the  state 
universities  are  going  to  have  had  a 
large  share  in  making  it  safe,  because 
they  are  furnishing  leaders  having 
trained  intelligence  coupled  with  vision. 
But  the  state  universities  would  not  be 
what  they  are  if  it  were  not  for  the 


private  foundations  establishing,  in 
many  cases,  higher  levels  and  pulling 
the  universities  upward.  The  scale  of 
salaries  of  university  teachers  is  gener¬ 
ally  admitted  to  be  too  low  now,  but 
had  it  not  been  for  the  competition  of 
the  private  universities,  the  salaries  in 
the  state  universities  would  be  far 
lower  than  they  are. 

It  is  the  function  of  the  owners  of 
private  fortunes  to  lead  the  way,  to 
blaze  new  paths  of  progress  by  spending 
money  for  things  for  which  at  a  given 
stage  of  development  public  funds  can¬ 
not  be  secured,  because  in  making 
appropriations  our  legislatures  do  not 
dare  to  go  beyond  what  public  opinion 
will  warrant.  We  need  private  funds 
for  research,  for  art,  for  literature,  and 
also  for  individual  benevolence,  for 
which  perhaps  it  will  never  be  proper 
to  appropriate  public  money.  Private 
wealth  gives  the  super-capacity  and 
intellect  of  the  few  a  chance  to  function 
in  the  interests  of  the  many. 

The  ethics  of  the  situation  are  to  be 
found  very  largely  in  the  realm  of 
freedom.  We  are  raising  constantly 
the  ethical  level  of  competition,  but  we 
have  not  brought  under  sufficient 
ethical  control  private  expenditures. 
There  is  large  room  for  criticism  with 
respect  to  the  use  made  of  great  in¬ 
comes.  There  is  still  an  extravagance 
among  the  rich  which  percolates  down¬ 
ward  in  its  influence  and  is  demoraliz¬ 
ing,  particularly  to  the  young.  It  is 
especially  the  new  rich,  although  not 
solely  the  new  rich,  who  are  guilty  with 
respect  to  consumption.  We  see  then 
that  social  control  must  come  largely 
through  public  opinion  supplementing 
what  legislation  can  do.  The  preacher 
of  righteousness  still  has  his  function. 

VIII 

The  Taxation  of  the  Future.  As  the 
outstanding  source  of  wealth  in  the 
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new  era  is  ability,  one  of  the  main 
canons  of  taxation  should  be  the  taxa¬ 
tion  of  ability.  The  personal  surplus 
secured  by  large  success  is  reached 
through  the  taxation  of  incomes  and 
inheritances.  Wherever  wealth  comes 
from,  it  is  reached  through  these  two 
kinds  of  taxes,  but  there  are  limits  to 
the  desirable  taxation  of  both  incomes 
and  inheritances.  What  is  the  nature 
of  these  limits?  First  of  all  we  may 
mention  public  sentiment,  and  this 
varies  from  time  to  time.  Those  who 
have  the  large  incomes  secured  by  that 
talent  that  is  so  precious  must  not  feel 
that  they  are  being  robbed  just  be¬ 
cause  they  are  successful,  for  this 
impairs  the  springs  of  activity  and 
weakens  the  dynamic  force  that  makes 
for  progress.  On  the  other  hand,  those 
less  fortunate  must  not  look  upon  the 
rich,  to  use  the  words  of  John  Stuart 
Mill,  as  a  “mere  prey  and  pasture.” 
It  may  be  said  that  the  amount  of 
taxation  warranted  by  public  senti¬ 
ment  has  increased  enormously  within 
a  few  years.  A  rate  of  income  taxation 
that  in  the  past  would  have  been 
deemed  excessive  by  those  paying  it  is 
now  accepted  by  right-thinking  people 
as  just  and  proper.  No  mathematical 
rule  can  be  laid  down,  but  each  situa¬ 
tion  must  be  examined  with  respect  to 
time  and  place. 

Some  men  not  particularly  radical 
otherwise  have  advocated  extremely 
heavy  taxation  of  inheritances,  even 
up  to  50  per  cent.  Andrew  Carnegie 
may  be  cited.  Inheritance  taxation 
must  not  be  heavy  enough  to  break  up 
the  continuity  of  our  economic  life,  nor 
must  it  be  heavy  enough  to  impair  the 
motive  to  economic  energy  and  thrift. 
Most  saving  and  accumulation  are  for 
the  sake  of  those  who  are  to  inherit  the 
property,  and  it  would  be  disastrous 
that  this  should  be  otherwise. 

On  the  other  hand,  we  have  to  con¬ 
sider  the  use  that  will  be  made  of 


accumulated  wealth  if  this  is  passed 
over  to  the  state  as  compared  with  its 
use  if  it  passes  over  into  private  hands. 
When  we  think  of  it  in  this  way,  we 
must  hesitate  for  a  long  time  before 
advocating  taxes  of  anything  like  50 
per  cent  on  inheritances,  even  if  they 
are  large.  Generally  speaking,  private 
inherited  wealth  is,  from  the  economic 
point  of  view,  used  with  a  fair  degree 
of  wisdom,  and  certainly  is  better  used 
than  at  the  present  time  it  could  be  by 
the  political  community,  that  is  to  say, 
either  nation,  state,  or  city. 

IX 

Conclusions  for  the  Man  of  Business. 
If  the  theory  presented  in  this  paper  is 
sound,  certain  conclusions  which  the 
business  man  may  draw  from  it  are 
obvious,  and  especially  so  if  he  aspires 
to  leadership.  He  should  prepare  him¬ 
self  for  conquest  in  an  open  and  free 
field  and  turn  away  from  the  allure¬ 
ments  of  special  privilege,  for  these  are 
more  likely  to  land  him  in  a  ditch  than 
to  bring  him  fortune.  He  should  rather 
seek  to  confer  benefits  than  to  secure 
favors. 

The  successful  leader  in  business 
must  have  a  keen  feeling  of  responsi¬ 
bility.  The  fact  of  large  success  indi¬ 
cates  large  capacity  coupled  with  more 
or  less  favorable  conditions,  already 
described  in  the  author’s  previous 
article  on  “Luck  and  Chance  in  Success 
and  Failure.”6  The  larger  our  talents, 
the  greater  our  debt  to  our  fellows. 
While  it  is  to  a  man’s  credit  that  he  use 
his  opportunities  wisely,  it  is  no  more 
to  his  credit  that  he  has  inherited  large 
capacity  than  it  is  that  he  has  in¬ 
herited  a  large  amount  of  property 
from  his  parents,  and  if  a  choice  be¬ 
tween  the  two  could  be  made,  the 
extraordinary  capacity  is  better  than 
the  inherited  fortune. 

6  See  Administration  for  May,  19*1,  page  177. 
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The  leaders  in  business  have  many 
problems  to  solve.  Because  they  are 
leaders  the  unsatisfactory  condition  of 
employment  should  weigh  heavily  upon 
them.  Some  way  or  another,  we  must 
solve  the  problem  of  unemployment 
and  stabilize  our  industry.  No  one 
thing,  probably,  is  more  demoralizing 
to  our  economic  life  at  the  present  time 
than  irregular  and  uncertain  employ¬ 
ment.  With  our  coal  industry  in  its 
present  deplorable  condition,  it  is 
scarcely  necessary  to  emphasize  this 
aspect  of  our  general  economic  situa¬ 
tion.  The  leader  in  business  cannot  do 
everything,  and  we  cannot  absolve 
from  responsibility  the  wage-earner  and 
the  leaders  of  organized  labor.  But 
where  much  is  given,  much  is  required. 

The  business  man  must  seek  the 
knowledge  of  his  present  field  of  opera¬ 
tions  and  of  the  [field  which  is  poten¬ 
tially  his,  feeling  his  way  along  step  by 
step.  The  wiser  he  is,  the  more  humble- 
minded  he  will  be,  because  he  will 
appreciate  the  vast  field  of  knowledge 
which  he  has  not  mastered.  Socrates 
was  the  wisest  man  in  Greece,  because 
he  alone  of  all  the  philosophers  knew 
that  he  knew  nothing.  That,  at  any 
rate,  was  his  own  explanation  of  the 
statement  of  the  oracle,  astonishing  to 
him,  that  he  was  the  wisest  of  all  the 
Greeks. 


The  modern  business  man  must 
appreciate  and,  indeed,  he  is  beginning 
to  appreciate,  the  significance  of  the 
various  branches  of  science  which  con¬ 
cern  him,  and  especially  of  economics. 
In  saying  this,  we  are  only  describing 
what  is  actually  taking  place.  A 
generation  ago  he  might  have  spoken 
with  disdain  of  economists  as  mere 
theorists;  now  he  gives  them  a  place 
of  prominence  in  his  organization. 
Other  branches  of  knowledge  are  even 
more  readily  appreciated  in  their 
significance,  for  example,  chemistry. 
The  modern  business  man  must,  even 
more  than  he  does  at  present, encourage 
research  along  all  lines,  appreciating 
the  fact  that  we  need  knowledge  and 
ever  more  knowledge  to  master  the 
social  and  economic  forces  which  sur¬ 
round  and  govern  us.  If  a  business 
man  will  encourage  research  in  his  own 
organization,  he  will  also  encourage  re¬ 
search  in  universities  and  in  other  pub¬ 
lic  and  semi-public  institutions.  This 
must  be  done,  for  if  the  modern  era  is 
to  rest  upon  a  solid  foundation,  and  if 
we  are  to  solve  such  world  problems  as 
those  involved  in  international  peace — 
without  which  civilization  will  perish — 
it  is  essential  that  we  make  progress  in 
solving  the  problems  involved  in  the 
right  social  and  economic  relations  of 
man  to  the  earth  on  which  he  lives. 


RESEARCH  METHODS  IN  MARKETING 


BY  ERNEST  S.  BRADFORD* 


GETTING  the  data  is  one  of  the 
two  principal  tasks  of  commercial 
research;  the  other  being  that  of  or¬ 
ganizing  the  material  secured  into  a 
clear  and  concise  report.  The  purpose 
of  this  article  is  to  discuss  the  methods 
of  securing  data;  a  subsequent  one 
will  deal  with  interpreting  and  pre¬ 
senting  the  data. 

As  soon  as  the  executive  has  clearly 
in  mind  what  he  may  reasonably  ex¬ 
pect  from  commercial  research,  he  is 
in  a  position  to  compare  its  accom¬ 
plishment  with  what  he  had  counted 
on  its  doing.  The  more  familiar  he  is, 
therefore,  with  the  elements  that 
enter  into  successful  research,  the  more 
likely  is  he  to  realize  what  it  can  or 
cannot  do  for  him,  and  to  be  able  to 
get  substantial  results. 

The  principal  purposes  in  getting 
commercial  data  are  as  follows: 

1.  To  supply  basic  statistics  of  a  particu¬ 
lar  industry. 

2.  To  establish  sales  standards  or  quotas. 

3.  To  locate  weak  spots  in  sales  terri¬ 
tories. 

4.  To  analyze  and  improve  sales  methods. 

5.  To  recommend  remedies  for  declining 
sales. 

6.  To  outline  plans  for  marketing  new 
products. 

7.  To  analyze  advertising  methods. 

8.  To  improve  the  existing  products. 

II 

The  Problem.  When  a  research  de¬ 
partment  has  been  organized  or  an 
expert  employed,  and  a  subject  has 
been  assigned  upon  which  information 

*  Commercial  Investigator,  recently  Manager  of  the 
Research  Department  of  the  Erickson  Advertising 
Agency,  and  previously  Director  of  the  Bureau  of 
Business  Research  of  the  McGraw-Hill  Company. 


is  required,  the  first  task — and  one 
which  usually  falls  to  the  head  of  the 
department — is  to  outline  the  problem. 
Having  been  told  what  is  wanted,  it  is 
necessary  at  once  to  break  up  the  sub¬ 
ject  into  its  elements,  to  estimate 
which  are  vital  and  which  less  essential, 
and  to  determine  how  much  time  and 
money  should  be  spent  on  each  part, 
under  the  limits  set  by  the  executive, 
together  with  what  methods  are  likely 
to  yield  prompt  and  adequate  results. 
Here  is  where  experience  counts  heav¬ 
ily,  and  the  ability  to  decide  correctly 
on  these  matters  is  one  of  the  primary 
requisites  of  the  capable  research  man. 
Where  the  inquiry  is  of  a  simple 
nature,  involving,  as  it  may,  only  a 
single  question  or  item,  it  can  be 
covered  quickly  without  any  elaborate 
outline.  The  principal  thing  is  to  keep 
the  main  point  clearly  in  mind,  with 
perhaps  some  few  subsidiary  points. 
Modern  business,  however,  is  much 
more  complex  than  in  the  old  days, 
and  investigations  of  a  whole  line  of 
products  or  group  of  markets  are 
common;  and  comparisons  of  a  num¬ 
ber  of  possible  sales  channels  are 
frequently  required.  These  call  for 
extended  analysis,  and  there  are  so 
many  facts  to  be  ascertained  that  the 
surest  guard  against  waste  of  time  by 
assistants  is  to  outline  the  investi¬ 
gation  in  considerable  detail. 

By  this  an  absolutely  perfect  plan 
of  work  is  not  meant — there  are 
bound  to  be  gaps  and  unknown 
relationships  which  will  be  developed 
as  the  work  progresses — but  a  logical 
outline  of  the  main  points,  showing 
how  they  are  related  to  one  another, 
all  bearing  on  the  leading  question  at 
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issue,  is  a  time-saver.  It  prevents 
getting  lost  among  the  non-essentials 
in  the  early  stages  of  the  inquiry  and 
serves  to  indicate  where  the  answer  is 
likely  to  be  found.  Such  an  outline 
may  be  a  simple  one,  containing  only  a 
few  main  headings,  or  it  may  be  more 
extended,  depending  upon  the  scope 
of  the  inquiry  and  the  fulness  of  the 
information  possessed  at  the  outset. 
If  enough  is  known  about  the  product 
and  its  marketing  to  warrant  going 
into  the  finer  features  of  it,  it  may  be 
possible  to  indicate  beforehand  a  con¬ 
siderable  number  of  the  exact  questions 
to  be  answered;  in  other  cases,  only  a 
few  leading  headings  can  be  set  down, 
the  investigation  itself  being  counted 
upon  to  develop  the  related  points  and 
subsidiary  factors.  Experience  and 
common  sense  together  are  the  guide 
in  this  matter,  the  purpose  being  to 
spend  no  more  time  on  laying  out 
the  fact-getting  campaign  than  is 
absolutely  necessary. 

But  let  no  one  think  that  the  time  is 
wasted  which  is  spent  in  intelligent 
consideration  of  just  what  to  go  after 
and  how  to  get  it.  Thousands  of 
dollars  have  been  thrown  away  on 
research  into  relatively  unimportant 
parts  of  important  market  problems, 
and  time  has  been  wasted  in  methods 
of  work  which,  it  should  have  been 
evident,  would  yield  little  or  no 
returns.  “  He  who  works  without  tools 
is  twice  tired,”  and  the  tools  of  the 
research  man  include  the  best  schedule 
or  plan  of  work  that  can  be  prepared 
in  a  reasonable  time. 

Ill 

Research  Outlines.  A  sample  of  the 
simple  and  more  general  type  of  re¬ 
search  problem  is  the  following  out¬ 
line  of  an  investigation  into  the  market 
possibilities  of  labor-saving  devices  of 
the  electrical  type. 


1.  General  market  for  the  devices  and 
the  relative  importance  of  each  field;  with 
reasons. 

2.  Devices  of  the  kind  in  the  home; 
consumption;  trends;  prices;  women  as 
buyers;  attachments;  selling  methods. 

3.  Devices  of  the  kind  in  hotels,  clubs, 
theaters,  offices;  characteristics  of  each; 
work  to  be  done  in  each;  prices;  who  does 
the  buying;  place  of  service,  etc. 

4.  Devices  of  the  kind  in  stores.  (Similar 
sub-points.) 

5.  Devices  of  the  kind  in  mills  and 
factories.  (Similar  sub-points.) 

6.  Selling  methods  recommended  in  each 
of  these  fields. 

7.  Special  report  on  the  character  of  the 
dealer  now  handling  these  devices  and  his 
importance  in  each  market,  with  particular 
attention  to  the  dealers  handling  “X”  lines. 

It  goes  without  saying  that  each 
piece  of  work  requires  a  framework  of 
its  own,  with  emphasis  on  the  par¬ 
ticular  point  in  question.  The  market 
for  a  product  of  occasional  use  by  a 
factory  or  power  plant,  with  a  rela¬ 
tively  high  price,  naturally  differs 
widely  from  that  for  a  bar  of  soap,  a 
package  of  gum  or  a  breakfast  food, 
articles  of  individual  consumption, 
where  the  sales  price  per  article  is  low 
and  the  number  of  potential  con¬ 
sumers  very  large.  There  are  fre¬ 
quently,  however,  common  factors 
running  through  a  number  of  investi¬ 
gations. 

The  second  outline  made  after  two 
days’  preliminary  investigations  is  as 
follows,  the  name  of  the  product  having 
been  purposely  changed: 

Information  Wanted: 

1.  Consumption  of  electric-light  bulbs  in 
the  United  States. 

(a)  By  manufacturers  and  brands. 

(b)  Relative  merits  and  popularity  of 

each. 

(c)  By  trade  territories. 

2.  Consumers’  considerations  in  buying 
the  product. 

(a)  Qualities. 
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(b)  Prices. 

(c)  Service. 

8.  Selling  methods  of  each  of  the  manu¬ 
facturers  or  brands  mentioned. 

(a)  Channels. 

(b)  Prices,  terms,  deliveries,  special 

deals. 

(c)  Printed  or  verbal  guarantees. 

(d)  Amount  of  service  required. 

(e)  Advertising. 

Amount. 

Methods. 

Points. 

Success  of  methods. 

4.  Retail  sales  methods. 

(a)  Classes  of  dealers  and  importance 

of  each. 

(b)  Sales  methods. 

5.  Best  methods  of  selling  product  under 
varying  conditions. 

6.  Sources  of  information. 

IV 

Sources  of  Information.  As  soon  as 
a  plan  of  work  has  been  laid  out  for  the 
investigation,  the  next  step  is  to 
determine  where  and  how  to  get  the 
information  as  outlined.  There  are 
four  principal  sources  of  commercial 
material : 

1.  Printed  matter — books,  newspapers, 
magazines,  trade  journals,  government  re¬ 
ports,  university  monographs,  and  other 
published  material. 

2.  Company  records. 

3.  Letters  and  questionnaires — the  mail 
method. 

4.  Personal  visits  and  interviews. 

Of  the  four  methods  of  getting 
commercial  data  which  correspond  to 
these  four  sources  of  information,  the 
first  is  usually  the  easiest  and  the 
cheapest,  the  second  and  third  yield 
more  information,  but  take  more  time 
and  cost  more,  while  the  fourth  is  the 
one  which  must  be  relied  upon  when  all 
the  others  fail,  and  is,  in  many  respects, 
the  most  satisfactory,  since  the  in¬ 
formation  secured  is  much  more  com¬ 


plete  and  conclusive.  At  the  same 
time  it  is  by  far  the  most  costly  of  all 
the  methods  and  is  not  to  be  used  when 
the  others  are  practicable.  A  com¬ 
bination  of  all  may  frequently  be  em¬ 
ployed  to  advantage,  using  published 
sources  and  office  data,  so  far  as  they 
go,  and  then  putting  out  questionnaires 
or  field  men  later  to  supplement  gaps 
in  the  material  found  in  libraries  or 
company  files.  Books,  trade  journals, 
technical  cyclopedias,  the  proceedings 
of  scientific  societies,  pamphlets,  trade 
circulars,  directories,  catalogs,  and  the 
so-called  business  services  furnish  gen¬ 
eral  information  regarding  the  state 
of  the  industry  and  current  trends, 
which  are  valuable  and  needed.  To 
use  these  properly,  thorough  acquaint¬ 
ance  with  a  wide  range  of  published 
material  is  required  of  the  research 
man,  along  with  the  capacity  to  re¬ 
group  items  of  information  in  new 
ways,  and  rapidly  to  use  the  new 
groupings.  He  must  be  acquainted 
■with  libraries  in  general  and  in  par¬ 
ticular  and  know  how  to  use  them 
rapidly  and  to  a  definite  end. 

As  soon  as  the  subject  of  inquiry  is 
assigned,  the  searcher  should  know 
about  where  to  look  for  the  latest 
developments  in  the  line  of  business 
involved;  what  statistical  or  economic 
treatises  relating  to  the  subject  have 
been  published  by  federal  or  state 
bodies  and  universities  and  who, 
among  the  various  scientists,  is  work¬ 
ing  in  fields  which  bear  on  the  problem 
to  be  handled.  Economists,  engineers, 
physicists,  chemists,  may  have  treated 
this  very  question  from  an  angle 
slightly  different  but  still  pertinent 
and  he  must  know  the  journal  or  pro¬ 
ceedings  where  the  articles  are  to  be 
found.  He  must  be  prepared  to  pick 
from  them  what  he  is  after,  or  at 
least  to  go  to  the  place  where  it 
ought  to  be,  even  though  it  prove  to  be 
missing.  It  is  obviously  a  waste  of 


142 


ADMINISTRATION 


VOL.  V 
No.  2 


time  and  effort  to  send  a  field  man  to 
collect  by  laborious  interviews  data 
which  has  already  been  gathered  and 
published  in  pamphlet,  trade  paper, 
university  thesis,  or  government  report. 

It  must  also  be  borne  in  mind  that 
as  publications  increase  and  the  num¬ 
ber  of  printed  pages  mounts  upward 
each  year,  it  becomes  increasingly 
difficult  for  the  executive  to  be  sure 
that  he  has  seen  all  the  important 
items  that  appear,  and  the  more 
necessary  to  have  one  person  or  group 
make  it  their  business  to  keep  in 
touch  with  current  published  material. 
This  is  the  reason  for  the  rapid  growth 
of  the  special  library  during  the  past 
few  years.  A  recent  list  of  such  special 
libraries  connected  with  companies  or 
institutions  numbered  146  in  New 
York  City  alone.  The  function  of 
these  special  libraries  is  to  keep  the 
research  staff  and  executives  generally 
in  touch  with  new  developments  in 
the  industry  so  that  up-to-date  news 
regarding  the  erection  of  new  plants, 
additions  to  factories,  new  officials, 
changes  in  processes,  sales  policies, 
and  other  matters  which  are  likely 
to  affect  marketing  plans  and  research 
work  in  vital  respects  may  be  brought 
to  the  attention  of  those  interested. 

Such  a  library,  supplying  specialized 
information  constantly  to  those  in 
charge  of  the  policies  of  the  company, 
is  recognized  by  many  concerns  as 
essential  to  their  effective  operation. 
When  run  in  close  connection  with  the 
research  department  the  special  library 
is  likely  to  prove  a  successful  device 
for  saving  expensive  research  into 
problems  which  have  already  been 
solved,  or  which  changing  conditions 
are  on  the  poipt  of  eliminating. 

V 

Company  Records  as  a  Source  of 
Information.  Company  records,  if 


adequately  kept,  are  one  of  the  richest 
sources  of  data  bearing  on  the  com¬ 
pany’s  marketing  problems.  Too  often, 
however,  the  records  are  so  meager 
as  to  be  useful  only  for  accounting 
purposes;  they  do  not  show  detail 
enough  to  serve  as  a  basis  for  sales 
analyses.  One  of  the  results  of  in¬ 
stalling  a  research  bureau  is,  fre¬ 
quently,  to  call  attention  to  this  lack 
of  satisfactory  internal  statistics,  and 
so  to  improve  the  methods  of  record¬ 
keeping  as  to  yield  data  commercially 
adequate.  Where  such  records  are 
already  regularly  kept,  they  are  likely 
to  prove  a  mine  of  information,  and  to 
afford  a  basis  for  predicting  future 
business  which  can  be  found  nowhere 
else. 

The  records  of  one  large  division  of  a 
company  which  kept  a  card  for  each 
leading  customer,  showing  the  items 
bought  during  twelve  months,  to¬ 
gether  with  the  date  and  amount  of 
each  purchase,  were  analyzed  by  the 
research  staff  at  the  outset  of  a 
particular  investigation.  A  sample  of 
8,000  cards — out  of  a  total  of  some 
25,000 — showed  that  about  a  third  of 
their  customers  purchased  more  than 
$100  worth  of  these  goods  annually, 
another  third  purchased  from  $25  to 
$100  worth,  and  the  remainder  less 
than  $25  each,  during  the  year.  Anal¬ 
ysis  from  the  standpoint  of  sales, 
however,  showed  that  97  to  98  per 
cent  of  the  sales  were  to  customers  in 
the  first  class — purchasers  of  goods 
amounting  to  more  than  $100.  Fur¬ 
ther  study  of  this  class  showed  that 
those  customers  who  purchased  goods 
to  the  amount  of  more  than  $1,000  a 
year,  though  numbering  only  6  per 
cent  of  the  total  number,  bought 
about  85  per  cent  of  all  the  goods  sold, 
and  those  buying  from  $100  to  $1,000 
worth  took  about  12  per  cent.  The 
following  tabulation  shows  how  the 
first  3,500  customers  were  classified: 
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Drawer  A-B 


Amount  of 
Annual  Purchases 

Number  of 
Customers 

Percentage  of 
Customers 

Percentage  of 
Purchases 

Less  than  $25 . 

416 

40 

% 

$25-$100 . 

289 

28 

H 

$100-$1,000  : . 

281 

27 

14 

$1,000  and  over . 

55 

5 

84 

Totals . 

1,041 

100 

100 

Drawer  L-M 


Amount  of 
Annual  Purchases 

Number  of 
Customers 

Percentage  of 
Customers 

Percentage  of 
Purchases 

Less  than  $25 . 

480 

40 

1 

$25-$ 100 . 

324 

26K 

2 

$100-$1,000  . 

322 

2634 

12 

$1,000  and  over . 

82 

7 

85 

Totals . 

1,208 

100 

100 

Drawer  P-Q 


Amount  of 
Annual  Purchases 

Number  of 
Customers 

Percentage  of 
Customers 

Percentage  of 
Purchases 

Less  than  $25 . 

509 

41 

y2 

$25-$100 . 

334 

27 

i'A 

$100-$1,000  . 

317 

26 

8 

$1,000  and  over . 

77 

6 

90 

Totals . 

1,237 

100 

100 

Detailed  analyses  of  the  sales  to  a 
certain  number  of  these  larger  pur¬ 
chasers  followed  and  revealed  the 
fact  that  certain  products  were  not 
purchased  at  all  by  some  concerns, 
the  reason  being  that  the  goods  had 
never  been  effectively  presented  by 
salesmen.  In  other  words,  a  good 
volume  of  business  in  certain  lines, 
continuing  year  after  year,  had  led 
salesmen  to  feel  satisfied  with  a 
moderate  increase  in  orders  for  lines 


already  in,  and  had  resulted  in  failure 
to  bring  forward  and  sell  other  excel¬ 
lent  and  satisfactory  products.  A 
detailed  picking  to  pieces  of  the  com¬ 
pany’s  records  showed  where  the 
holes  were  in  their  market.  In  this 
particular  instance,  it  also  showed  a 
large  number  of  sales  in  certain  towns 
which  were  too  small  to  pay  to  have  a 
salesman  go  after,  and  which,  it  was 
decided,  could  be  better  handled  in 
the  future  by  mail. 
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VI 

Correspondence  as  a  Source  of  Re¬ 
search  Data.  The  securing  of  com¬ 
mercial  data  by  correspondence  is  a 
method  to  be  employed  after  published 
sources  have  been  exhausted  and  the 
internal  records  of  the  company  have 
been  utilized  to  the  limit.  The  mail- 
method  takes,  sometimes,  the  form 
of  a  simple  letter  of  inquiry,  asking  for 
reply  to  a  single  question;  more  often, 
it  contains  a  list  of  questions,  to  which, 
it  is  hoped,  replies  will  be  freely  made. 
Such  a  list  has  come  to  be  known  as 
the  questionnaire,  a  term  so  generally 
used  in  the  field  of  scientific  investi¬ 
gation  that  every  once  in  a  while  a 
research  man  is  surprised,  in  talking 
with  some  company  official,  to  find 
that  the  latter  is  not  familiar  with  the 
term.  The  value  of  the  questionnaire 
is  very  considerable,  when  there  are  a 
number  of  related  questions  to  which 
answers  are  required,  and,  if  carefully 
worded  and  sent  to  the  proper  persons, 
is  likely  to  get  very  good  results.  Its 
extensive  use  and  the  abuse  to  which 
it  has  been  subjected  have  been  so  great, 
however,  that  it  is  much  harder  than 
formerly  to  get  replies.  Without  dis¬ 
cussing  it  in  every  detail,  it  is  sufficient 
to  suggest  that: 

1.  It  should  be  courteous  in  tone. 

2.  It  should  contain  only  a  few  questions, 
rarely  more  than  ten,  and  the  fewer  there 
are,  the  greater  the  chance  of  replies. 

3.  It  should  contain  only  questions  re¬ 
garding  which  the  person  to  whom  it  is  sent 
has,  presumably,  correct  information. 

4.  The  questions  asked  should  be  capable 
of  only  one  interpretation,  and  be  easy  to 
answer. 

Some  research  authorities  even  say 
that  no  question  should  be  included 
which  cannot  be  answered  by  “yes” 
or  “no,”  or  by  a  number.  This  is 
going  too  far,  but  the  general  rule  of 
extreme  clearness  and  simplicity  is  to 
be  closely  adhered  to. 


There  are  a  large  number  of  ques¬ 
tions,  capable  of  being  answered 
accurately  from  statistical  or  account¬ 
ing  records,  replies  to  which  should 
rarely  or  never  be  expected  from  a 
person’s  memory  or  general  impres¬ 
sions.  They  can  be  quickly  answered, 
and  more  correctly,  by  going  to  the 
proper  record.  Such  an  inquiry  as 
that  once  made  in  connection  with  a 
new  electrical  device,  “What  is  the 
average  rate  which  you  pay  for  cur¬ 
rent?”  can  better  be  answered  by 
referring  to  the  reports  of  state  or 
municipal  commissioners,  or  of  the 
companies  themselves.  Even  when 
the  question  is  such  a  one  as  “What  is 
your  average  monthly  bill  for  current 
consumed?”  the  information  can  be 
more  quickly  obtained  by  an  inspection 
of  the  office  records  of  typical  electric 
lighting  concerns  or  by  conversation 
with  its  managers  or  superintendents, 
than  by  asking  this  question  of  several 
hundred  consumers.  Such  a  question, 
however,  as  “What  soap  powder  do 
you  use  in  your  washing  machine?” 
or  “How  often  do  you  use  the  attach¬ 
ments  to  your  vacuum  cleaner?”  are 
matters  upon  which  the  user’s  re¬ 
action  is  vital,  and  the  information 
regarding  which  exists  in  the  con¬ 
sumer’s  mind. 

Few  of  the  long  questionnaires, 
with  loosely  written  sentences  con¬ 
taining  many  words,  find  their  way 
back  to  the  sender.  When  only  2  or 
3  per  cent  of  those  addressed  send 
back  replies,  something  is  the  matter, 
either  with  the  form  of  the  question¬ 
naire,  its  length  and  content,  or  the 
mailing  list  used.  Sometimes  a  per¬ 
fectly  good  questionnaire  will  be  sent 
to  people  not  interested  or  not  capable 
of  replying  and  then  the  answers  are 
naturally  few  and  those  that  come  in 
contain  little  of  value.  Then,  too,  the 
type  of  letter  should  be  adapted  to 
the  persons  addressed.  A  letter  to  an 
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office  manager  who  uses  a  dupli¬ 
cating  machine,  regarding  which  cer¬ 
tain  facts  are  desired,  should  differ 
in  tone  from  that  sent  to  the  house¬ 
wife  who  is  requested  to  try  a  sample 
of  new  soap  flakes  and  report  how 
she  likes  it. 

Of  the  many  kinds  and  types  of 
questionnaires,  each  should  be  suited 
to  the  purpose  which  it  is  to  serve.  A 
sample  of  a  simple  questionnaire  in¬ 
tended  to  develop  certain  broad  facts 
regarding  the  market  for  motor  trucks 
and  certain  motor  truck  accessories  is 
as  follows : 

New  York  City,  Dec.  31,  1922. 

Dear  Sir: 

In  connection  with  a  survey  of  motor 
trucks  in  manufacturing  industries,  we 
should  appreciate  your  kindness  in  supply¬ 
ing  the  number  and  capacity  of  motor 
trucks  used  in  your  business,  if  you  can  do 
so  without  too  much  research  on  your  part. 

A  summary  of  the  figures  obtained  will 
be  made  up  for  concerns  supplying  data, 
and  a  copy  sent  you,  if  you  so  desire.  A 
stamped  envelop  is  enclosed  for  your  con¬ 
venience  in  replying. 

Yours  very  truly, 

Jones-McKay  Company. 

Research  Bureau. 


Motor  Trucks 
Jones-McKay  Company, 

New  York  City. 

Number  of  motor  trucks  in  use,  Decem¬ 
ber,  1921 . 

Number  of  1-ton  capacity  and  less . 

Make  of  truck .... 
tons.  .  “  - 

2  tons ....  “  .... 

23^  tons .  .  “  .... 

3  tons ....  “  .... 

33^  tons . .  “  .... 

5  tons  and 

«( 

over ...  .... 

Number  and  size  of  additional  trucks 
likely  to  be  purchased  during  next 

six  months . 

Company .  Signed . 

Position . 


Five  hundred  copies  of  this  ques¬ 
tionnaire  were  sent  out,  and  277 
replies  were  received.  One  hundred 
and  twenty-nine  concerns  reported 
that  they  were  operating  372  trucks. 
The  sizes  of  the  trucks  were  as  follows : 


Size  of 
Trucks 

No.  OF 
Concerns 

No.  OF 
Trucks 

1  ton  or  less . 

89 

166 

13^  tons  . 

24 

33 

2  “  . 

39 

57 

“  . 

12 

17 

3  “  . 

19 

29 

sy2  “  . 

16 

27 

4  “  . 

5 

5 

5  “  . 

26 

36 

Not  stated . 

2 

VII 

Personal  Interviews  as  a  Source  of 
Research  Data.  The  questionnaire  is 
sometimes  put  into  the  hands  of  a 
field  agent  as  a  basis  for  his  inter¬ 
views;  in  such  a  case  it  is  possible  to 
employ  a  larger  number  of  questions 
with  more  certainty  of  reply,  since  the 
personal  contact  often  assures  a  more 
cordial  reception,  but  even  here  the 
number  should  be  limited.  This 
brings  us  to  a  discussion  of  the  personal 
interview,  as  a  means  of  getting 
market  data;  more  expensive  than 
either  of  the  other  methods,  it  is, 
however,  frequently  necessary  and 
often  most  satisfactory. 

Persons  from  whom  it  is  difficult  to 
get  replies  by  letter  will  frequently 
supply  information  gladly  and  quickly 
when  called  upon  personally.  In 
general,  the  more  complex  and  in¬ 
volved  the  commercial  problem,  and 
the  less  that  is  known  about  it  by  the 
inquirer,  the  more  likely  is  it  that  a 
call  on  actual  or  potential  users  or 
handlers  will  give  satisfactory  results 
in  getting  a  view  of  the  whole  problem. 
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An  investigation  of  a  product  used  by 
shoe-finders,  attempted  by  an  inex¬ 
perienced  research  group  by  mail, 
brought  but  meager  results;  but  when 
the  system  was  changed  to  that  of 
interviews,  a  few  personal  calls  cleared 
up  the  problem  easily.  The  class  of 
merchandisers  visited  were  people  who 
did  not  readily  answer  questions  in 
letters. 

It  goes  without  saying  that  the 
getting  of  the  data  should  be  as 
carefully  planned  beforehand  as  pos¬ 
sible.  The  extent  of  the  sampling 
required,  the  particular  cities  or  towns 
to  be  visited,  the  classes  of  persons 
to  call  on,  and  how  many  in  each  class, 
should  be  roughly  determined  in 
advance,  and  the  field  man  instructed 
regarding  the  questions  to  be  asked  of 
each.  This  saves  time  and  prevents 
waste  of  effort.  Research  work  is 
expensive,  if  not  held  strictly  within 
bounds. 

The  field  man  should  also  be  in¬ 
structed  regarding  the  best  manner  of 
asking  his  questions,  for  a  large  number 
of  persons  will  reply  in  the  easiest 
way;  he  should  avoid  putting  the 
answer  into  the  mouth  of  his  informant 
and  should  frame  his  inquiries  so  im¬ 
partially  as  to  get  real  replies.  Herein 
lies  the  value  of  the  written  list  of 
definite  questions  to  be  used  as  a  basis 
for  interviewing.  Often,  however,  it 
is  not  possible  to  present  the  list  itself 
to  the  person  interviewed.  Many 
persons  supply  information  in  reponse 
to  oral  questions  but  shut  up  like  clams 
as  soon  as  they  see  that  their  inter¬ 
viewer  is  making  notes  or  writing 
down  their  answers  to  questions.  With 
manufacturers  and  executives  who  are 
used  to  giving  and  getting  exact  in¬ 
formation  it  is  possible  to  fill  out  a 
blank  as  fast  as  they  reply.  While 
some  retailers  and  many  consumers 


are  disturbed  by  the  idea  of  having 
their  ideas  put  on  paper  by  a  straDger. 
It  is,  therefore,  necessary  to  use  dis¬ 
cretion  and  good  sense  in  approaching 
the  various  individuals  and  getting 
their  information.  Courtesy  and  tact 
are,  obviously,  among  the  very  neces¬ 
sary  qualifications  of  the  field  man. 
The  capacity  to  look  at  things  from 
the  other  man’s  point  of  view  is  also 
quite  essential  in  order  to  get  facts  and 
ideas  quickly  and  to  report  them 
correctly. 

The  field  work  should  be  done  as 
thoroughly  and  systematically  as  time 
permits,  and  put  through  with  all 
possible  speed.  It  requires  an  active 
person,  with  energy  and  a  particularly 
open  and  impartial  mind,  to  handle 
field  work  successfully.  Many  sales¬ 
men  do  not  possess  enough  of  the 
critical  faculty,  which  is  required  in 
connection  with  the  “boring  in” 
process  of  getting  data,  to  make  good 
research  men.  Their  optimism — the 
very  quality  which  makes  for  sales 
success — is  detrimental  to  the  cool 
analysis  required  in  taking  a  market 
problem  to  pieces.  Often  it  is  as 
important  to  report  an  unfavorable 
situation  as  a  favorable  one. 

Obtaining  research  data  consists  in 
bringing  together  the  raw  material  in 
the  form  of  facts,  figures,  and  market 
and  sales  ideas,  from  which  a  report  is 
to  be  made  as  soon  thereafter  as 
possible.  The  quality  of  the  report 
must  depend  upon  the  volume,  com¬ 
pleteness,  and  character  of  the  data 
collected.  It  is  always  better  to  have 
a  little  surplus  data,  rather  than  not 
quite  enough.  And  it  must  always 
be  remembered  that  the  purpose  of  all 
this  fact-getting  is  to  save  waste  of 
effort  and  money  in  supplying  the 
products  of  the  company  to  the  people 
who  need  them. 
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are  my  men  doing?” 

V  V  The  executive  can  answer  this 
question  easily  in  practically  every 
business  situation  except  one,  viz., 
when  his  men  are  on  the  road . 

Effective  sales  management  depends 
largely  upon  how  well  this  question 
can  be  answered  with  reference  to  the 
men  on  the  road.  The  modern  sales 
manager  is  no  longer  satisfied  with  the 
average  weekly  sales  per  salesman  as 
his  guide  in  judging  production.  On 
the  contrary  he  observes  the  habits  of 
his  men  on  the  road,  makes  a  careful 
follow-up  of  their  daily  time  reports, 
and  studies  their  comments  on  cus¬ 
tomers.  By  such  and  similar  controls 
on  their  movements,  he  is  in  a  position 
actually  to  determine  and  control  the 
production  of  each  one  of  his  men  and 
is  no  longer  defenseless  against  the 
excuses  usually  offered  for  downright 
laziness  and  general  incapacity. 

Directing  salesmen  is  like  directing 
any  other  body  of  men — one  must 
understand  their  habits — their  strong 
and  weak  points — and  at  all  times  keep 
his  foot  on  the  brakes. 

The  delivery  superintendent  and  the 
transportation  manager  are  faced  with 
a  similar  problem.  The  driver,  like 
the  salesman,  is  a  man  on  the  road. 
Many  delivery  executives,  like  the 
old-time  sales  manager,  pride  them¬ 
selves  upon  “knowing”  and  “being 
wise”  to  what  their  men  are  doing  on 
the  road.  These  gentlemen  do  “know,” 
but  what  and  how  much?  They  are 
“wise”  only  to  the  superficial  and 

*  With  R.  H.  Macy  and  Company,  Inc.,  New  York 
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obvious  observations  gathered  from 
casual  trips  on  the  road. 

What  will  be  said  on  this  subject 
may  sound  like  so  much  hypercritical 
and  unconvincing  talk.  Let  those  who 
doubt  the  writer,  however,  conduct  a 
modern  scientific  survey  of  the  driver’s 
actions,  such  as  the  writer  has  directed, 
and  they  will  speak  in  the  future  with 
similar  conviction. 

II 

Driver's  Daily  Routine.  In  the 
previous  article  of  this  series1,  the 
procedure  of  conducting  a  survey 
which  will  enable  the  delivery  execu¬ 
tive  to  answer  the  question,  “What  are 
my  men  doing?”  was  outlined.  Be¬ 
fore  considering  the  question  of  the 
driver’s  rate  of  production  and  the 
factors  which  determine  a  high  or  low 
rate,  the  actual  working  details  of  a 
driver’s  “Delivery  Day”  should  be 
considered.  These  details  are  as 
follows : 

1.  Driver  reports  for  work,  takes  his  car 
from  the  garage,  fills  the  radiator  with 
water,  cleans  and  shines  the  car 

2.  Receives  his  assignment  of  the  load 
he  is  to  “pull” 

3.  Goes  to  the  bin  or  bins  representing 
the  route  or  routes  he  is  to  cover  that  day, 
and  removes  the  packages  from  them  to  the 
wheeler.  In  loading  the  wheeler  he  makes 
a  rough  assortment 

4.  Takes  the  wheeler  to  the  truck  and 
makes  a  more  careful  assortment  as  the 
helper  hands  him  the  packages 

5.  Being  responsible  for  his  load,  he 
signs  for  the  merchandise  and  by  a  careful 

1  Administration,  January,' 1923. 
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checking  assures  himself  that  he  has 
exactly  the  packages  for  which  he  is  charged 

6.  His  truck  is  then  inspected  as  to  its 
appearance 

7.  Leaves  the  store  and  travels  to  his 
route — this  taking  anywhere  from  fifteen 
minutes  to  an  hour  and  a  half 

8.  On  the  route  the  efficiency  with 
which  he  disposes  of  his  load  is  determined 
by  the  particular  method  adopted  by  him 
in  making  deliveries.  (Methods  of  delivery 
will  be  discussed  in  a  later  article.)  While 
on  the  route,  however,  he  has  more  careful 
sorting  to  do.  He  enters  his  packages  as  he 
delivers  them,  dividing  his  work  so  as  to 
keep  himself,  as  well  as  the  helper,  con¬ 
tinuously  busy 

9.  When  through  with  the  work  of 
delivery  he  adds  up  his  sheets  to  assure 
himself  that  he  has  received  the  amount  of 
money  represented  by  the  merchandise 
delivered 

10.  Starts  back  for  the  store 

11.  Makes  returns  of  all  packages  not 
wanted  or  not  delivered  because  the 
customers  were  out 

12.  Turns  in  his  cash 

13.  Returns  to  the  garage  and  reports 
any  troubles  he  may  have  had  with  the  car 
during  the  day 

III 

Day’s  Production.  What  is  the 
measure  of  a  delivery  day’s  work? 
Evidently  it  is  the  number  of  pieces 
delivered  for  a  certain  amount  of  over¬ 
head,  consisting  of  the  driver’s  and 
helper’s  salaries,  the  cost  of  the  vehicle, 
and  the  pro  rata  cost  of  the  rest  of  the 
personnel  and  equipment  of  the  de- 
1  livery  department.  The  objective, 
then,  is  to  make  the  number  of  pieces 
delivered  per  day  as  high  as  is  com¬ 
patible  with  normal  human  effort,  so 
that  the  cost  per  package  may  be  the 
lowest  possible. 

The  size  of  a  day’s  production  will  be 
determined  by  three  factors : 

1.  The  proportion  of  the  delivery  day 
devoted  to  direct  deliveries  and  the  amount 
of  time  spent  on  non-delivery  work 


2.  The  skill,  organization,  and  method 
employed  in  making  deliveries 

3.  The  driver’s  desire  for  high  produc¬ 
tion 

IV 

Distribution  of  Driver’s  Time.  How 
to  stimulate  the  driver  to  put  his  best 
efforts  into  his  work,  and  how  to 
standardize  the  method  of  delivery  so 
as  to  make  for  higher  and  efficient 
production  will  be  treated  in  later 
articles.  Our  immediate  problem  is  to 
determine  the  first  item  in  the  above 
enumeration,  viz.,  how  a  day’s  work 
of  a  driver  may  be  organized  so  as  to 
allow  him  as  much  time  as  possible  for 
actual  deliveries. 

If  we  turn  to  Figure  1  we  shall  note 
that  the  entire  length  of  the  bars 
represents  the  100  per  cent  day  of  the 
driver  and  his  helper.  It  will  be  seen 
that  the  driver  and  helper  spend  about 
45  per  cent  of  their  time  off  the  route. 
In  other  words,  only  55  per  cent  of  the 
day  is  spent  on  the  route,  or  in  the 
actual  vicinity  where  deliveries  to 
customers  are  made. 

What  is  the  first  conclusion,  or 
rather  first  thought  to  be  drawn  from 
these  facts?  Naturally,  if  we  could 
reduce  the  time  of  loading,  unloading, 
and  all  the  other  miscellaneous  duties, 
more  time  would  be  spent  on  the  route 
proper  and  the  production  would  of 
necessity  be  higher.  This  at  once 
suggests  that  a  careful  study  of  loading 
and  other  non-delivery  operations 
should  be  made  with  a  view  to  cutting 
down  the  time  consumed  by  them  and 
releasing  it  for  actual  productive  work. 

Does  the  driver  spend  most  of  his 
time  on  the  route  in  actual  delivery? 
A  glance  at  the  lower  half  of  the  bar 
will  disclose  that  of  the  55  per  cent  of 
the  day’s  time  spent  on  the  route, 
only  20  per  cent  is  used  up  in  actual 
“wagon  to  customer  deliveries.”  In 
other  words,  the  operation  of  taking  a 
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Figure  1.  Showing  Part  of  Driver’s  and  Helper  s  Day  Given  to  Actual 
Delivery  and  to  Non-delivery  Work 
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package  to  the  customer  and  returning 
to  the  wagon  consumes  only  20  per 
cent  of  the  day’s  time.  Something 
like  12  per  cent  is  used  up  in  traveling 
from  one  customer’s  house  to  an¬ 
other,  or  from  one  stopping  point  to 
another.  The  remainder,  or  about 
20  per  cent  of  the  day,  is  spent  in 
further  sorting,  in  making  entries  on 
his  records,  and  in  time  wasted.  Part 
of  the  10  per  cent  of  wasted  time  is  un¬ 
avoidable  but  a  part  is  not.  In¬ 
vestigation  will  show  that  there  is 
much  time  consumed  when  the  driver 
and  the  helper  wait  for  each  other  at  a 
given  point  after  one  or  both  of  them 
have  made  a  series  of  deliveries. 

V 

Developing  a  Method  of  Approach. 
The  writer  will  not  attempt  to  go  into 
detailed  remedies  for  every  possible 
situation.  The  particular  inefficiencies, 
wastes,  and  remedies  can  be  deter¬ 
mined  only  by  a  specific  survey  of  the 
delivery  organization.  In  this  series 
of  articles  the  attempt  is  simply  made 
to  develop  a  method  of  approach, 
which  may  enable  any  organization  to 
discover  for  itself  the  various  points  of 
weakness  and  strength  of  its  delivery 
department,  and  thereby  help  to 
eliminate  wastes,  and  increase  the 
quantity  and  quality  of  production. 

It  is  not  the  purpose  of  the  present 
article  to  point  out  specific  weaknesses 
or  strong  points  of  any  particular 
organization.  What  is  far  more  im¬ 
portant  is  to  drive  home  definitely  the 
fact  that  no  delivery  executive  is 
justified  any  longer  in  a  rule-of-thumb 
management.  A  little  time  and  pa¬ 
tience  will  bring  to  his  desk  a  wealth 
of  information,  which  if  coupled  with 
his  practical  experience  will  place 
within  his  grasp  a  tool  which  should 
make  him  a  highly -prized  man.  He 
will  effect  savings  in  dollars  and  cents 


and  create  a  higher  morale  among  the 
workers,  thus  enabling  the  organi¬ 
zation  to  pay  them  higher  wages  solely 
because  of  the  increased  production. 

VI 

Analysis  of  “ Net  Delivery .”  To 
illustrate  how  each  one  of  the  various 
operations  of  a  driver’s  day  may  be 
analyzed  and  studied  in  greater  detail, 
let  us  take  the  bottom  20  per  cent  of  the 
driver’s  day  represented  in  Figure  1 
and  consider  it  much  more  fully.  In 
Figure  2  we  have  the  specific  operation 
performed  by  the  driver  in  actual 
“net  delivery,”  viz.,  the  motions  of 
walking  from  the  wagon  to  the  front  of 
the  house,  then  to  the  customer’s  door, 
handing  the  customer  the  package, 
leaving  the  customer,  running  down 
stairs  and  back  to  the  wagon. 

How  much  time  is  consumed  by 
each  of  these  motions?  To  appreciate 
the  value  of  this  chart  and  the  in¬ 
formation  described  therein,  let  us 
take  some  specific  motion.  Ei  for 
instance,  is  the  time  spent  in 
walking  back  to  the  wagon  after  a 
“back  load”  was  delivered.  A  “back 
load”  usually  consists  of  several  pack¬ 
ages  taken  by  the  helper,  who  walks 
some  distance  from  the  wagon  to  make 
deliveries  at  several  house  stops  while 
the  driver  is  driving  in  another  direction 
and  making  his  own  deliveries.  It 
follows  that  when  the  helper  is  through 
with  his  deliveries  he  will  have  quite  a 
distance  to  walk  in  order  to  find  his  way 
back  to  the  wagon. 

Note  the  black  area  on  the  bottom  of 
Figure  2  for  the  driver,  helper,  and 
second  helper.  The  driver,  who  is 
constantly  on  the  wagon  and  rides  to 
every  delivery  stop,  spends  the  least 
amount  of  time  in  such  wasteful 
walking.  The  first  helper  spends  about 
10  per  cent  of  his  “net  delivery”  time 
in  walking,  and  the  second  helper  about 
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20  per  cent.  This  is  the  first  significant 
guidepost  of  the  position  of  the  second 
helper  as  a  factor  in  delivery.  His  use¬ 
fulness  or  wastefulness  will  be  dis¬ 
cussed  in  another  article,  but  it  is 
worth  while  noting  here  that  the 
amount  of  walking  the  second  helper 
does  in  going  to  and  from  his  back 
loads  indicates  that  he  is  sent  at  a 
greater  distance  from  the  vehicle  than 
the  first  helper.  Whether  that  is  ad¬ 
visable  or  profitable  can  only  be  de¬ 
cided  by  the  specific  delivery  problems 
surveyed. 

VII 

Conditions  of  Delivery.  Let  us  now 
turn  from  a  consideration  of  the  driver 
as  a  factor  in  the  delivery  situation  to 
conditions  over  which  he  has  no  con¬ 
trol.  If  we  are  to  systematize  delivery 
production,  we  must  not  only  under¬ 
stand  thoroughly  all  the  functions  of 
the  driver  in  themselves  but  also  see 
them  in  the  light  of  the  conditions 
under  which  he  works.  Take,  for 
instance,  the  motion  of  walking  to  the 
customer’s  door.  If  the  door  is  in  the 
Woolworth  Building,  it  is  quite  obvi¬ 
ous  that  the  driver  will  consume  much 
more  time  than  if  the  place  of  delivery 
is  a  private  house  and  he  has  only  to 
knock  at  the  door  or  ring  the  bell  on 
the  porch  and  hand  the  package  to 
the  customer.  If  the  customer’s  door 
is  in  a  high-class  apartment  where  the 
driver  must  enter  through  the  service 
entrance,  wait  for  the  elevator  man  to 
come  down  at  his  leisure  and  take  him 
up,  and  again  stand  ringing  the  service 
elevator  bell  in  the  upper  floor  until 
the  operator  decides  to  come  up  and 
bring  him  down,  he  will  consume  much 
more  time  getting  to  the  customer  and 
back  to  the  street  than  in  the  case  of  a 
store,  for  instance,  or  of  an  ordinary 
walk-up  house  where  he  runs  directly 
to  the  customer’s  door.  It  is  thus  ap¬ 
parent  that  if  we  consider  two  of  the 


five  specific  motions  used  in  making 
a  delivery,  viz.,  the  time  of  going  up 
to  the  customer’s  door  and  back  to 
the  street — the  length  of  time  con¬ 
sumed  will  depend  on  the  type 
of  house  to  which  the  delivery  is 
made. 

Let  us  now  take  the  third  factor  of 
delivery — the  actual  handing  of  the 
package  to  the  customer.  The  writer 
has  had  ample  opportunity  to  notice 
personally  and  through  investigators 
how  much  waste  there  is  when  the 
driver  makes  a  delivery  to  a  house 
where  he  must  deal  with  the  servants 
as  interpreters  in  a  transaction  be¬ 
tween  himself  and  the  customer. 

Here  again  the  type  of  house  is  a 
pretty  clear  indication  as  to  the  type 
of  customer  involved.  If  the  customer 
is  in  a  hotel,  for  instance,  the  driver  has 
to  deal  with  the  hotel  clerk  and  there 
the  time  consumed  is  another  specific 
factor. 

Considering  the  two  motions  of 
going  from  the  wagon  to  the  house  and 
from  the  house  back  to  the  wagon,  if 
the  house  is  an  estate,  the  driver  may 
have  to  walk  a  great  distance  if  the 
rules  are  that  wagons  are  not  allowed 
on  the  estate;  or  he  may  have  to  drive 
half  a  mile  or  a  mile  into  the  estate.  In 
the  case  of  a  private  house  he  may 
have  a  long  walk  before  he  gets  to  it. 
If  the  traffic  conditions  are  congested, 
he  may  find  it  very  difficult  to  bring 
his  wagon  right  up  to  the  house,  and 
may  have  to  stop  a  block  from  the 
house  and  waste  the  time  consumed 
in  walking  to  it.  Without  going 
further  into  the  analysis,  which,  again, 
must  be  made  for  every  particular 
situation  in  the  organization  in  ques¬ 
tion,  it  is  clear  from  this  outline  that 
unless  an  investigation  is  made  with 
a  view  to  ascertaining  all  these  factors, 
proper  and  scientific  understanding  of 
the  actual  problem  of  delivery  cannot 
be  had. 
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Figure  3.  Map  of  New  York  Divided  into  Delivery  Zones,  with  the  Proportion 
of  the  Various  Types  of  Houses  in  Each 
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VIII 

Types  of  Houses.  It  will  be  inter¬ 
esting  to  turn  to  Figure  3  and  note 
what  valuable  information  may  be 
compiled  from  the  observations  brought 
in  by  the  investigators  on  Figure  4  of 
the  previous  article. 

Each  delivery  zone  begins  to  assume 
significance;  it  has  even  a  specific 
personality — a  definite  meaning.  We 
know  that  of  the  100  per  cent  houses 
in  a  particular  area  so  many  are  high- 
class  walk-ups,  so  many  private  houses, 
and  so  many  of  each  of  the  other  eight 
types  of  houses. 

The  assistance  that  such  information 
must  be  to  the  delivery  executive  and 
other  managers  of  the  organization  is 
quite  obvious.  How  this  information 
is  employed  in  developing  standards  of 
production  for  each  route  will  be  dis¬ 
cussed  in  a  later  article. 

Finally,  let  us  turn  to  Figures  4  and 
5  with  a  view  to  seeing  how  much 


Figure  4.  Total  Time  of  the  Net  De¬ 
livery  (A+B+C+D+E  in  Figure  2)  of 
a  Paid  Package  for  Each  Type  of  House 


“net  delivery”  time  is  consumed  from 
the  wagon  to  the  customer  and  back 


to  the  wagon,  by  the  driver,  the  first 
helper  and  the  second  helper,  when 


Figure  5.  Total  Time  of  the  Net  De¬ 
livery  (A+B-f  C+D+E  in  Figure  2)  of 
a  C.O.D.  Package  for  Each  Type  of  House 


they  each  make  a  paid  delivery  and  a 
C.  O.  D.  delivery.  Observe  with 
what  regularity  all  these  factors  de¬ 
termine  the  actual  time  consumed.  It 
will  be  noticed  that  whether  the  pack¬ 
age  is  a  C.  O.  D.  or  a  paid  package,  the 
elevator  office  building  in  the  cases 
studied  is  the  most  difficult  to  deliver 
to  and  consumes  the  most  time.  The 
store  consumes  the  least. 

The  actual  time  consumed  in  minutes 
as  indicated  must  not  be  considered 
except  as  a  ratio.  In  these  two  charts 
we  find  that  the  second  helper  spends 
more  time  per  delivery  than  the  first 
and  we  must  bear  this  in  mind  when 
we  come  to  a  discussion  of  the  value 
of  the  second  helper. 

IX 

Recapitulation.  In  concluding  this 
second  article  of  the  series,  it  is  well  to 
recapitulate.  In  the  first  article  we 
outlined  a  method  of  making  the  sur- 
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vey,  and  in  this  article  we  have  con¬ 
sidered  the  driver’s  main  functions  as 
gathered  from  such  a  survey. 

An  investigation  as  outlined  in  the 
first  article  should  enable  an  organi¬ 
zation  to  secure  an  accurate  measure 
of  the  various  operations  performed  by 
the  driver.  It  should  make  it  possible 
so  to  simplify  and  standardize  all  these 
operations  of  loading,  sorting,  methods 
of  delivery,  etc.,  as  to  reduce  the  non¬ 
delivery  and  non-productive  time  to  a 
minimum,  and  allow  more  time  for 
actual  delivery  and  thereby  increase 
production. 

An  analysis  of  the  various  steps  in 
the  actual  productive  delivery  process 
should  enable  an  organization  so  to 


standardize  and  train  its  drivers  as  to 
convert  the  actual  effort  exerted  by 
them  into  more  efficient  and  hence 
greater  production. 

In  succeeding  articles  it  will  be 
shown  how  the  actual  observations  in 
minutes  and  seconds  can  be  so  com¬ 
piled  and  organized  as  to  give  standards 
whereby  the  organization  can  be  guided 
in  setting  tasks  for  its  drivers,  either 
as  a  goal  to  be  attained  by  them  or  as 
a  basis  for  a  bonus  schedule. 

These  and  many  other  problems 
must  be  considered  before  we  can 
satisfy  ourselves  that  a  proper  pro¬ 
gram  for  securing  the  complete  facts 
on  delivery  operations  has  been  es¬ 
tablished. 


GAUGING  STENOGRAPHIC  ABILITY 


BY  EUGENE  J.  BENGE* 


BECAUSE  the  value  and  fairness  of 
selective  tests  in  engaging  em¬ 
ployees  have  never  been  placed  squarely 
before  those  who  could  make  good  use 
of  them,  there  exists  in  the  minds  of 
many  a  feeling  of  distrust  and  of  antip¬ 
athy  against  them. 

The  selective  test  is  mainly  of  value 
in  weeding  out  those  applicants  who 
lack  the  desired  ability  or  information. 
Because  a  man  passes  an  accounting 
test  is  no  sure  sign  that  he  will  neces¬ 
sarily  make  good  in  accounting  work. 
But  if  a  man  fails,  it  is  a  pretty  certain 
indication  that  he  would  also  fail  in 
actual  practice.  These  statements  are 
based  on  repeated  proofs. 

The  test  of  selection  is  usually  in  the 
real  interests  of  the  applicant,  although 
he  too  seldom  regards  it  in  that  light. 
The  writer  recalls  an  instance  of  a 
young  man  who  came  to  him  for  an 
interview,  applying  as  an  “account¬ 
ant.”  Upon  examination  by  a  clerical 
test,  he  was  found  to  rank  low  in  speed 
and  accuracy  with  figures  and  in  the 
clerical  tasks  incidental  to  accounting 
work.  Inquiry  developed  the  fact  that 
a  correspondence  school  salesman  had 
persuaded  the  man  to  drop  his  work  as 
a  brakeman  on  the  railroad  and  to  take 
up  a  study  of  accounting,  with  the 
intention  of  entering  that  field.  Further 
inquiry  showed  that  the  lad  had  a  keen 
interest  in  electrical  work  of  all  kinds. 
When  the  results  of  the  clerical  exami¬ 
nation  were  pointed  out  to  him,  to¬ 
gether  with  his  own  statements  as  to 
his  inclination,  he  readily  agreed  that 
he  was  on  the  wrong  track.  As  a 
matter  of  fact,  he  had  taken  little 
interest  in  the  study  of  accounting  and 

‘Office  Employment  Division,  Atlantic  Refining 
Company,  Philadelphia,  Pa. 


had  simply  kept  on  with  it  because  he 
had  started  and  had  paid  out  his  hard- 
earned  money. 

II 

Haphazard  Method.  The  writer  has 
had  opportunity  to  observe  the  methods 
of  employing  stenographers  used  by 
several  dozen  executives  in  three  or 
four  organizations  where  this  work  has 
not  been  taken  over  by  a  good  central¬ 
ized  employment  system.  The  usual 
procedure,  following  the  first  interview, 
is  to  request  the  applicant  to  take  a 
letter  which  is  dictated  ex  tempore ,  or 
any  letter  which  happens  to  be  near 
at  hand.  A  general  judgment  of  “fair,” 
“poor,”  etc.,  is  then  passed  upon  the 
final  results.  Seldom  is  the  important 
element  of  time  taken  into  considera¬ 
tion. 

The  obvious  injustice  of  such  a 
method  is  that  applicant  Smith  may  be 
asked  to  take  a  letter  which  is  very 
easy  to  transcribe,  whereas  applicant 
Jones  receives  a  deluge  of  technical 
terms  and  difficult  alignments.  There 
is  little  or  no  means  of  comparison 
between  the  two  results.  The  work  of 
applicant  Smith  is  very  neat  and  accu¬ 
rate  (perhaps  he  took  twice  as  long  to 
transcribe  his  letter) ,  whereas  applicant 
Jones  fails  to  interpret  several  word 
signs  of  technical  terms  entirely  new 
to  him.  So  Smith  gets  the  job,  even 
though  Jones  may  be  the  better  man. 

In  order  to  compare  the  abilities  of 
a  number  of  stenographic  applicants  it 
is  essential  that  the  same  letter  be 
dictated  to  all.  But  this  immediately 
brings  up  the  problem  of  the  rate  of 
dictation.  And  a  further  analysis 
causes  one  to  realize  that  the  accuracy 
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of  transcription  must  be  obtained,  and 
also  the  rate  of  transcription  on  the 
typewriter.  To  this  there  should  be 
added  some  measure  of  spelling  ability. 

Ill 

Standard  Test.  For  several  years  the 
writer  has  used  a  standard  test  in  his 
own  work  of  engaging  stenographers. 
In  the  course  of  this  period  it  was  given 
to  some  hundreds  of  applicants.  Re¬ 
cently  question  was  raised  as  to  the 
demonstrable  value  of  this  test.  The 
results  recorded  in  this  article  were, 
therefore,  compiled.  They  proved  be¬ 
yond  a  doubt  that  the  test  is  extremely 
valuable  in  the  selection  of  steno¬ 
graphic  ability. 

The  test  used  consists  of  four  parts: 

1.  Dictation.  A  letter  of  several  hundred 
words  in  length  is  dictated  to  the  applicant 
at  the  maximum  rate  he  can  take  it.  The 
time  required  is  noted  in  seconds. 

2.  Transcription  rate.  The  time  required 
by  the  candidate  to  transcribe  his  notes  is 
also  recorded  in  seconds. 

3.  Transcription  accuracy.  This  is  a  per¬ 
centage  figure,  obtained  by  dividing  the 
number  of  words  in  the  letter  into  the 
number  of  words  transcribed  correctly.  In 
practice  the  number  of  errors  only  need  be 
recorded. 

4.  Spelling.  The  candidate  is  given  a 
list  of  50  words,  some  of  which  are  spelled 
correctly  and  some  incorrectly.  He  is  asked 
to  check  those  which  are  misspelled.  The 
number  of  errors  only  need  be  recorded. 
The  words  used  in  this  test  are  selected 
from  a  survey  of  thousands  of  words  used 
in  business  which  are  frequently  misspelled. 

To  take  an  example,  in  a  test  involv¬ 
ing  the  dictation  of  214  words  and  the 
spelling  of  a  list  of  50  words  the 
applicant’s  record  is  as  follows: 


Time  of  dictation . 185  seconds 

Time  of  transcription . 642  seconds 

Errors  of  transcription .  10 

Errors  of  spelling .  4 


From  these  results  a  computation  as 


given  below  is  made  to  arrive  at  the 
number  of  points  scored  by  the  appli¬ 
cant.  This  consists  of  adding  together 
the  number  of  dictated  words  taken 

per  minute,  the  number  transcribed 

per  minute,  the  percentage  of  the  total 
transcribed  accurately,  and  the  per¬ 
centage  of  the  special  list  of  50  words 
spelled  correctly,  thus: 

Dictation  rate — words  per  minute . . .  69.4 
Transcription  rate — words  per  minute  20.0 
Transcription  accuracy — percentage 

of  total . 95.3 

Spelling  accuracy — percentage  of  total  92.0 

Total  number  of  points . 276.71 

In  the  example  shown,  the  applicant 
secured  276.7,  or  approximately  277 
points.  By  reference  to  a  table,  this 
score  is  translated  to  read:  Rank  35, 
which  means  that  he  would  rank 
thirty-fifth  out  of  one  hundred,  the 
rank  of  50  being  average. 

The  averages  obtained  from  appli¬ 
cants  for  stenographic  positions  with 
the  company  are: 

Speed  of  dictation — 72.3  words  per  minute. 
Speed  of  transcription — 24.2  words  per 

minute. 

Accuracy  of  transcription — 96.4  per  cent. 
Accuracy  of  spelling — 94.1  per  cent. 

These  averages  would  not  hold  true 
for  other  companies,  or  for  other  letters 
which  might  be  dictated.  Their  main 
value  lies  in  affording  company  stand¬ 
ards  against  which  each  applicant  can 
be  compared.  The  tables  which  ac¬ 
company  the  test  afford  a  similar  com¬ 
parison  with  all  those  stenographers 
who  took  the  test  while  it  was  being 
standardized. 

IV 

Checking  up  the  Test.  In  order  to 
check  up  the  value  of  the  test,  it  was 
necessary : 

1  The  writer  is  indebted  to  the  Fifth  Avenue  Steno¬ 
graphic  Service,  New  York  City,  for  permission  to  use 
this  example,  and  other  excerpts  from  the  instruction 
sheets. 
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1.  To  discover  whether  the  test  was 
effective  in  weeding  out  undesirable  appli¬ 
cants. 

2.  To  find  out  whether  those  who  were 
employed  made  good  in  actual  work. 

3.  To  find  out  whether  those  of  the 
employed  with  high  test  scores  were  con¬ 
sidered  better  stenographers  than  those 
with  the  lower  test  scores. 

Although  the  test  had  been  given  to 
several  hundred  applicants  and  em¬ 
ployees,  the  records  of  only  145  were 
finally  used.  The  remainder  were  re¬ 
jected  because  of  incomplete  informa¬ 
tion,  faulty  timing,  and  the  like.  Of 
these  145  cases,  24  had  been  employed 
by  the  company  in  question. 

Figure  1  shows  the  position  in  the 
application  test  of  the  24  employees  in 
the  entire  group  of  applicants.  Each 
square  represents  an  applicant,  and 
each  vertical  column  of  squares  repre¬ 


sents  the  number  of  applicants  who 
attained  approximately  the  same  test 
score.  The  left-hand  column  repre¬ 
sents  the  lowest  class  of  applicants, 
with  a  score  of  240-244  points.  Each 
column  to  the  right  represents  a  grade 
of  applicants  who  received  a  score  5 
points  higher  than  those  in  the  column 
immediately  to  the  left.  The  highest 
class,  represented  by  the  column  on  the 
extreme  right  of  the  figure,  included  4 
applicants  who  received  from  325  to 
329  points  in  the  test.  The  marked 
squares  indicate  those  employed,  the 
character  of  the  marking  denoting  the 
degree  of  efficiency  shown  in  actual 
work,  as  later  explained. 

It  is  obvious  from  the  figure  that  the 
average  test  score  of  the  employee 
group  is  higher  than  that  of  the  group 
as  a  whole.  If  it  can  be  proved  that 
ability  in  the  test  is  related  to  ability 


Applicant 

|  •  |  Excellent  worker 

[/\j  Satisfactory  worker 

1  Failure 

• 

• 

• 

• 

• 

• 

• 

mr 

ES 

x 

240-  300-  325- 

244  304  329 

Horizontal  Scale  5  points  to  a  square 

Figure  1.  Position  of  Stenographers  Employed  in  Entire  Group  of  Applicants 
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in  the  work,  then  the  test  has  been 
effectual  in  the  weeding  out  of  appli¬ 
cants. 

V 

The  next  step  was  to  study  the 
records  of  the  24  men  and  women  who 
had  been  employed  in  the  actual  work 
of  the  office.  Each  one  was  rated  by  a 
competent  rater,  and  the  results  were 
recorded  as  follows: 


passing,  it  should  be  mentioned  that 
the  highest  one  of  these  three  failures, 
employee  D  in  the  above  table,  was 
discharged  because  of  repeated  in¬ 
subordination;  his  ability  was  satis¬ 
factory. 

A  comparison  of  the  average  workers 
(cross-hatched  squares)  and  the  excep¬ 
tional  workers  (dotted  squares)  reveals 
the  fact  that  the  test  alone  is  no 
absolute  indication  of  the  degree  of 


Employee 

Rank  in  Test 

Rating  1  to  10 

Comments 

A 

87 

7 

A  plodder. 

N 

87 

10 

Rapid;  excellent  worker. 

0 

44 

4 

Indifferent;  taken  off  stenography. 

P 

81 

7 

Conscientious. 

B 

100 

10 

Left  to  attend  college;  “cracker  jack.” 

C 

94 

9 

Is  secretary  to  official. 

D 

69 

5 

Discharged — insolent  attitude. 

Q 

96 

8 

Excellent. 

R 

91 

8 

Good  worker;  left  to  be  married. 

S 

92 

9 

Temporary;  would  willingly  reemploy. 

E 

87 

8 

Left  shortly  for  another  position. 

F 

82 

6 

Improving;  just  out  of  business  school. 

G 

75 

6 

Slow  but  conscientious. 

T 

57 

8 

Quick  thinker;  good  at  figures. 

U 

80 

8 

Work  well  liked. 

H 

69 

10 

Satisfies  very  impatient  superior. 

V 

67 

8 

Work  O.  K.  in  all  respects. 

W 

81 

8 

Consistent,  steady  worker. 

X 

77 

9 

Is  efficient  private  secretary. 

I 

85 

9 

Above  average  ability;  left  company. 

J 

69 

9 

Keen  worker;  young  and  impetuous. 

K 

81 

10 

Becoming  a  good  sales  correspondent. 

L 

82 

8 

Young;  natural  talent  for  shorthand. 

M 

5 

3 

Work  and  personality  poor;  discharged. 

These  ratings  are  entered  on  Figure 
1  as  follows:  The  black  squares  to 
represent  failures  (ratings  of  5  or  less), 
the  cross-hatched  squares  to  indicate 
ordinary  success  (ratings  of  6,  7  or  8) 
and  the  squares  with  single  dot  to 
signify  marked  success  in  work  (ratings 
of  9  or  10).  It  is  quite  evident  that  the 
three  failures  stand  out  at  the  lower 
end  of  the  group  of  24  employees.  In 


success  applicants  will  meet  in  their 
work. 

VI 

The  second  study,  reported  in  the 
latter  half  of  this  article,  substantiates 
the  assertion,  however,  that  the  higher 
an  applicant’s  score,  the  greater  are  his 
chances  for  marked  success  in  steno¬ 
graphic  work.  From  Figure  1  it  is 


160 


ADMINISTRATION 


Vol.  V 
No.  2 


fairly  evident  that  to  insure  success  in 
this  company,  a  score  of  at  least  300 
points  (ranking  of  78,  according  to  the 
table  supplied)  is  necessary.  This 
critical  score  has,  accordingly,  been  set 
for  the  guidance  of  the  employment 
interviewer. 

It  is  possible  to  analyze  the  results  of 
any  particular  applicant’s  efforts  and 
indicate  by  a  curve,  as  shown  in  Figure 
2,  just  how  he  compares  with  the 
standards  in  each  of  the  four  qualities 
tested.  The  figure  indicates  the  per¬ 
centage  of  the  total  number  of  appli¬ 
cants  he  surpassed  in  each  of  the  four 
parts  of  the  test  and  in  the  test 
as  a  whole,  and  should  be  read  as 
follows : 

He  excels  18  per  cent  of  the  appli¬ 
cants  in  spelling  accuracy,  65  per  cent 


in  accuracy  of  transcription,  58  per 
cent  in  speed  of  transcription,  and  97 
per  cent  in  speed  of  taking  dictation. 
In  total  stenographic  ability  he  sur¬ 
passes  87  per  cent  of  the  applicants. 

It  should  be  noted  that  the  “total” 
level  is  not  an  average  of  the  four 
points,  or  levels,  of  the  curve,  but  is 
obtained  from  a  separate  table,  as  are 
the  other  four  points. 

The  findings  which  have  been  re¬ 
ported  are  sufficient  to  show  that  the 
stenographic  test  has  proved  of  con¬ 
siderable  value  in  the  selection  of 
stenographers  for  the  particular  com¬ 
pany.  The  writer  has  similar  evidence 
to  show  that  when  the  test  is  used  with 
typists,  according  to  the  instructions 
supplied,  its  results  are  equally  satis¬ 
factory. 
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Figure  2.  Individual  Analysis  of  Stenographic  Ability 
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VII 

Results  in  a  Second  Company.  A 
research  worker  in  another  organiza¬ 
tion  recently  tried  out  the  same  test. 
The  results  of  this  second  study,  given 
below,  merely  corroborated  the  findings 
in  the  first. 

In  this  second  organization,  the  test 
was  given  to  17  stenographers  already 
in  the  company’s  employ.  At  the  same 
time,  six  executives  ranked  the  ste¬ 
nographers  with  whom  they  were  ac¬ 
quainted.  A  comparison  of  the  test 
ranking  and  the  combined  ranking  by 
the  executives  was  then  made.  The 
information  which  follows  is,  for  the 
most  part,  a  quotation  from  the  report 
made  to  the  general  manager  of  the 
company,  explaining  the  method  and 
results. 

The  procedure  was  as  follows :  Miss 
A  had  a  list  of  all  the  stenographers, 
and  at  about  9.10  o’clock  she  sent  the 
first  two  into  the  offices  of  Mr.  B  and 
Mr.  C.  The  first  two  parts  of  the  test, 
spelling  and  dictation,  were  given  by 
each  of  these  men.  As  soon  as  these 
parts  were  completed,  the  two  stenog¬ 
raphers  were  asked  to  report  to  Miss 
D  to  transcribe  the  notes.  Upon  com¬ 
pleting  this,  they  turned  their  papers 
over  to  Miss  D.  The  other  stenog¬ 
raphers  were  put  through  the  same 
process.  The  actual  testing  time  for 
the  entire  group  was  about  55  minutes. 

Unfortunately  it  happened  that  two 
of  the  seventeen  stenographers  that 
underwent  the  test  were  unknown  to 
the  raters.  On  that  account  it  was 
possible  to  make  a  comparison  of  the 
test  and  the  rating  made  by  the  several 
executives  only  so  far  as  fifteen  ste¬ 
nographers  were  concerned.  This  com¬ 
parison  is  shown  in  the  following  table, 
in  which  the  ranking  assigned  by  the 
six  executives  to  each  of  the  stenog¬ 
raphers  has  been  pooled  or  averaged  so 
as  to  be  represented  by  a  single  figure. 


TABLE  1.  COMPARISON  OF  RANK¬ 
ING  IN  TEST  WITH  POOLED  RANK¬ 
ING  BY  SIX  EXECUTIVES 


Individual 

Test 

Ranking 

Ranking  by 
Executives 

B-l 

1 

1 

B-2 

2 

4 

B-3 

3 

2.5 

B-4 

4 

2.5 

B-5 

5 

5.5 

B-6 

6 

7 

B-7 

7 

8 

B-8 

8 

12.5 

B-9 

9 

5.5 

B-10 

10 

11 

B-ll 

11 

10 

B-12 

12 

12.5 

B-l  3 

13 

14 

B-14 

14 

9 

B-15 

15 

15 

As  is  clearly  indicated  by  the  two 
lists  in  the  above  table,  there  was  sub¬ 
stantial  agreement  between  the  rank¬ 
ing  of  the  stenographers  as  deter¬ 
mined  by  the  standard  test  and  that 
given  them  by  the  executives  of  the 
company,  and  we  shall,  therefore,  not 
be  far  from  the  truth  in  concluding 
that  the  test  affords  about  the  same 
measure  of  stenographic  ability  as  the 
day  by  day  tests  applied  by  the  execu¬ 
tives.  The  degree  of  agreement  be¬ 
tween  the  results  of  the  two  methods 
of  ranking  the  stenographers  is  shown 
in  the  following  table : 

Perfect  agreement .  .  . 

Yz  place  disagreement 

iy2  “ 

2  “  “ 

3^  “ 

“ 

5  “  “ 

When  one  considers  that  out  of  the 
fifteen  cases  there  was  a  possibility  of 
a  disagreement  in  the  case  of  fourteen 


2  cases 

3  “ 

5  “ 

1  case 

1  “ 

1  “ 
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stenographers,  the  results  shown  in  the 
above  table  become  even  a  more  con¬ 
vincing  proof  of  the  reliability  of  the 
standard  test.  The  extent  of  the  dis¬ 
agreement,  as  shown,  was  on  the  aver¬ 
age  but  1^2  places.  It  will  be  ob¬ 
served  that  there  was  perfect  agree¬ 
ment  in  the  case  of  two  stenographers, 
3^-place  disagreement  in  the  case  of 
three,  and  1 -place  disagreement  in  the 
case  of  five.  The  disagreement  ex¬ 
ceeded  1  place  only  so  far  as  five 
stenographers  were  concerned,  and 
ranged  no  higher  than  5  places. 

VIII 

V aluable  to  Small  Business.  The  two 
studies  which  have  been  presented 
indicate  the  possibilities  of  a  standard 
test  for  selecting  stenographers.  The 
test  used  has  now  a  demonstrated 


value  in  both  the  companies  referred  to 
above.  Such  a  test  should  really  prove 
of  greater  value  to  the  business  man 
who  utilizes  but  one  or  two  stenog¬ 
raphers,  for  he  is  so  much  more  de¬ 
pendent  upon  their  efficiency  than  is  a 
larger  organization.  An  error  in  judg¬ 
ing  the  applicant  may  mean  the  loss  to 
him  of  thousands  of  dollars  and  of 
months  of  futile  training,  before  he 
realizes  that  the  original  selection  was 
faulty.  While,  therefore,  the  standard 
test  of  stenographic  ability  will  econ¬ 
omize  money  and  effort  in  a  business 
of  any  size,  it  will  prove  especially 
serviceable  to  the  small  concern.  In 
these  days  when  executives  are  forced 
to  prune  their  expenses,  the  adoption 
of  the  test  will  enable  them  to  reduce 
one  item  of  their  overhead  costs,  and 
thus  make  its  contribution  toward 
more  economical  operation. 


EVIDENCE  FOR  THE  BUSINESS  CYCLE 


BY  W.  RANDOLPH  BURGESS* 


THE  term  business  cycle  has  be¬ 
come  familiar  to  business  men  only 
in  the  past  few  years — practically  since 
the  war.  Like  all  newly  popular 
economic  conceptions  the  business 
cycle  has  enlisted  zealous  adherents 
and  equally  zealous  antagonists.  Cer¬ 
tain  economic  writers  have  tried  to  find 
in  the  business  cycle  a  complete  ex¬ 
planation  of  the  events  of  the  past  and 
a  sure  guide  to  the  future.  Others  have 
taken  the  position  that  the  movements 
of  business  which  have  been  described 
by  the  term  business  cycle  are  not 
sufficiently  definite  or  regular  as  to 
time  of  occurrence,  duration,  or  size  to 
justify  the  use  of  the  word  cycle,  or  to 
be  of  the  slightest  value  to  the  business 
man  in  guiding  his  conduct. 

It  was  because  of  this  situation  that 
a  group  of  prominent  business  statisti¬ 
cians  recently  decided  to  call  a  meeting 
under  the  auspices  of  the  American 
Statistical  Association  where  there 
might  be  a  “show  down”  on  the  busi¬ 
ness  cycle — where  all  the  cards  might 
be  laid  on  the  table.  The  topic  of  the 
meeting  was  announced  as  “The  Evi¬ 
dence  for  the  Business  Cycle — its 
Length,  Amplitude,  and  Regularity.” 
The  list  of  speakers  included  many  of 
the  foremost  economists  of  the  country. 
The  discussion  was  opened  by  Professor 
Wesley  C.  Mitchell,  of  Columbia  Uni¬ 
versity  and  of  the  National  Bureau  of 
Economic  Research,  who  was  a  pioneer 
investigator  in  the  statistical  study  of 
the  alternation  of  prosperity,  crisis, 
depression,  and  revival  in  business,  and 
who  was  probably  the  first  to  use  the 
term  business  cycle  to  describe  this 

•Chief,  Division  of  Reports,  Federal  Reserve  Bank 
of  New  York. 


series  of  events.  Professor  Edmund  E. 
Day  of  Harvard,  well  known  for  his 
studies  with  the  Harvard  Committee 
of  Economic  Research,  was  the  second 
speaker.  Carl  Snyder,  of  the  Federal 
Reserve  Bank  of  New  York,  was  pre¬ 
siding  officer.  Other  speakers  were: 
Professor  William  F.  Ogburn,  Columbia 
University;  Seymour  L.  Andrew,  Chief 
Statistician,  American  Telephone  and 
Telegraph  Company;  Professor  Philip 
G.  Wright,  Institute  of  Economics, 
Washington,  D.  C.;  Professor  William 
L.  Crum,  Yale  University;  Dr.  Frederic 
R.  Macaulay,  National  Bureau  of 
Economic  Research;  Donald  R.  Bel¬ 
cher,  American  Telephone  and  Tele¬ 
graph  Company;  Dr.  Edmond  E. 
Lincoln,  Western  Electric  Company. 
The  evidence  was  reviewed  by  a  jury 
consisting  of:  Professor  Irving  Fisher, 
Yale  University;  Dr.  William  T. 
Foster,  Director,  Poliak  Foundation 
for  Economic  Research;  and  Dr.  H. 
Parker  Willis,  Editor,  Journal  of  Com¬ 
merce,  and  formerly  Director  of  the 
Division  of  Analysis  and  Research, 
Federal  Reserve  Board. 

The  meeting  may  truly  be  said  to 
have  been  a  meeting  of  experts.  The 
walls  of  the  room  where  the  meeting 
was  held  were  plastered  with  statistical 
charts  showing  by  various  types  of 
curves  the  evidence  for  the  business 
cycle. 

II 

Agreement  as  to  Facts  of  Cycle.  It  is 
frequently  said  and  widely  believed 
that  experts  and  particularly  statistical 
experts  are  seldom  in  agreement.  What¬ 
ever  may  be  the  truth  of  this  saying  in 
general  it  was  not  true  of  this  meeting. 
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If  an  observer  had  attempted  to  check 
off  the  items  on  which  the  speakers 
were  generally  in  agreement  and  the 
items  on  which  there  was  a  genuine 
difference  of  opinion,  the  list  of  agree¬ 
ments  would  have  been  many  times  as 
long  as  the  list  of  differences. 

As  to  the  facts  of  the  business  cycle 
there  was  almost  unanimous  agree¬ 
ment.  The  differences  of  opinion  arose 
in  the  discussion  of  the  causes  of  the 
business  cycle  and  in  the  drawing  of 
conclusions  as  to  the  practical  implica¬ 
tions.  And  in  this  connection  it  should 
be  stated  at  once  that  each  one  of  the 
speakers  wrho  discussed  the  causes  of 
the  cycle  or  its  practical  value  admitted 
frankly  that  he  was  putting  forward 
theory  and  not  demonstrated  law.  The 
speakers  were  at  one  in  asserting  that 
the  investigation  of  causes  and  in¬ 
terpretations  of  the  business  cycle  are 
in  their  infancy.  Much  research  re¬ 
mains  to  be  done. 

Now  to  summarize  the  facts  of  the 
business  cycle  concerning  which  there 
was  general  agreement  among  the 
speakers. 

Ill 

What  is  the  Business  Cycle f  In  the 
first  place  the  speakers  were  agreed  as 
to  the  kind  of  thing  the  business  cycle 
is.  Professor  Fisher  pointed  out  two 
possible  views  of  the  business  cycle 
which  might  be  recognized:  the  me¬ 
chanical  and  the  historical.  The  first 
view  would  find  in  the  business  cycle 
such  a  precise  rhythm  as  the  swing  of 
the  pendulum.  This  view  would  be  to 
the  effect  that  each  fluctuation  in  busi¬ 
ness  brings  its  reaction  in  the  mathe¬ 
matical,  mechanical  fashion,  which  one 
might  expect  from  a  series  of  events 
due  directly  to  causes  in  nature  itself. 

It  was  clear  that  the  speakers  of  the 
evening  did  not  hold  this  view  of  the 
business  cycle.  The  statistical  evidence 
presented  made  it  evident  that  the 


business  cycle  does  not  repeat  itself 
with  the  uniform  regularity  of  an 
astronomical  movement  which  may  be 
described  by  a  mathematical  equation. 
Each  business  cycle  is  a  unique  event 
with  its  own  peculiarities.  As  Professor 
Mitchell  put  it — “Like  all  historical 
phenomena  each  cycle  is,  strictly  speak¬ 
ing,  a  unique  phase  of  human  experi¬ 
ence.”  The  business  cycle  may  be 
defined  not  by  uniformity  of  length  or 
amplitude,  or  by  strict  regularity  of 
occurrence,  but  by  the  general  sequence 
of  events  which  characterizes  every 
cycle.  It  is  in  the  regularity  of  sequence 
of  the  business  changes  which  are 
broadly  characterized  by  the  expres¬ 
sions  prosperity,  crisis,  depression,  and 
recovery,  that  the  significance  of  the 
business  cycle  may  be  found.  To  quote 
again  from  Professor  Mitchell — “To 
me  the  business  cycle  means  a  round  of 
developments  in  the  realm  of  business, 
a  series  of  business  phenomena  which 
returns  upon  itself.” 

IV 

Length  of  the  Cycle.  Just  as  there  is 
no  mathematical  regularity  in  the  oc¬ 
currence  of  the  business  cycle,  it  is  not 
possible  to  predict  with  exactness  what 
the  length  of  the  cycle  may  be.  The 
duration  of  the  cycle  is  affected  by  so 
many  different  causes  that  its  different 
phases  may  be  shortened  or  drawn  out 
in  all  variety  of  length.  The  best  that 
can  be  done  is  to  strike  an  average  to 
which  the  cycle  has  conformed  more 
frequently  than  to  other  lengths,  and  a 
number  of  the  speakers  of  the  evening 
presented  evidence  as  to  this  average 
length.  The  Harvard  Committee  of 
Economic  Research,  which  has  studied 
intensively  the  movements  of  business 
since  the  latter  part  of  the  nineteenth 
century,  has  found  an  average  or 
typical  length  of  the  cycle  in  the 
neighborhood  of  40  months. 
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Another  very  careful  study  of  the 
movements  of  business,  made  by  the 
Statistical  Department  of  the  Ameri¬ 
can  Telephone  and  Telegraph  Company, 
shows  that  during  the  period  from  1884 
to  1914,  when  there  were  no  serious 
interruptions  due  to  wars  or  other  such 
unusual  events,  the  length  of  the  cycle 
tended  to  average  about  3^  years. 
Thus  the  findings  of  this  company  are 
in  reasonably  close  agreement  with  the 
findings  of  the  Harvard  Committee, 
when  the  differences  in  periods  covered 
are  considered. 

Another  speaker  to  make  an  esti¬ 
mate  of  the  length  of  the  cycle  was 
Professor  Ogburn  of  Columbia  Uni¬ 
versity,  whose  computations  differ 
from  those  of  the  agencies  which  have 
just  been  mentioned  by  the  fact  that  his 
work  was  in  the  form  of  annual  figures, 
rather  than  in  the  form  of  monthly 
figures,  and  so  yielded  somewhat  less 
precise  measures  of  the  duration  of 
business  movements.  His  work  was, 
however,  carried  back  to  the  close  of 
the  Civil  War,  some  years  earlier  than 
the  other  studies.  Professor  Ogburn 
noted  a  difference  between  the  length 
of  the  cycle  before  1900  and  after  1900, 
finding  a  tendency  for  the  cycles  to  be 
shorter  in  recent  years.  For  the  entire 
period  he  found  a  cycle  with  an  average 
length  of  Q}/2  years,  but  since  1900  an 
average  length  of  4  years. 

The  difference  between  these  esti¬ 
mates  and  those  made  by  the  Harvard 
Committee  and  the  American  Tele¬ 
phone  and  Telegraph  Company  may  be 
partly  accounted  for  by  the  fact  that 
Professor  Ogburn’s  figures  were  in 
terms  of  annual  averages  and  would 
not  show  some  of  the  cyclical  move¬ 
ments  that  the  monthly  figures,  re¬ 
ported  by  the  other  agencies,  indicate. 
It  is  interesting  to  note  that  the  6^- 
year  average  is  just  less  than  twice  the 
40-month  average  computed  by  the 
Harvard  Committee  and  that  the  4- 


year  average  since  1900  is  not  far  from 
the  Harvard  and  American  Telephone 
and  Telegraph  estimates.  It  should  be 
constantly  borne  in  mind,  however, 
that  some  degree  of  correspondence  in 
the  average  length  of  cycles  as  reported 
by  different  investigators  does  not 
imply  a  single  typical  length  to  which 
cycles  conform.  Individual  cycles  show 
wide  differences  from  any  average. 

The  timing  of  the  movements  of  the 
business  cycle  is  well  illustrated  in  the 
accompanying  diagram  prepared  by 
the  Federal  Reserve  Bank  of  New  York 
for  the  production  of  pig  iron  each 
month  since  the  year  1884.  The  rate  of 
production  of  pig  iron  has  always 
coincided  closely  in  time  with  the 
fluctuations  in  general  business  activ¬ 
ity,  although  production  of  pig  iron 
has  fluctuated  more  widely  than  most 
other  elements  of  business.  The  dia¬ 
gram  illustrates  particularly  well  the 
irregularity  of  the  up-and-down  move¬ 
ments  of  the  business  cycle.  It  is 
entirely  possible,  however,  to  pick  out 
the  different  cycles  in  the  period  of 
years  that  is  covered. 

A  broken  line  has  been  drawn  through 
the  curve  to  show  the  general  trend  in 
the  growth  of  production.  This  line 
may  be  thought  of  as  a  normal  line 
around  which  production  fluctuates. 
The  figures  are  plotted  on  a  logarithmic 
or  ratio  scale,  because  when  such  a 
scale  is  used  the  fluctuations  indicate 
percentage  changes,  rather  than  gross 
changes,  and  it  is  possible  to  compare 
directly  the  amount  of  the  swing  in 
periods  of  depression  and  prosperity, 
regardless  of  the  number  of  tons  of  pig 
iron  produced  at  the  different  periods. 
With  a  ratio  scale,  the  same  sized  dip 
means  the  same  percentage  of  decrease 
and  the  same  fluctuation  upward 
means  the  same  percentage  of  increase. 
The  percentage  decrease  in  production 
in  1921  was  the  greatest  in  the  39 
years  covered  by  the  diagram. 
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Figure  1.  Monthly  Production  of  Pig  Iron 


February 
19  2  3 


EVIDENCE  FOR  THE  BUSINESS  CYCLE 


167 


A  mplitude  of  the  Cycle.  By  amplitude 
or  breadth  of  the  business  cycle  is 
meant  the  amount  of  fluctuation  which 
takes  place  in  production  and  distribu¬ 
tion  of  goods  or  prices,  wages,  or  other 
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phases  of  business  activity  in  the  course 
of  the  cycle.  Here  again  there  has  been 
marked  difference  among  cycles;  and 
there  are  differences  as  well  in  the 
various  elements  which  compose  the 
cycle.  The  production  of  pig  iron,  for 
example,  fluctuates  widely,  sometimes 
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falling  as  low  as  30  or  40  per  cent  of 
normal  production.  On  the  other  hand, 
retail  trade  fluctuates  little. 

On  this  matter  the  evidence  makes 
possible  a  generalization  that  fluctua¬ 
tions  become  less  violent  the  nearer  we 
are  to  the  ultimate  consumer.  In  a 
period  of  depression  people  continue  to 
eat,  to  wear  clothes  and  to  use  other 
necessaries.  The  difference  between 
great  economy  and  normal  expenditure 
in  the  average  family  is  a  matter  of  only 
a  few  per  cent.  On  the  other  hand,  the 
industrial  consumer  can  closely  limit 
his  buying  in  periods  of  depression  and 
in  some  cases  cease  buying  absolutely 
for  some  months.  Railroads  order  less 
cars.  Factories  order  less  or  no 
machine  tools.  Cotton  mills  use  up 
their  stocks  before  ordering  more. 
Thus  the  industries  which  supply  the 
industrial  consumer  may  fluctuate 
tremendously  in  their  activity  between 
periods  of  prosperity  and  periods  of 
depression. 

The  difference  between  different 
industries  in  the  amount  of  fluctuation 
which  they  register  at  different  periods 
of  the  business  cycle  is  well  illustrated 
in  the  accompanying  diagrams  which 
were  prepared  for  the  meeting  by  the 
Statistics  Department  of  the  Federal 
Reserve  Bank  of  New  York.  The  pro¬ 
duction  of  pig  iron  and  copper  reflect 
the  wide  fluctuation  that  characterizes 
industrial  consumption.  On  the  other 
hand,  the  consumption  of  wheat  flour 
and  tobacco,  ^which  are  used  directly 
by  the  ultimate  consumer,  reflects  the 
business  depression  of  1920  and  1921 
hardly  at  all.  What  curtailment  of 
production  there  was  in  the  case  of 
wheat  flour  and  tobacco  apparently 
occurred  at  the  close  of  1920,  and  the 
recovery  was  immediate  and  large, 
while,  on  the  other  hand,  the  produc¬ 
tion  of  pig  iron  reached  its  low  point  in 
the  middle  and  latter  part  of  1921. 

The  production  of  petroleum  is 


interesting  as  a  reflection  of  another 
type  of  production  which  is  very  little 
affected  by  business  conditions.  Pe¬ 
troleum  production  is  determined  by 
the  discovery  of  new  oil  fields.  Once 
the  field  is  discovered  its  working  is 
highly  competitive  and  is  not  limited 
by  the  demand  for  the  product. 

Of  such  varying  types  are  the  fluctua¬ 
tions  of  business  and  industrial  activity 
which,  in  the  aggregate,  make  up  the 
business  cycle.  The  problem  of  measur¬ 
ing  the  business  cycle  is  a  problem  of 
determining  the  fluctuations  through¬ 
out  the  whole  range  of  business,  in¬ 
cluding  prices,  wholesale  and  retail 
trade,  production,  consumption,  the 
movement  of  goods,  etc.  There  is,  as 
yet,  no  way  of  knowing  how  much  all 
these  factors,  taken  in  the  aggregate, 
vary  from  normal  in  times  of  business 
activity  or  depression.  The  reason  is 
that  we  have  no  statistical  measures  of 
many  of  these  different  items.  We 
have  no  measure,  for  example,  of 
changes  in  the  rates  of  consumption  of 
goods,  of  the  flow  of  income  from  busi¬ 
ness  to  individuals,  and  how  this  in¬ 
come  is  spent.  What  we  do  have  at 
present  is  some  measure  of  the  volume 
o£  industrial  production,  together  with 
a  number  of  more  general  indices  of 
business  activity,  such  as  car  loadings, 
and  bank  clearings.  All  of  these 
measures  tend  to  emphasize  the  ex¬ 
treme  fluctuations  in  business.  Such 
a  diagram  as  that  shown  on  page  166, 
for  example,  certainly  overemphasizes 
the  fluctuations  of  business. 

Mr.  Andrew,  chief  statistician  of  the 
American  Telephone  and  Telegraph 
Company,  gave  an  estimate  at  the 
meeting  that,  if  it  were  possible  to 
measure  the  whole  of  business  activity, 
the  fluctuation  would  be  in  the  neigh¬ 
borhood  of  10  per  cent  above  normal  in 
periods  of  extreme  activity,  and  10  per 
cent  below  normal  in  periods  of  extreme 
depression.  This  estimated  fluctuation 
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is  about  twice  as  great  as  estimates 
made  on  previous  occasions  by  Pro¬ 
fessor  Warren  M.  Persons,  of  Harvard, 
and  Carl  Snyder,  of  the  Federal 
Reserve  Bank  of  New  York. 

A  number  of  interesting  comments 
were  made  as  to  the  nature  of  the 
fluctuation.  It  was  pointed  out  that 
periods  of  prosperity  were  in  general 
longer  than  periods  of  depression,  but 
that  the  swing  of  business  reached  a 
lower  point  below  normal  than  the 
corresponding  rise  above  normal.  To 
express  this  in  another  way,  the  climb 
from  the  lowest  point  of  depression  to 
the  peak  of  prosperity  takes  longer 
than  the  slump  from  prosperity  to  de¬ 
pression;  and  the  longest  part  of  the 
movement  is  the  gradual  climb  from 
about  average  production  to  the  peak 
of  prosperity. 

VI 

Cause  of  the  Cycle.  When  one  at¬ 
tempts  to  discuss  the  cause  of  the 
business  cycle  he  immediately  leaves 
the  field  of  fact  and  enters  into  the 
field  of  conjecture.  Professor  Day’s 
comment  on  this  point  summarized 
admirably  the  feeling  of  the  meeting. 
He  said — “There  has  never  been  a 
convincing  explanation  of  the  business 
cycle  adequately  supported  by  scientific 
evidence.”  Professor  Day  assigned  as 
the  reason  for  this  the  fact  that  the 
scientific  evidence  was  lacking.  All 
that  could  be  done  he  said  was  to  give 
some  “suggestion  as  to  the  location  of 
some  of  the  probable  elements  of  the 
cause  of  the  business  cycle.” 

A  number  of  the  speakers  discussed 
the  suggestion  made  by  certain  au¬ 
thorities  that  the  business  cycle  is  due 
to  some  type  of  natural  causation  like 
spots  on  the  sun,  a  weather  cycle,  or 
other  elements  affecting  crops.  The 
speakers  were  inclined  to  take  the 
position  that  the  very  irregularity 
of  the  business  cycle  was  evidence 


against  such  natural  causation.  Ac¬ 
cording  to  Professor  Wright  the  move¬ 
ment  of  the  business  cycle  was  of  such 
a  character  as  to  show  human  func¬ 
tioning,  rather  than  physical  law,  and 
there  could  be  found  in  human  nature 
sufficient  causes  to  explain  the  cycle. 
Professor  Wright  then  proceeded  to 
trace,  in  human  psychological  re¬ 
actions,  the  course  of  the  business  cycle. 

Professor  Day  made  no  attempt  to 
assign  causes  as  definitely  as  Professor 
Wright,  but  suggested  that  the  problem 
was  one  of  social  mechanics  and  of 
stresses  and  strains  in  the  social 
structure.  The  most  promising  direc¬ 
tion  of  investigation  was  an  intensive 
study  of  the  sequence  of  events  of  the 
business  cycle  to  analyze  the  chain  of 
causation  which  linked  them  together. 

Professor  Mitchell  suggested  the  use 
of  business  profits  as  a  general  frame¬ 
work  into  which  might  be  fitted  the 
various  investigations  of  the  business 
cycle,  with  the  thought  that  such  a 
framework  might  show  the  relation  of 
each  investigation  to  the  whole.  “  Since 
a  business  must  make  profits  to  live, 
since  businesses  expand  when  the 
prospects  of  profit  grow  brighter,  and 
contract  when  profits  threaten  to  dis¬ 
appear,  we  can  keep  all  our  investi¬ 
gations  in  proper  relation  to  each 
other  by  showing  how  they  bear  on  one 
crucial  factor  in  the  business  situation.” 
While  Professor  Mitchell  found  chief 
significance  for  explanation  of  the 
business  cycle  in  the  exigencies  of  the 
business  organization  itself,  which 
make  profit  margins  alternately  widen 
and  contract,  he  recognized  the  in¬ 
fluence  of  such  external  events  as  the 
weather,  monetary  policy  or  conditions, 
peace  and  war,  etc.,  as  factors  fre¬ 
quently  influential  in  -causing  irregu¬ 
larity  in  cyclical  movements. 

Professor  Fisher  took  a  position 
which,  perhaps,  might  be  fairly  inter¬ 
preted  as  not  far  distant  from  that  of 
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Professor  Mitchell,  although  couched 
in  very  different  language,  when  he 
asserted  that  real  interest  is  the  main 
factor  in  the  business  cycle.  By  real 
interest  he  meant  return  in  terms  of 
purchasing  power. 

We  might,  perhaps,  safely  attempt 
to  summarize  the  points  of  view  of  the 
various  speakers  by  saying  that  all  of 
them  tended  to  find  an  explanation  of 
the  business  cycle  in  human,  rather 
than  physical  causes,  that  they  recog¬ 
nized  the  necessity  for  a  further  in¬ 
tensive  analysis  of  the  human  elements 
involved  in  the  series  of  events  making 
up  the  business  cycle,  and  they  recog¬ 
nized  in  general  the  particular  element 
of  business  profits  as  a  crucial  element 
in  the  situation. 

VII 

While  the  subject  of  the  practical 
usefulness  of  the  studies  of  the  business 
cycle  was  only  mentioned  directly  by  a 
few  of  the  speakers,  and  then  only  in 
passing,  it  is  probably  fair  to  say  that 
most  of  the  speakers  believe  in  the 
practical  value  of  the  studies  of  the 
cycle  for  the  business  man. 

A  number  of  wall  charts  which  were 
posted  about  the  room  at  the  meeting 
indicated  that  in  a  great  many  in¬ 
dustries  the  fluctuations  of  the  busi¬ 
ness  cycle  are  being  followed  keenly 
and  are  being  used  in  making  judg¬ 
ments  in  regard  to  the  probable 
course  of  future  events.  Hundreds  of 
business  men  are  today  comparing  the 
situation  in  their  own  particular  lines 
with  the  general  swing  of  business  and 
are  ordering  material  and  projecting 
their  plans  into  the  future,  on  the  basis 
of  judgments  formed  partly  in  the  light 
of  some  belief  with  regard  to  the 
cyclical  movement  of  business. 

The  business  man  is  continuously 
engaged  in  discounting  the  future.  He 


is  forced  to  make  assumptions  in 
regard  to  the  future.  The  question  is 
not  whether  he  shall  anticipate  the 
future,  but  on  what  basis  he  shall  act. 
While  our  knowledge  of  the  business 
cycle  is  at  present  imperfect,  the 
evidence  as  to  the  general  sequence  of 
events  which  characterizes  the  cycle 
is  sufficiently  clearly  defined  to  offer 
a  basis  for  judgment  far  more  tangible 
than  any  basis  which  the  business  man 
has  had  hitherto.  The  study  of  the 
business  cycle  does  not  yield  a  complete 
interpretation  of  the  future.  It  does 
give  a  better  basis  for  judgment  as  to 
the  future  than  pure  “hunch.” 

As  was  pointed  out  by  one  of  the 
speakers,  it  was  only  a  few  years  ago 
that  many  statisticians  and  economists 
were  doubtful  of  the  value  of  price  in¬ 
dex  numbers.  Many  believed  that  the 
movements  of  individual  prices  were 
so  diverse  that  it  was  impossible  to 
conceive  of  anything  in  the  nature  of  a 
general  level  of  prices.  In  recent  years, 
however,  the  price  index  number  has 
been  generally  accepted  as  giving  us  an 
exceedingly  useful  measurement  of 
price  changes.  The  analogy  between 
our  knowledge  of  business  cycles  and 
of  wholesale  price  levels  is  in  fact  very 
close.  In  both  cases  we  have  no  way 
of  measuring  completely  all  of  the 
facts  of  the  situation.  A  wholesale 
price  index  is  based  on  a  selected  group 
of  a  few  commodities  at  a  few  centers. 
The  measurement  of  the  business 
cycle  is  based  on  selected  data  from  a 
wide  range  of  facts.  In  both  cases  we 
speak  in  terms  of  averages  and  make 
assumptions  as  to  how  fully  our 
figures  are  representative.  Index  num¬ 
bers  of  prices  have  served  and  are 
serving  business  exceedingly  well  and 
there  is  every  reason  to  believe  that 
the  measurement  of  the  business  cycle, 
approximate  though  it  is,  may  have 
equal,  if  not  greater,  value. 
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V— CONTROLLING  THE  MANUFACTURING  SCHEDULES 
BY  L.  W.  McCHESNEY  * 


IT  probably  is  no  exaggeration  to  say 
that  in  the  management  of  a  busi¬ 
ness  which  it  is  hoped  to  operate  along 
preconceived  lines  and  with  some 
definite  objective  in  sales  and  profits, 
nothing  is  of  greater  importance  than 
a  proper  control  of  manufacturing  pro¬ 
cesses  and  schedules.  The  most  care¬ 
fully  worked  out  financial  program, 
and  the  efforts  of  the  most  competent 
sales  force  available,  may  very  easily 
count  for  naught  if  the  manufacturing 
plant  fails  to  perform  the  work  upon 
which  both  the  financial  program  and 
the  sales  schedule  are  predicated.  The 
history  of  business  is  replete  with 
records  of  failures  traceable  to  the 
inability  of  financial  departments  to 
supply  funds  for  carrying  excessive  in¬ 
ventories  in  badly-managed  manu¬ 
facturing  plants;  and,  in  as  many  cases, 
to  the  inability  of  manufacturing  plants 
to  meet  the  demands  of  their  respective 
sales  departments  for  prompt  deliveries. 

The  depression  following  the  busi¬ 
ness  debauch  in  which  so  many  in¬ 
dulged  during  the  Great  War,  has  had 
a  sobering  influence  upon  all  of  us,  and 
the  experience  has  taught  that  there  is 
a  definite  relation  between  supply  and 
demand  which  must  be  maintained, 
and  that  the  law  of  averages  functions 
relentlessly,  with  little  regard  for  our 
hopes  and  ambitions.  Just  what  the 
demand  for  any  product  is  likely  to  be, 
is  a  question  which  can  be  answered 
best  by  those  who  are  in  constant  touch 

*  Vice-President  and  Manager,  Primary  Battery 
Division,  Thomas  A.  Edison  Industries,  Orange,  N.  J. 
In  collaboration  with  Ralph  H.  Allen  and  Joseph  J. 
Mehl. 


with  the  channels  through  which  the 
product  finds  its  way  to  the  ultimate 
consumer — the  sales  department. 

II 

The  Sales  Estimate  as  a  Basis  for 
Production.  The  success,  then,  of  a 
manufacturing  budget  depends  as  much 
as  anything  else  upon  the  recognition 
that  production  schedules  must  be 
brought  into  conformity  with  schedules 
of  expected  sales.  It  has  ever  been  a 
moot  question  in  many  businesses, 
whether  the  manufacturing  plant  should 
be  turned  loose  to  produce  the  limit  of 
its  capacity  with  the  expectation  that 
the  miracle-working  salesmen  will 
always  keep  the  production  sold;  or 
whether  the  manufacturing  plant  should 
confine  itself  to  the  volume  of  produc¬ 
tion  which,  in  the  opinion  of  the  selling 
branch,  represents  a  reasonable  esti¬ 
mate  of  expected  sales. 

There  is  much  to  be  said  on  both 
sides  of  the  question.  Those  who  favor 
the  former  plan  argue  that  production 
in  excess  of  expected  sales  acts  as  an 
urge  upon  the  selling  department  and 
contributes  to  increased  business.  That 
contention  cannot  be  denied  within 
reasonable  limits,  but  when  the  last 
word  is  said  the  fact  will  still  remain 
that  the  sales  manager  ought  to  know 
more  than  the  factory  manager  what 
the  sales  for  a  given  period  are  likely 
to  be.  If  he  doesn’t,  it  is  probable  that 
he’s  the  wrong  kind  of  a  sales  manager. 
To  the  general  manager  of  a  thriving, 
healthy  business,  manufacturing  and 
selling  a  product  which  appears  to  be 
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in  increasing  demand,  nothing  rankles 
more  than  the  unfilled  orders  which 
occasionally  pile  up  in  excess  of  produc¬ 
tion,  and  which  too  often  create  a  false 
impression  that  the  demand  for  his 
product  will  apparently  continue  to  be 
greater  than  the  supply.  All  of  us  are 
too  easily  flattered  when  business 
“comes  in  a  rush”  and  the  temptation 
is  always  great  to  revise  sales  and 
production  schedules  to  meet  the  new 
demand. 

But,  success,  from  the  point  of  view 
of  the  general  manager,  comes  as  the 
result  of  his  ability  to  weigh  the  condi¬ 
tion  of  his  business  at  the  moment  with 
its  probable  condition  a  long  time 
ahead;  from  the  point  of  view  of  the 
sales  manager  it  comes  as  a  result  of  his 
ability  correctly  to  estimate  probable 
average  sales  over  an  extended  period; 
and,  from  the  point  of  view  of  the 
factory  manager,  it  comes  as  a  result 
of  his  willingness  to  accept  the  forecast 
of  the  sales  manager  as  the  basis  of  a 
manufacturing  schedule — always  with 
the  consideration,  however,  that  the 
schedule  must  be  flexible  enough  to 
allow  of  reasonable  fluctuations  both 
ways  from  the  schedule  of  expected 
average  sales. 

In  the  Edison  Industries,  a  sales 
forecast  for  a  period  of  twelve  months 
ahead  is  regarded  as  ample  data  upon 
which  to  base  the  manufacturing 
schedule,  but  the  ordering  of  materials 
and  the  planning  of  factory  operations 
to  meet  the  proposed  manufacturing 
schedule  are  reduced  to  a  period  very 
much  less  than  twelve  months — usually 
less  than  90  days  on  the  ordering  in  of 
materials  and  30  days  on  the  expendi¬ 
ture  of  labor  thereon.  Emphasis  is 
placed  upon  the  word  “proposed”  be¬ 
cause  it  is  fallacious  to  assume  that  the 
exact  production  of  a  manufacturing 
plant  can  be  predicted  with  any  great 
degree  of  accuracy  a  year  in  advance  of 
the  fact.  The  sales  schedule  under¬ 


takes  to  establish  what  the  demand  is 
likely  to  be,  and  so  long  as  it  acts 
merely  as  a  guide  in  the  planning  of 
manufacturing  operations  on  a  month- 
to-month  basis,  it  is  valuable.  But,  if 
it  is  to  be  used  as  absolute  authority 
for  the  purchase  of  all  the  materials 
required  to  complete  it  for  as  far  ahead 
as  it  extends,  it  might  better  not  be  pre¬ 
pared  at  all.  Even  the  best-informed 
sales  departments  forecast  inaccu¬ 
rately,  at  times,  and  even  if  they  do 
not,  many  problems  enter  into  the 
operation  of  every  manufacturing  plant 
— labor  troubles,  fires  sometimes,  and 
what  not — which  make  it  distinctly 
unwise  to  place  definite  commitments 
in  the  form  of  contracts  and  purchase 
orders  for  all  of  the  material  contem¬ 
plated  by  the  sales  schedule. 

As  a  broad  proposition,  the  shorter 
the  period  for  which  definite  commit¬ 
ments  must  be  made  to  insure  delivery 
and  the  maintenance  of  the  continuity 
of  manufacturing  operations,  the  easier 
it  is  to  prevent  the  building  up  of 
surplus  inventories.  If  we  could  attain 
the  ideal  condition  in  the  operation  of 
a  manufacturing  plant  we  would  wish 
for  an  arrangement  by  which  the  re¬ 
quired  raw  materials  could  be  secured 
on  an  instant’s  notice,  rushed  through 
manufacturing  process,  and  shipped  as 
finished  product  the  same  day.  Though 
we  may  not  attain  the  ideal,  at  least 
we  may  approach  it. 

Ill 

Data  Required  in  Preparation  of 
Manufacturing  Budget.  As  a  first  step 
in  the  preparation  of  a  manufacturing 
budget  the  following  facts  are  estab¬ 
lished  : 

1.  The  monthly  and  daily  production 
(based  upon  the  sales  schedule) 

2.  The  kinds  and  quantities  of  materials 
required  to  maintain  the  monthly  and  daily 
production 
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3.  The  source  of  supply  on  each  item  of 
material;  the  length  of  time  commitments 
are  required  in  advance  of  date  of  ship¬ 
ment;  the  time  of  transit  from  shipping 
point  to  point  of  use 

4.  The  minimum  stock  of  each  item  of 
material  to  be  carried  within  the  plant  as 
insurance  against  unforeseen  delays 

IV 

The  Purchase  and  Handling  of  Ma¬ 
terial.  It  is  inevitable  that  some  items 
of  prime  material  must  be  spoken  for 
considerably  in  advance  of  the  pro¬ 
posed  date  of  shipment,  and  it  is  not 
infrequently  necessary  to  contract  for 
the  more  important  materials  used  in 
large  quantities.  In  the  latter  in¬ 
stances,  the  sales  schedule  is  invaluable 
as  a  guide,  but  here  again  it  is  well  to 
contract  for  approximate  requirements 
rather  than  to  make  a  definite  commit¬ 
ment  on  the  assumption  that  all  of  the 
product  called  for  in  the  entire  sales 
schedule  will  be  manufactured.  Each 
item  of  material  must  have  separate 
consideration,  but  the  general  practice 
of  limiting  advance  commitments  to 
the  shortest  possible  time  which  will 
insure  the  maintenance  of  the  produc¬ 
tion  schedule,  has  proved  to  be  the 
one  which  makes  for  the  most  economi¬ 
cal  operation. 

With  the  proposed  monthly  or  daily 
production  known,  the  quantities  of 
materials  required  to  maintain  it 
established,  and  the  purchasing  agent 
and  factory  manager  in  agreement  as 
to  the  length  of  time  required  to  get 
them,  it  is  simplicity  itself  to  list  the 
items  the  purchasing  agent  is  author¬ 
ized  to  buy  on  definite  commitment. 

The  next  step  in  the  preparation  of  a 
manufacturing  budget  is  to  provide  for 
the  handling  of  the  materials  in  the 
various  departments  through  which 
they  must  pass  before  becoming  salable 
finished  stock,  and  to  handle  them  in 
such  a  manner  as  to  prevent  the  build¬ 


ing  up  of  an  unbalanced  inventory  of 
work  in  process.  In  considering  the 
liquidation  value  of  an  inventory,  raw 
materials  readily  reconvertible  to  cash 
and  readily  salable  finished  stock 
tower  head  and  shoulders  above  work 
in  process,  for  the  obvious  reason  that 
most  manufacturing  operations  render 
raw  materials  unsalable  until  they 
reach  the  stage  of  finished  product. 
Therefore,  the  practice  has  been  followed 
in  the  Edison  Industries  of  planning 
manufacturing  operations  with  the 
thought  always  in  mind  of  reducing  to 
the  minimum  the  elapsed  time  between 
the  moment  materials  in  their  raw  state 
are  drawn  from  stock  and  the  moment 
when  they  become  finished  stock  avail¬ 
able  for  shipment. 

This  is  accomplished  by  the  prepara¬ 
tion  of  a  schedule  which  analyzes: 

1.  The  total  quantities  of  materials  re¬ 
quired  to  meet  the  production  of  a  given 
day 

2.  The  operations  necessary  to  convert 
the  raw  materials  into  usable  parts 

3.  The  departments  figuring  in  the  con¬ 
version  processes,  and  the  time  which  each 
is  allowed  for  its  part  of  the  work 

Wherever  practical,  deliveries  out  of 
stock  to  departments  originating  the 
use  of  raw  material  are  made  daily,  the 
arrangement  having  the  effect  of  pre¬ 
venting  abnormal  drains  upon  stock 
and  the  carrying  of  stock  in  manu¬ 
facturing  departments.  It  also  tends 
to  prevent  waste. 

V 

Work-in-Process  Considerations.  In 
almost  every  manufacturing  operation 
there  is  one  part  or  process  entering 
into  the  completion  of  the  finished 
product  which  is  the  most  difficult  or 
which  takes  the  longest  time  to  make  or 
perform.  There  is  also  a  department, 
which  may  be  called  a  “finishing” 
department  (usually  an  assembling 
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TABLE  1 

SCHEDULE  OF  MATERIAL  REQUIRED  TO  MAINTAIN  PRODUCTION  OF  10,000  PER  DAY  FOR  THE  MONTH  OF  MARCH  1923 


Item 

Quantity 
per  Unit 
of 

Produc¬ 

tion 

Requirements 

Supply 

Source 

Vendor 

Requires 

Transit 

Time 

Total 
Time  for 
Advance 
Commit¬ 
ments 

Reserve 

Stock 

On  Com¬ 
mitment 
at  all 
Time 

Total 
Reserve 
Stock  & 
Commit¬ 
ments 

Daily 

Weekly 

Monthly 

2- 

2*7,  OOO 

// 0,0  oo 

Soo,ooo 

7  uk&Iu 

/  U><a/Z. 

no,coo 

33 0,  ooo 

/H/Oooo 

-  /> 

"  44 

- 

— 

— 

-  •- 

-  4h. 

- 

TABLE  2 


REPORT  OF  MATERIAL  ORDERS  PLACED  WEEKLY  TO  MAINTAIN  DAILY  PRODUCTION  OF  10,000  UNITS  WEEK  ENDING  FEB.  24, 1923 


Item 

On 

Commitment 

In 

Transit 

Actual 

Inventory 

Total 

Orders 

Placed 

Total  Reserve 
Stock  & 
Commitments 

72 O,  ooo 

/oo,  OOO 

/,£,  ooo 

JSS,  ooo 

SS,  ooo 

/^*/o,ooo 

-  " 

-  - 

. 

— 

— 

-  '• 

-  <L*<^ 

— 

— 

— 

- - 

— 

— 

— 

727f  — 

— 

— 

— 

— 

— 

TABLE  3 


PRODUCTION  MANAGER’S  DAILY  REPORT  OF  DELIVERIES  TO  FINISHING  DEPARTMENT  FEBRUARY  6, 1923 


Department 

Quantity 

per 

Scheduled  Deliveries 
to  Finishing  Department 

Ahead  of 

Behind 

Actual  Deliveries 
to  Finishing  Department 

Finished 

Unit 

To-day 

From  First 
of  Month 

Schedule 

Schedule 

From  First 
of  Month 

To-day 

2- 

2o,  ooo 

/OO,  ooo 

*/-oo 

— 

/oo,7oo 

/7,  600 

2- 

7-o,  ooo 

/ OO ,  ooo 

t/oo 

— 

/  00,7oo 

/7,  600 

/ 

/  O,ooo 

So,  ooo 

2-0  o 

— 

<£0,  200 

7,  foo 

— - 

— 

- - 

— 

. 

—  _ 

— 

_ 

TABLE  4 

PRODUCTION  MANAGER’S  DAILY  REPORT  OF  FINISHING  DEPARTMENT  FEBRUARY,  1923 


Date 

Scheduled  Production 

Ahead  of 

Behind 

Actual  Production 

Daily 

Cumulative 

Schedule 
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department),  in  which  are  collected 
the  products  of  the  various  other  de¬ 
partments  for  final  handling  before 
shipment.  The  daily  total  required  to 
meet  the  manufacturing  schedule  is  the 
daily  task  of  the  “finishing”  depart¬ 
ment,  and  the  requirements  of  that 
department,  with  proper  allowances, 
based  upon  experience,  for  spoils  and 
breakage,  establish  the  task  for  all 
other  departments.  Changes  in  the 
manufacturing  schedule  are  timed  to 
become  effective  in  the  “finishing” 
department  after  due  consideration  is 
given  to  the  period  which  must  elapse 
before  other  departments  can  change 
the  extent  of  their  contribution.  It  is 
evident  that  although  the  “finishing” 
department  establishes  the  task  for  all 
other  departments,  the  department  in 
which  is  originated  the  part  or  process 
which  takes  the  longest  time  to  make 
or  perform  is  the  one  which  holds  the 
key  to  the  actual  date  when  upward 
changes  in  the  finished  product  sched¬ 
ule  can  be  made  effective. 

There  will  be  many  to  disagree,  but 
it  has  proved,  in  the  Edison  Industries, 
to  be  both  practical  and  desirable,  as  a 
general  proposition,  to  eliminate  inter¬ 
mediate  stockrooms  of  partially -finished 
material  between  operations.  The  very 
best  “stockroom,”  it  has  been  found, 
for  a  part  which,  in  the  course  of  its 
manufacture,  must  pass  through  several 
operations  and  departments  is  the 
department  in  which  the  succeeding 
operation  is  to  be  performed.  If  there 
is  any  merit  in  the  thought  that  the 
shortest  cut  from  raw  material  to 
finished  stock  is  to  be  desired,  nothing 
will  contribute  more  to  its  accomplish¬ 
ment  than  the  elimination  of  inter¬ 
mediate  stockrooms  where  partially- 
finished  parts  rest  a  day  or  two,  and 
sometimes  longer  on  their  journey  to 
finished  stock. 

This  practice  naturally  raises  the 
point  that  if  a  breakdown  occurs  in  a 


department  handling  a  part  early  in  its 
process  of  formation,  departments  re¬ 
sponsible  for  the  succeeding  operations 
necessary  to  maintain  the  production 
schedule  are  handicapped  because  no 
reserve  stock  is  carried  between  opera¬ 
tions,  against  emergencies.  Such  an 
objection  to  the  intermediate  stock  is 
probably  more  imaginary  than  real, 
and,  if  it  is  not,  because  frequent  delays 
of  the  kind  occur,  then  there  is  some¬ 
thing  wrong  with  the  equipment,  the 
routine,  or  the  management  in  the  de¬ 
partments  responsible.  In  fact,  the 
elimination  of  the  intermediate  stock- 
room  demands  proper  operation  and 
management,  and  acts  as  the  best  kind 
of  incentive  for  the  doing  of  each  task 
well,  and  on  schedule  time.  And,  if  in 
the  best-managed  and  most-efficiently- 
maintained  plants,  it  is  found  that 
delays  occasionally  occur  through  the 
failure  of  equipment,  etc.,  it  will 
usually  be  found  far  more  effective  to 
finance  the  occasional  delay  than  to 
carry  the  continuing  burden  imposed 
by  large  intermediate  stocks  of  partially- 
finished  parts  in  process.  This  is  more 
particularly  true  since  the  absence  of 
the  reserve  stock  very  naturally  in¬ 
fluences  the  prompt  removal  of  the 
cause  of  the  delay. 

VI 

Advantages  of  Scheduled  Production. 
It  is  not  hard  to  see  why  workers  in  a 
manufacturing  plant  operating  under 
a  carefully-planned  budget  usually  are 
enthusiastic,  for  there  is  a  certainty 
about  their  jobs  which  is  not  present 
when  production  fluctuates  by  spurts 
and  reductions  as  orders  increase  or 
decrease,  or  as  materials  come  into  the 
plant  in  large  quantities  or  are  delayed. 
Workers,  generally,  abhor  “systems,” 
but  when  their  work  is  served  to  them 
with  regularity,  they  accept  it  and  the 
more  or  less  uniform  and  regular  wages 
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which  the  budget  method  makes  pos¬ 
sible,  with  little  idea  that  it  is  all 
brought  about  by  a  “system.” 

The  impression  should  not  be  gained 
that  the  scheduling  of  manufacturing 
by  budget  makes  it  difficult  to  indulge 
in  the  occasional  production  spurts 
which  are  necessary  in  every  business, 
for  the  contrary  is  decidedly  the  case. 
With  the  plotting  of  the  material  re¬ 
quired  to  produce  the  normal  daily  task 
in  each  department,  and  with  the 
length  of  time  established  which  must 
elapse  before  parts  in  process  can  be 
brought  through  to  finished  stock,  it  is 
simplicity  itself  to  increase  the  produc¬ 
tion  in  every  department  by  the  desired 
percentage,  and  to  know  exactly  how 


long  it  will  take  to  make  the  increase 
effective  in  the  “finishing”  department. 

The  budget  system  in  manufactur¬ 
ing,  properly  directed,  is  flexible  enough 
to  take  care  of  unforeseen  variations  in 
the  sales  schedule,  to  minimize  the 
carrying  of  raw  material  inventories,  to 
reduce  work  in  process,  and  to  prevent 
the  accumulation  of  excess  finished 
stock  inventories.  In  truth,  it  is  diffi¬ 
cult  to  see  how  a  manufacturing  plant 
can  be  operated  successfully  without 
some  such  system — especially  in  these 
days  of  keen  competition,  when  the 
best  informed  and  boldest  of  us  are  not 
sure  just  what  is  going  to  happen  to 
business  generally  during  the  next  few 
years. 


BUDGETING  IN  A  BOND  HOUSE 


BY  LOUIS  C.  WEST* 


IN  few  businesses  do  expenses  mount 
as  rapidly  as  in  investment  bank¬ 
ing;  in  few  is  there  less  attention  paid 
to  details.  In  periods  when  large 
profits  are  easily  and  quickly  made, 
even  less  attention  is  usually  paid  by 
bond  houses  to  the  question  of  ex¬ 
penses.  Yet  their  study  well  repays  the 
time  spent  upon  them. 

To  grow  successfully  every  bond 
house  must  be  run  by  departments. 
In  no  other  way  can  work  be  effectively 
divided  and  satisfactory  service  be 
given  to  clients.  And  the  moment 
the  business  is  departmentalized,  the 
need  of  a  budget  arises,  for  in  no  other 
way  can  the  apportionment  of  ex¬ 
penses  be  held  in  control. 

It  is  easy  in  setting  up  a  budget 
system  to  make  it  too  involved  and 
detailed.  It  may  therefore  be  worth 
while  to  explain  briefly  one  plan  that 
has  worked  successfully  for  many 
years. 

II 

Expense  Classification.  The  making 
of  a  budget  involves  a  careful  scrutiny 
of  the  performance  of  the  past  year  and 
also  a  careful  analysis  of  plans  for  the 
coming  year.  This  in  itself  is  a  feature 
of  value.  The  items  that  comprise  a 
budget  vary  naturally  with  the  type 
of  business,  but  in  general  the  items 
enumerated  below  cover  nearly  all  the 
divisions  of  expense  which  the  average 
investment  house  is  apt  to  meet.  These 
budget  items  fall  naturally  into  two 
main  classes — those  that  can  be  defi¬ 
nitely  controlled,  and  those  that  are 
determined  by  the  volume  of  business 

,  *  With  Hayden,  Miller  and  Company,  Cleveland, 


currently  done  or  by  other  unforesee¬ 
able  causes. 

In  the  first  class  are  the  following: 

1.  Salaries 

2.  Advertising 

3.  Auditing 

4.  Insurance  (fidelity,  fire,  and  auto¬ 

mobile) 

5.  Library  and  periodicals 

6.  Interest  on  investment 

7.  Dues 

8.  Rent 

In  the  second  class  are : 

1.  Circulars 

2.  Documentary  stamps 

3.  Furniture  and  fixtures 

4.  Postage 

5.  Insurance  on  registered  mail 

6.  Stationery 

7.  Supplies 

8.  Telegraph 

9.  Telephones,  rental 

10.  Telephones,  long-distance  tolls 

11.  Traveling  expenses 

12.  Taxes 

13.  Legal  and  professional  charges 

14.  Commissions  to  salesmen 

III 

Expense  Distribution.  In  both  classes 
the  items  must  be  divided  among  the 
producing  departments  to  find  the 
load  that  each  should  carry  and  to 
provide  the  means  of  judging  the  profit 
or  loss  arising  from  each.  In  the  case 
of  the  bond  house  under  consideration 
these  departments  are: 

1.  Home-office  city  investment  sales 

2.  Outside  investment  sales 

3.  Brokerage  department 

4.  Liberty  bond  department 

5.  Women’s  department 
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The  method  of  dividing  the  different 
expense  items  among  these  various 
departments  is  briefly  this :  To  take  the 
item  of  salaries  as  an  illustration,  each 
department  is  first  charged  with  the 
total  salaries  of  its  employees,  and  in 
addition  with  a  certain  percentage  of 
the  salaries  of  the  auxiliary  or  non¬ 
selling  departments,  which  is  deter¬ 
mined  by  the  service  rendered  to  each 
selling  department.  Each  of  the  other 
expense  items  is  handled  in  approxi¬ 
mately  the  same  way. 

When  the  items  are  finally  divided 
among  the  selling  departments  the 
totals  represent  the  amount  of  profit 
each  department  must  earn  to  break 
even  with  the  house.  If  each  total  is 
divided  by  the  profit  per  $1,000  of 
sales  that  it  can  be  expected  to  earn,  we 
have  the  sales  quota  for  the  year.  It 
is  not  a  difficult  matter  to  divide  this 
budget  for  the  investment  sales  de¬ 
partments  among  the  individual  sales¬ 
men  and  determine  their  individual 
quotas. 

It  might  be  added  that  more  satis¬ 
factory  results  are  obtained  if  all  sales¬ 
men,  whether  working  in  the  home 
city  or  outside,  are  assigned  definite 
districts,  rather  than  in  following  the 
custom  of  permitting  city  salesmen  to 
pick  their  names  at  random. 

IV 

“  Individual  ”  Sales  Quota.  A  budget 
and  sales  quota  prepared  in  this  way 
and  shown  in  comparison  with  the 
corresponding  figures  of  preceding 
years,  shows  not  only  where  expenses 
are  incurred  but  for  what  and  why. 
It  is  an  easy  and  satisfactory  way  of 
judging  sales  effort  by  the  expenses 
involved.  It  is  obvious,  however,  that 
while  a  quota  determined  in  this  way 
reflects  the  profit  made  by  any  de¬ 
partment,  or  by  any  sales  district,  it 
does  not  afford  a  thoroughly  reliable 


test  of  the  activities  of  the  individual 
salesman.  So  against  this  “territory” 
quota,  there  should  be  set  up  an 
“individual”  quota  determined  by  the 
sales  manager’s  knowledge  of  the  pos¬ 
sibilities  of  each  district  and  by  the 
experience  and  ability  of  the  salesman. 

The  item  of  traveling  expenses  for 
men  working  away  from  the  home- 
office  city  is  here  disregarded  because 
while  it  is  a  proper  and  necessary 
charge  against  the  territory,  it  cannot 
fairly  be  set  against  the  individual 
salesman  in  an  estimate  of  the  profits 
of  his  activities.  A  new  salesman 
might  fall  far  short  of  paying  the 
expenses  connected  with  the  solici¬ 
tation  of  business  in  his  district  and 
yet  be  giving  satisfactory  individual 
service.  Within  a  reasonable  time, 
however,  the  “individual”  quota  must 
be  higher  than  the  “territory”  quota. 
If  it  is  not,  the  territory  must  be  given 
up  as  unprofitable  or  the  salesman 
changed. 

The  making  of  the  budget  is  properly 
the  work  of  the  office  manager  in  con¬ 
sultation  with  the  heads  of  the  various 
departments  and  subject  to  the  ap¬ 
proval  of  the  head  or  heads  of  the 
house.  If  carefully  done  the  budget, 
with  allowance  for  changes  in  personnel, 
should  not  vary  more  than  1  or  1^  per 
cent  from  the  actual  expenses  of  the 
year. 

V 

Watching  Expenses.  Having  made 
a  budget,  the  next  care  is  to  watch  the 
monthly  expenses  so  that  unusual 
expenses  or  expenditures  will  appear 
at  once.  Usually  all  purchases  are 
made  and  all  bills  are  paid  by  the 
office  manager.  The  checks  used  are 
in  voucher  form,  with  the  names  of  all 
the  expense  items  listed  on  the  stub. 
When  a  check  is  written  the  proper 
amounts  are  put  under  each  heading 
and  once  a  month  the  totals  are  trans- 
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ferred  to  the  general  ledger.  Separate 
cards  are  made  out  for  each  purchase 
contract  into  which  the  firm  enters,  as, 
for  example,  advertising  contracts, 
subscriptions  to  various  services,  and 
in  fact  everything  where  the  liability 
is  not  met  with  a  single  payment.  In 
this  way,  future  liabilities  are  not 
overlooked. 

For  certain  expenses  such  as  those 
connected  with  syndicates  in  which  the 
house  is  manager,  reimbursement  may 
be  had,  and  it  is  important  to  set  up  a 
convenient  system  to  catch  all  the 
items  that  may  be  charged  against 
such  operations.  For  this  purpose  it 
will  be  found  convenient  to  give  every 
person  concerned  in  the  office  small 
padded  forms  on  which  to  note  each 
telegram,  long-distance  telephone  call 
sent,  each  order  for  multigraph  or 
printed  circulars,  or  whatever  other 
item  of  expense  arises  in  connection 
with  the  syndicate  operations.  These 
are  sent  each  day  to  the  cashier’s  office, 
and  when  the  syndicate  is  closed  they 
afford  an  accurate  basis  for  the  charge 
to  be  made  against  it. 

VI 

Office  Supplies.  All  purchases  of  any 
kind  are,  as  already  stated,  made  by 
one  person,  the  orders  being  written 
on  numbered  blanks,  one  copy  of 
which  is  kept  to  permit  convenient 
checking  of  the  bills.  Supplies  should 
be  kept  in  a  place  where  they  are 
accessible  only  to  the  person  entrusted 
with  their  care,  and  should  be  given 
out  only  on  signed  requisitions.  Every 
item  carried  in  stock  should  be  given  a 
supply  number  and  have  a  stock  card 
bearing  the  same  number.  On  this 
can  be  entered  the  quantity  purchased, 
the  name  of  the  seller,  the  price,  the 
quantities  delivered,  and  the  balance 
on  hand.  Such  information,  if  easily 
accessible,  is  valuable  in  helping  to 


determine  quantities  to  be  ordered, 
and  tends  to  prevent  shortage  of 
items  in  constant  use. 

The  number  of  the  supply  items 
should  appear  on  all  printed  forms, 
together  with  the  date  of  ordering  and 
the  amount  ordered.  In  small  offices 
where  a  stockroom  is  impossible  it  will 
be  found  helpful  to  paste  a  sample  of 
each  form  used  on  a  scrap-book,  one 
to  a  page,  and  underneath  mark  the 
name  of  the  printer  and  the  price. 
In  offices  where  the  buying  of  supplies 
is  only  a  small  part  of  someone’s  work 
such  a  system  will  prove  of  great  help 
in  enabling  the  buyer  to  decide  whether 
a  given  quotation  is  a  bargain  or  not. 

VII 

Charts.  For  each  expense  item  other 
than  those  where  a  fixed  amount  is 
paid  each  month,  such  as  rent,  an 
expense  chart  (Figure  1)  is  prepared, 
the  light  black  line  representing  the 


Figure  1.  An  Expense  Chart 


quota  allowance  for  this  particular 
item.  Every  thirty  days  the  actual  ex¬ 
penses  to  date  are  drawn  on  the  same 
chart  as  shown  by  the  heavy  black  line. 
The  distance  between  the  two  lines 
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shows  whether  or  not  expenses  are  run¬ 
ning  in  conformity  with  the  allowances. 

A  somewhat  different  chart  is  pre¬ 
pared  to  record  the  attainment  of  each 
salesman.  Here  two  red  lines  are  used,1 
one  indicating  the  “territory”  (Fig¬ 
ure  2)  quota,  or  that  necessary  to  pay 
expenses,  the  other  indicating  the 


Figure  2.  A  Salesman’s  Chart 


“individual”  quota  or  what  the  sales¬ 
man  is  expected  to  do.  Every  month 
there  is  recorded  in  black  the  total  of 
his  delivered  sales. 

1  Represented  in  Figure  2  by  the  two  light  lines. 


One  other  chart  is  necessary,  that 
showing  the  volume  of  business  with 
new  customers  gained  during  the  year. 
As  bond  buyers  are  apt  to  begin  pur¬ 
chasing  fairly  late  in  life,  the  rate  of 
mortality  in  the  list  of  customers  is 
high.  With  an  established  business 
the  rate  is  fairly  constant.  A  certain 
volume  of  new  business  is,  however, 
necessary  to  maintain  one’s  position. 
The  chart  indicates  whether  progress 
in  this  line  is  satisfactory  or  not.  Once 
a  year,  or  more  often  if  desired,  a 
comparison  can  be  made  between  the 
number  of  old  customers  removed  from 
the  list  and  the  number  of  new  custom¬ 
ers  added,  which  indicates  the  rate  of 
increase  or  loss  in  the  number  of 
customers. 

The  relative  expenses  of  the  selling 
and  non-selling  departments  of  the 
business  are  worth  study.  The  pro¬ 
portion  varies  with  the  character  of 
the  business  and  the  class  of  service  it 
is  intended  to  give,  but  there  is 
obviously  a  limit  beyond  which  it  is 
unwise  to  go.  This  can  be  brought 
out  in  two  ways,  either  by  dividing 
the  burden  to  be  carried  by  each 
selling  department  into  direct  and  in¬ 
direct  charges,  or  by  dividing  the 
budget  expenses  among  all  depart¬ 
ments,  non-selling  as  well  as  selling. 
The  second  method  is  undoubtedly 
the  better,  as  it  shows  at  once  the 
exact  cost  of  each  and  affords  an  easy 
means  of  determining  where  to  re¬ 
trench  in  case  retrenchment  is  necessary. 


MEETING  THE  LABOR  PROBLEM  IN  THE 
CLOTHING  INDUSTRY 

% 

BY  H.  S.  GILBERTSON  * 


THE  most  significant  change  that 
unionism  brings  into  an  industry 
is  not  collective  bargaining  but  the 
shifting  of  initiative  in  industrial  rela¬ 
tions  from  employer  to  employed. 
Labor  effectively  organized  from  within 
is  labor  awake  and  on  the  move.  In 
adapting  himself  to  this  new  circum¬ 
stance  even  the  most  socially-minded 
of  employers  cannot  fail  to  conceive  it 
to  be  his  chief  concern  to  keep  the  labor 
force  within  such  bounds  that  the  busi¬ 
ness  may  function  with  the  greatest 
possible  efficiency.  Labor  has  pro¬ 
claimed,  and  to  a  great  degree  demon¬ 
strated,  its  ability  to  take  care  of  itself 
and  its  own.  Why  then  worry  to  find 
out  what  the  workers  have  on  their 
minds,  since  they  themselves  will,  per¬ 
haps  all  too  quickly  and  emphatically, 
let  their  wants  be  known?  Industrial 
relations  thus  become  labor  control  in 
a  very  direct  sense. 

Control,  however,  is  not  necessarily 
a  merely  repressive  function.  It  takes 
on  a  form  and  character  according  to 
the  sincerity,  sagacity,  and  farsighted¬ 
ness  of  those  who  administer  it.  It  is 
indeed  conceivable  that  in  a  unionized 
industry  precisely  the  same  substantive 
results  may  be  striven  for  and  achieved 
as  in  one  not  so  restricted.  Pathways 
of  progress  may  diverge  but  they  need 
not  for  that  reason  fail  to  arrive  at  the 
same  goal.  The  source  of  initiative  in 
the  long  run  may  prove  to  be  not 
particularly  important.  If  shorter 
hours,  improved  sanitary  conditions, 
security  on  the  job,  etc.,  promote  con¬ 
tentment  and  increase  production,  it 

*  Secretary  of  the  Market  Committee,  Chicago 
Industrial  Federation  of  Clothing  Manufacturers. 


may  not  matter  much  who  thinks  of 
these  things  first. 

But  it  does  make  a  difference  whether 
unionism  becomes  and  continues  to  be, 
for  management,  a  thorn  in  the  flesh, 
or  something  to  be  tolerated,  or  a  posi¬ 
tive  opportunity.  The  type  of  control 
decided  upon,  and  the  spirit  in  which 
it  is  administered,  will  doubtless  go  far 
to  determine  in  which  of  these  catego¬ 
ries  unionism  will  fall  in  a  given  case. 

Perhaps  the  most  conspicuous  and 
instructive  attempt  to  make  the  best 
of  such  a  revolutionary  change  in 
relationships  has  been  made  in  the 
men’s  clothing  industry. 

To  become  a  clothing  manufacturer 
has  always  been  a  rather  simple  pro¬ 
ceeding.  Little  capital  outlay  is  re¬ 
quired.  Most  of  the  work  may  be 
contracted  out.  Materials  may  be 
bought  from  day  to  day  as  the  business 
comes  in.  With  accumulation  of  profits 
a  working  capital  may  be  established 
and  stocks  of  woolens  laid  in;  labor 
may  then  be  brought  into  “inside” 
shops.  Ultimately  the  business  may  be 
so  successful  as  to  warrant  the  building 
of  large  modern  factories.  The  industry 
is  composed  of  hundreds  of  units  in  all 
stages  of  such  an  evolution  and,  it  may 
be  added,  of  various  degrees  of  stability 
and  responsibility.  New  York,  the 
largest  center,  is  predominantly  in  the 
earlier  stages  of  this  evolution;  Chicago 
and  Rochester  contain  the  majority  of 
the  more  highly  institutionalized  estab¬ 
lishments. 

Omitting  many  chapters  of  a  very 
dismal  history,  it  may  suffice  to  state 
that  there  has  grown  up  on  the  labor 
side  a  now  highly  effective  industrial 
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union,  the  Amalgamated  Clothing 
Workers  of  America.  While  this  organ¬ 
ization  does  not  completely  cover  the 
field,  since  a  number  of  the  smaller 
clothing  centers  are  still  operating 
under  non-union  conditions,  it  wields  a 
preponderating  influence  in  the  cities 
mentioned  and  in  most  of  the  other 
centers.  Its  ideals  and  objectives  are 
advanced,  even  to  the  point  of  extreme 
radicalism  on  the  part  of  a  substantial 
and  aggressive  minority.  In  Sidney 
Hillman,  its  president,  it  probably  has 
the  most  resourceful  leader  in  American 
labor  circles. 

II 

Conditions  Precedent.  A  conflict  of 
many  years’  standing  came  to  a  crisis 
in  the  early  months  of  1919.  That  year 
saw  a  series  of  strikes  in  several  of  the 
larger  markets,  involving  some  of  the 
principal  establishments  and  occasion¬ 
ing  general  instability  and  uncertainty. 
In  years  previous  the  manufacturers 
had  fought  the  union  “to  a  finish”  and 
had  nearly  always  “won.”  But  this 
time  it  seemed  that  another  victory 
would  be  too  costly  in  view  of  the  post¬ 
war  outlook  for  good  business.  The 
mood  of  the  particular  period  favored 
peace  at  almost  any  price.  New  York 
had  been  organized  and  its  manu¬ 
facturers  now  recognized  the  union. 
The  Rochester  people  proceeded  to 
recognition  and  entered  into  an  agree¬ 
ment  without  a  strike,  on  the  sugges¬ 
tion  of  the  War  Labor  Policies  Board. 
This  left  Chicago  still  fighting.  Then, 
literally  over  night,  its  leaders  decided 
to  negotiate  for  peace.  The  only  basis 
for  settlement  which  presented  itself 
was  the  agreement  that  had  been 
operative  in  the  largest  house  in  the 
industry  for  several  years  and  had  just 
been  adopted,  with  some  modifications, 
in  Rochester  and  New  York.  Thus, 
one  by  one,  did  all  the  strongholds  of 
the  industry  capitulate  to  the  union 


and  to  the  acceptance  of  the  new 
relationship. 

The  essentials  of  the  new  agreement 
were  simple.  As  stated  in  a  typical 
preamble : 

On  the  part  of  the  employer  it  is  the 
expectation  and  intention  that  this  agree¬ 
ment  will  result  in  the  establishment  and 
maintenance  of  a  high  order  of  discipline 
and  efficiency  by  the  willing  co-operation 
of  union  and  workers.  .  .  . 

On  the  part  of  the  union  it  is  the  inten¬ 
tion  and  expectation  that  this  agreement 
will  operate  in  such  a  way  as  to  strengthen 
its  organization  so  that  it  may  be  able  to 
co-operate  as  contemplated  in  this  agree¬ 
ment,  and  to  command  the  respect  of  the 
employer. 

Provision  was  made  for  a  “Trade 
Board”  composed  of  the  representa¬ 
tives  of  the  two  sides  and  a  chairman, 
who  was  to  be  the  joint  choice  of  both 
parties,  and  for  a  Board  of  Arbitration 
which  was  to  act  as  an  appeal  body  and 
deal  with  the  broader  and  more  im¬ 
portant  principles.  Manufacturers 
under  the  “preferential  shop”  pro¬ 
visions  were  to  hire  only  union  workers, 
so  long  as  any  were  available,  and  the 
door  of  the  union  was  to  be  kept  open 
for  the  reception  of  new  members. 
During  slack  seasons  work  was  to  be 
divided  equally  among  all  workers. 
Strikes  and  other  interruptions  of  work 
were  to  cease,  since  a  method  of  con¬ 
ciliation  and  arbitration  had  been  pro¬ 
vided  to  deal  with  any  issue  that  might 
arise,  either  in  an  individual  establish¬ 
ment  or  in  the  “market”  generally.1 

Ill 

Courses  Open  to  the  Manufacturer. 
Confronted  by  this  wholly  novel  situa¬ 
tion  the  clothing  manufacturers,  in¬ 
dividually  and  severally,  had  open  to 

■The  term  “market”  ia  used  in  the  industry  to 
indicate  an  industrial  center,  such  as  New  York  or 
Chicago. 
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tbem  various  optional  courses  upon 
which  they  might  build  a  policy: 

They  might  formally  submit  to  the 
immediate  inevitable,  but  actually  and 
more  or  less  openly  shape  their  courses 
with  a  view  to  getting  out  of  a  tight 
position  when  labor  would  again  be 
“down”  because  of  continued  business 
depression  and  unemployment.  In  this 
conception  a  trade  agreement  would  be 
simply  an  armed  truce. 

They  might  adopt  disruptive  tactics 
in  any  one  of  a  number  of  forms  with 
the  purpose  of  breaking  the  power  of 
the  “enemy”  by  stimulating  the  cen¬ 
trifugal  forces  within  its  own  ranks. 

They  might,  determine  to  be  “soft” 
and  give  and  keep  on  giving  to  the 
workers  whatever  they  asked  in  the 
hope  that  out  of  the  good-will  thus 
generated  they  would  reap  peace  and 
special  favor. 

They  might  accept  collective  bar¬ 
gaining  and  all  the  other  characteristic 
accompaniments  of  unionism  as  a  per¬ 
manent  and  natural  development  of 
the  times  and  determine  to  travel  along 
with  it  as  helpfully  as  possible,  at  the 
same  time  vigorously  defending  their 
own  rights  in  an  orderly  way. 

The  reader  will  perhaps  be  able  to 
associate  each  of  these  policies  with  one 
or  more  outstanding  industries  or  in¬ 
dustrial  leaders.  However  that  may 
be,  it  is  possibly  of  interest  that  the 
clothing  industry,  or  at  least  large  sec¬ 
tions  of  it,  has  at  one  time  or  another 
adopted  or  drifted  into  each  of  these 
policies.  It  is  perhaps  of  even  greater 
immediate  interest  that,  although  the 
manufacturers  are  organized  to  deal 
with  the  union  on  the  basis  of  con¬ 
structive  co-operation,  a  serious  and 
continuous  present  problem  in  the 
administration  of  the  agreement  is  to 
keep  individual  units  from  flirting  wTith 
each  of  the  other  policies  in  turn.  In 
fact,  not  the  least  of  the  purposes  of  the 
agreement  and  of  the  problems  of 


central  control  has  been,  in  the  interests 
of  the  workers  and  the  manufacturers 
alike,  to  insure  against  fluctuations  of 
policy  with  every  new  turn  of  the 
business  situation. 

IV 

Present  Conditions.  To  those  who 
would  like  to  think  of  this  arrangement 
as  the  dawn  of  sweet  reasonableness  in 
industry,  it  should  be  said  that  the 
meeting  of  opposing  forces  in  the  arenas 
of  negotiation  and  arbitration  is  a  long 
way  from  having  lost  its  resemblance 
to  a  battle  line.  This  condition  is  cited 
not  as  an  evidence  of  ill-health.  Quite 
the  contrary  is  the  case;  the  kind  of 
fighting  which  goes  on  now  makes  for 
better  understanding  on  both  sides. 
Yet  the  fact  remains,  that  even  in  these 
later  days,  when  militancy  in  its  grosser 
forms  has  been  largely  supplanted  by 
verbal  exchanges,  power  rather  than 
reasonableness  is  the  ultimate  key  to 
control — economic  power  which,  if  not 
recognized  and  carefully  appraised,  is 
sure  to  find  a  destructive  outlet.  Con¬ 
trol,  therefore,  not  only  may,  but 
ultimately  must  take  the  form  of  guid¬ 
ance  rather  than  of  repression.  The 
hopeful  and  constructive  thing  is  that, 
although  relationships  between  the  two 
forces  are  subject  to  frequent,  even 
continuous,  shocks,  the  machinery  of 
adjustment  provides  the  means  of 
shock  absorption,  principally  in  the 
continuous  opportunity  to  talk  things 
over  and,  when  necessary,  to  resolve 
the  more  serious  crises  by  arbitration. 

To  revert  to  the  military  analogy, 
the  smallest  fighting  area  is  the  shop. 
Individual  workers  and  small  groups 
strive  to  break  through  at  times  to 
special  privileges  and  advantages  and 
thus  get  ahead  of  the  line.  Minor  union 
leaders  sometimes  abet  and  sometimes 
restrain  their  charges,  according  as  the 
objectives  of  the  hour  may  suggest  the 
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need  of  demonstrating  the  inability  of 
the  organization  to  “hold  the  people,” 
or,  on  the  other  hand,  the  power  of  the 
union  to  “stabilize”  conditions.  On 
the  management  side  the  tactics  are 
similar,  particularly  if  today’s  market 
conditions  seem  to  dictate  that  orders 
should  be  filled  “regardless,”  or  if,  on 
the  other  hand,  non-union  competition 
is  so  keen  as  to  divert  business  because 
of  its  lower  labor  costs  in  times  of 
depression.  In  the  larger  picture, 
greater  groups  may  be  seen  striving  to 
break  away  from  the  collective  policies 
of  the  whole  market.  In  still  larger 
terms,  markets  may  be  seen  in  threat¬ 
ened  revolt  against  a  common  national 
policy. 

The  disastrous  effects  on  both  sides 
of  the  failure  to  keep  the  lines  straight 
have  best  been  illustrated  in  the  New 
York  market.  Here  neither  employers 
nor  union  have  ever  had  sufficient 
cohesion  and  discipline  really  to  estab¬ 
lish  the  new  order  of  control  on  a  firm 
basis.  In  1919  scores  of  little  New 
York  manufacturers  saw  nothing  on 
the  horizon  but  an  unprecedented 
opportunity  for  business  and  profits. 
The  public  was  willing  and  eager  to  pay 
cost  plus.  Wages  and  prices  were  bid 
up  to  unheard  of  heights.  The  workers 
on  their  part  saw  that  greater  im¬ 
mediate  advantages  could  be  obtained 
by  individual  action  than  by  collective 
bargaining.  Collectively,  the  New 
York  employers,  if  they  were  to  pre¬ 
serve  at  least  the  appearance  of  market 
control,  could  do  no  less  than  recognize 
accomplished  facts  and  raise  wages 
officially.  Thus,  the  employers’  na¬ 
tional  battle  line  was  broken  through. 
Rochester  and  Chicago  were  compelled 
to  bring  their  wage  levels  into  closer 
correspondence  with  those  of  New 
York,  for  the  union  at  this  time,  with 
an  ally  in  the  shape  of  a  rising  labor 
and  commodity  market,  presented  a 
united  front  against  a  divided  oppo¬ 


nent.  In  the  words  of  the  Chairman  of 
the  Board  of  Arbitration  in  Chicago  in 
the  wage  case  of  December,  1919 :  .  . 

labor  has  had  to  bargain  for  its  wages 
and  it  cannot  be  expected  to  forego 
entirely  the  advantages  which  market 
conditions  now  afford.”  Those  market 
conditions  were  established,  in  the 
main,  under  the  chaos  prevailing  at  the 
time  in  New  York,  which  later  in  that 
city  proved  to  be  as  subversive  of 
discipline  for  the  union  as  for  the  manu¬ 
facturers.  Later  on  we  shall  describe 
the  measures  taken  to  prevent  a  recur¬ 
rence  of  this  sort  of  situation. 

V 

Line-Up  of  Labor  and  Employers' 
Organizations.  We  may  now  look  more 
closely  into  the  official  line-up  of  the 
forces  on  either  side.  The  union  was  in 
the  field  in  the  spring  of  1919  with  a 
corps  of  business  agents  sufficient  to 
take  care  of  the  demands  of  the  workers 
in  the  various  shops,  and  in  each  shop 
was  elected  a  shop  chairman  who 
gathered  up  complaints  and  otherwise 
represented  the  interests  of  the  organ¬ 
ized  workers.  Controlling  the  business 
agents  was  a  general  market  organiza¬ 
tion  known  as  the  “joint  board.”  Over 
the  whole  industry  was  a  general 
executive  board  headed  by  Mr.  Hillman. 

The  obvious  expedient  for  the  em¬ 
ployers,  confronted  with  such  a  line-up, 
was  to  parallel  it  with  a  similar  one  of 
their  own.  In  each  large  house  and 
group  of  smaller  houses  was  appointed 
a  labor  manager,  corresponding,  in  the 
collective  bargaining  process,  to  the 
union  deputies  (business  agents)  and 
serving  as  the  point  of  contact  with 
those  officials.  Without  a  single  im¬ 
portant  exception  these  men  were 
without  experience  in  the  manufacture 
of  clothing,  and  to  that  extent  at  least 
unhampered  by  the  industry’s  tradi¬ 
tions. 
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Early  in  the  history  of  the  new 
relationships,  these  labor  managers 
adopted  the  practice  of  coming  together 
at  frequent  intervals  as  a  board  for  the 
purpose  of  exchanging  information 
with  regard  to  common  problems  and 
of  anticipating  the  tactics  of  the  union. 
New  York,  from  the  beginning,  had  a 
market  labor  manager  who  undertook 
to  exercise  a  stricter  supervision  by 
bringing  all  the  labor  managers  into  a 
central  office.  The  wisdom  of  this 
policy,  however,  does  not  seem  to  have 
been  demonstrated  by  the  results.  On 
the  other  hand,  Rochester  and  Chicago 
now  have  a  more  central  executive 
supervision  than  formerly,  but  without 
impairment  of  the  authority  or  prestige 
of  the  individual  labor  managers.  Final 
decision  on  matters  of  fundamental 
policy  has  always  remained  with  the 
manufacturers,  who  select  representa¬ 
tives  to  sit  on  a  market  committee, 
which  is  variously  designated  in  the 
different  cities. 

While  the  national  character  of  the 
situation  was  recognized  from  the  start 
by  the  manufacturers,  and  national 
conferences  were  held  in  the  early 
stages,  no  effective  organization  was 
completed  until  after  the  1919  experi¬ 
ence  in  New  York,  related  above. 
Early  in  1920  the  Board  of  Delegates, 
which  represented  the  principal  markets 
dealing  with  the  Amalgamated  Cloth¬ 
ing  Workers,  created  the  office  of 
National  Director  of  Industrial  Rela¬ 
tions,  whose  principal  function  it  was 
to  keep  each  market  advised  of  any 
important  development  in  any  of  the 
others  and  to  give  advice  accordingly. 
Willard  E.  Hotchkiss,  who  was  desig¬ 
nated  to  fill  this  position,  immediately 
proceeded  to  take  steps  to  establish  a 
united  front  in  view  of  the  prospective 
demands  of  the  union  for  a  further 
increase  in  wages.  This  demonstration 
of  solidarity  was  sufficient,  under  the 
changed  economic  conditions,  to  pre¬ 


vent  a  repetition  of  the  occurrences  of 
the  previous  year.  In  the  spring  of 
1921  the  tide  of  business  had  so 
definitely  turned  that  it  was  possible, 
by  arbitration  in  Chicago  and  Roches¬ 
ter,  to  secure  a  general  readjustment  of 
wages  downward.  Baltimore  secured  a 
similar  reduction  by  negotiation.  The 
New  York  market,  which  had  been 
through  a  general  strike  and  had  auto¬ 
matically  dropped  out  of  the  national 
federation,  was  now  so  thoroughly 
demoralized  that  competitive  condi¬ 
tions  forced  a  reduction  in  a  less  orderly 
fashion,  varying  in  amount  in  the 
different  establishments.  In  May, 
1922,  negotiations  for  another  readjust¬ 
ment  and  the  renewal  of  the  agree¬ 
ments  were  completed  under  the 
national  supervision. 

VI 

Functions  of  the  Employers’  Agencies. 
At  no  moment  in  the  history  of  the 
agreements  has  any  attempt  been  made 
to  establish  a  rigid  or  logical  definition 
of  the  functions  of  the  several  em¬ 
ployers’  agencies.  It  became  clear, 
very  early,  that  in  an  industry  so  lack¬ 
ing  in  standards  the  several  agencies 
would  have  to  make  their  own  places. 
Wffiat,  for  instance,  does  a  labor 
manager  do?  That  depends  on  the 
labor  manager  and  the  stage  of  mana¬ 
gerial  development  he  finds  in  the 
establishment  with  which  he  makes 
connections.  He  may,  under  some 
circumstances,  studiously  limit  himself 
to  purely  advisory  activities,  and 
allow  responsibility  to  fall  entirely  on 
the  proprietor  or  production  manager. 
This  is  likely  to  be  the  working  plan  in 
the  larger  establishments,  where  the 
principals  are  men  of  relatively  greater 
responsibility  and  where  more  or  less 
modern  methods  of  manufacture  pre¬ 
vail.  If  the  “manufacturer”  happens 
to  be  mostly  a  merchant,  to  whom  the 
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making  of  a  product  and  the  employ¬ 
ment  of  labor  are  merely  necessary 
evils  incident  to  business,  or  if  he  is  not 
a  person  of  some  personal  force,  the 
labor  manager  may,  and  usually  does, 
assume  executive  functions  in  matters 
relating  to  wages  and  discipline.  In  a 
number  of  medium-sized  houses  labor 
managers  are  becoming  production 
managers.  In  one  large  eastern  house 
the  labor  manager  has  just  been  made 
general  manager — a  striking  suggestion 
of  the  integral  nature  of  business  func¬ 
tions  and  the  fundamental  relationships 
into  which  labor  management  may 
ramify.  To  answer  the  question  as 
definitely  as  may  be,  the  function  of  a 
labor  manager  is  to  fill  whatever 
vacuum  he  may  find  which,  if  unfilled, 
would  interfere  with  the  successful 
operation  of  the  agreement. 

Obviously  group  action  on  the  part 
of  the  labor  managers  is  of  great  im¬ 
portance  for  it  is  through  common 
understandings  and  forewarnings  of 
incipient  action  on  the  other  side  that 
the  employers’  line  is  kept  straight  and 
solid.  It  is  always  important  to  act 
unitedly  even  though  the  unitedness 
may  be  limited  to  a  decision  to  follow 
divergent  policies. 

Inter-market  operations  are  con¬ 
ducted  according  to  the  same  general 
plan,  with  central  control  necessarily 
somewhat  more  attenuated.  The  na¬ 
tional  director  has  no  executive  power, 
except  as  it  may  be  delegated  to  him 
from  time  to  time  to  enable  him  to 
meet  particular  emergencies.  He  can 
ordinarily  only  point  out  with  whatever 
emphasis  he  may  be  able  to  command, 
the  probable  results  of  any  given  line  of 
action  or — what  is  more  characteristic 
— inaction.  The  final  decision  lies  with 
the  proprietors,  collectively,  in  so  far 
as  they  can  see  or  be  led  to  see  a  com¬ 
mon  interest,  or  individually,  if  they 
fancy  the  idea  of  traveling  alone.  Inas¬ 
much  as  the  federations  of  houses  in 


the  different  markets  and  the  national 
federation  have  been  formed  for  purely 
defensive  purposes,  it  is  inevitable  that 
the  degree  of  solidarity  present  among 
the  employers  at  any  given  time  de¬ 
pends  almost  wholly  on  the  amount  of 
actual  or  prospective  pressure  exercised 
by  the  union. 

VII 

Continuous  Arbitration  and  Its  Re¬ 
sults.  The  machinery  of  negotiation 
just  described  would  furnish  but  the 
loosest  bond  between  enterprises  hav¬ 
ing  varying  degrees  of  common  interest. 
There  is,  however,  a  more  solid  basis  of 
organic  unity  and  it  lies  in  the  machinery 
for  continuous  arbitration.  The  powers 
of  this  agency,  like  those  of  the  em¬ 
ployers’  representatives,  are  defined  in 
the  most  general  terms.  Thus,  in  the 
language  of  the  first  Chicago  agree¬ 
ment,  the  Trade  Board  is  “the  board 
for  adjusting  all  complaints  and  griev¬ 
ances  and  (has)  original  jurisdiction 
over  all  matters  arising  under  this 
agreement  and  the  decisions  relating 
thereto  and  shall  consider  and  dispose 
of  all  such  matters  when  brought 
before  it.  .  .  Under  the  same 
document,  the  Board  of  Arbitration 
has  “full  and  final  jurisdiction  over  all 
matters  arising  under  this  agreement, 
and  its  decisions  thereupon  shall  be 
conclusive.”  By  way  of  interpretation 
of  the  foregoing,  the  former  Chairman 
of  the  Trade  Board  took  occasion  to 
point  out  in  a  decision  that  “  The  Trade 
Board  is  the  board  for  the  adjustment 
of  all  matters  arising  under  the  agree¬ 
ment.  The  agreement  can  be  effective 
only  so  long  as  the  parties  thereto  are 
disposed  to  make  it  so.” 

As  case  after  case  on  similar  points 
of  controversy  has  been  presented, 
decided,  and  made  a  matter  of  record, 
a  body  of  common  or  judge-made  law 
has  grown  up  in  a  way  that  strongly 
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suggests  the  process  at  work  in  a  civil 
state.  A  code  or  digest  of  these  deci¬ 
sions  which  was  recently  compiled 
seems  to  cover  nearly  all  the  types  of 
dispute  that  are  likely  to  arise  in  an 
industrial  state.  No  amount  of  effort 
seems  to  avail  to  break  down  the  force 
of  the  precedents  which  arise  in  this 
way.  Frequently  they  are  embarrass¬ 
ing,  but  on  the  other  hand  they  do 
furnish  a  guide  to  action.  A  tradition 
has  grown  up  that  decisions  must  be 
lived  up  to  and  that  to  violate  one  of 
them  is  to  violate  the  written  agree¬ 
ment.  A  decision  relating  to  a  dispute 
in  an  individual  house  has  come  to  be 
regarded  as  a  forecast  of  what  would  be 
decided  under  similar  circumstances 
elsewhere  and  all  parties  concerned  are 
apt  to  govern  themselves  accordingly 
unless  they  can  discover  a  convenient 
distinction.  Doubtless  the  compara¬ 
tive  readiness  with  which  these  deci¬ 
sions  have  been  accepted  by  both  sides 
has  given  the  impartial  chairmen 
confidence  and  led  them  to  extend  their 
influence,  a  development  which  is 
greatly  facilitated  by  the  fact  that  no 
wise  arbitrator  renders  a  decision  with¬ 
out  having  previously  satisfied  himself 
of  his  ability  to  “get  away  with  it.” 
The  arbitrator  always  has  in  the  fore¬ 
ground  of  his  thinking  the  notion  that 
the  agreement  must  be  made  to 
“work.”  For  that  reason,  expediency 
rather  than  abstract  considerations 
govern  him.  With  a  single  possible 
exception  the  men  chosen  to  these  posi¬ 
tions  have  carefully  avoided  the  neces¬ 
sity  of  deciding  issues  in  such  a  way  as 
to  lay  down  general  rules,  but  the 
precedents  have  accumulated  in  spite 
of  this  precaution. 

VIII 

Safeguarding  the  Arbitration  Ma¬ 
chinery.  The  easy  availability  of  the 
arbitration  machinery  has  been  a  con¬ 


stant  temptation  to  resort  to  its  use. 
The  more  farsighted  labor  managers 
and  union  representatives,  however, 
have  come  to  realize  that  there  are 
some  issues  that  had  better  be  left  un¬ 
decided.  Moreover,  they  have  come  to 
feel  that  the  ultimate  worth  of  the 
institution  may  be  imperiled  if  too 
great  importance  is  attached  to  the 
winning  of  an  immediate  advantage. 
Sometimes,  even,  they  bring  in  cases 
with  the  deliberate  intention  of  losing 
them,  for  the  sake  of  the  larger  good. 
Not  the  least  of  the  purposes  of  the 
labor  managers  acting  as  a  group  has 
been  to  lead  the  individual  interests  to 
pursue  this  long-time  institutional 
policy. 

Because  this  broader  control  was  not 
exercised  as  completely  as  it  might 
have  been  during  the  life  of  the  first 
Chicago  and  Rochester  agreement 
(1919-1922)  the  impartial  chairmen 
were  rapidly  assuming  the  position  of 
dictators  and  seriously  invading  what 
is  usually  regarded  as  the  proper  field 
of  management.  The  substance  of  a 
few  of  the  decisions  which  were 
rendered  during  this  period  will  serve 
to  illustrate  the  extent  of  this  encroach¬ 
ment:  the  reinstatement  of  what 
seems  to  be  an  excessively  large  num¬ 
ber  of  discharged  workers,  often  with 
pay  for  time  lost;  prevention  of  certain 
firms  from  closing  or  combining  shops 
except  under  somewhat  onerous  restric¬ 
tions,  during  the  period  of  acute  de¬ 
pression;  the  discharge  of  the  foreman; 
restriction  of  the  number  of  appren¬ 
tices  in  cutting-rooms,  although  the 
subject  was  never  covered  by  agree¬ 
ment;  requiring  firms  to  follow  prac¬ 
tices  in  vogue  prior  to  the  signing  of  the 
agreement,  in  the  matter  of  laying  off 
cutters  during  a  prolonged  period  of 
depression. 

When  the  renewal  of  the  agreement 
was  negotiated  some  months  ago,  the 
president  of  the  Amalgamated  and  the 
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national  director  firmly  determined  to 
revive  the  art  of  negotiation  and  to  put 
limits  on  the  powers  of  the  impartial 
chairmen  to  extend  their  jurisdiction; 
not  so  much  because  of  the  substance 
of  the  decisions  which  had  been  rendered 
as  because  it  was  felt  that  the  very 
institution  of  arbitration  was  in  danger 
of  breaking  down  under  the  burden  of 
responsibility  which  had  been  put  upon 
it.  But  here  again,  formal  limitations 
appear  to  have  proved  ineffective 
except  as  constant  vigilance  is  exer¬ 
cised  to  prevent  issues  from  reaching 
the  stage  of  arbitration.  As  in  every 
other  governmental  scheme,  formal 
statements  of  functions  signify  com¬ 
paratively  little;  power  gravitates  to 
the  point  where  it  will  be  exercised. 

IX 

What  Has  Been  Accomplished.  So 
much  for  the  inside  story.  What  of  its 
permanent  contribution  to  law  and 
order  in  industry  generally? 

There  is  no  gainsaying  that  in  this 
one  industry  (New  York  always  to  be 
excepted)  the  plan  has  actually  worked, 
if  reasonably  continuous  production 
and  freedom  from  open,  ugly  conflict  is 
an  object  worth  paying  for.  Under  the 
agreements,  clothing  has  been  manu¬ 
factured  and,  in  general,  sold  at  a 
profit.  During  the  life  of  the  agree¬ 
ments  some  of  the  signatories  have 
gone  into  bankruptcy  or  liquidated. 
But  so  have  others  which  have  been 
free  from  its  restrictions.  Wages  have 
reached  high  levels,  but  not  so  high  in 
the  better  organized  markets  as  in 
those  where  supply  and  demand  have 
had  freer  play.  On  the  other  hand,  the 
process  of  deflation  has  not  been  so  easy 
or  so  complete  as  in  industries  where  no 
limitations  on  the  power  of  the  pro¬ 
prietors  have  been  recognized,  but  here 
again  this  same  difficulty  has  been  ex¬ 
perienced  in  other  unionized  industries. 


The  significant  thing  for  employers 
in  all  industrial  arbitration  plans  is  that 
the  power  of  unionism  is  thereby 
brought  under  control.  In  the  clothing 
industry  restrictions  on  management 
brought  about  through  arbitration  de¬ 
cisions  have  been  offset  in  a  very  large 
measure  by  a  similar  restraint  over 
unduly  zealous  or  aggressive  unionists. 
The  control  is  exercised  from  the  inside. 
The  industry  is  self-governing;  it  does 
not  look  to  outside  authority  as  is  the 
case  with  the  railroads  or  those  indus¬ 
tries  which  come  under  a  law  providing 
for  an  industrial  court,  as  in  Kansas. 
Such  control  cannot  in  the  nature  of 
things  be  arbitrary.  Moreover,  this 
control  is  not  intermittent  but  con¬ 
stant  and  is  available  for  the  settle¬ 
ment  of  all  differences,  great  and  small. 

The  function  of  negotiation  in  this 
industry  is  a  specialized  one  and,  in  the 
right  sort  of  labor  managers,  the  em¬ 
ployers  have  agents  habituated  to 
think  primarily  in  terms  of  institutional 
stability  rather  than  of  today’s  sales, 
neither  of  which  considerations  pro¬ 
vides  a  complete  view  of  proprietary 
interest,  but  together  tend  to  make  for 
balanced  judgments.  In  the  constant 
daily  discussion  that  goes  on  between 
the  representatives  of  the  two  sides 
over  all  manner  of  concerns,  lies  a  deep- 
rooted  influence  for  permanent  indus¬ 
trial  peace.  The  hearings  before  the 
Trade  Board  bring  out  in  the  presence 
of  the  rank  and  file  (who  often  appear 
in  considerable  numbers  as  witnesses) 
and  of  the  minor  executives,  the  respec¬ 
tive  troubles  of  the  management  and  of 
the  “people.”  By  comparison,  the  long 
distance  methods  prevailing  in  most 
other  industries  have  the  appearance, 
at  least,  of  keeping  trouble  bottled  up 
in  a  way  that  makes  for  explosions.  In 
the  clothing  industry  it  has  been  found 
that  many  a  labor  difficulty  may  be 
solved  by  the  simple  device  of  letting 
both  sides  talk  themselves  out. 
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X 

Resume.  After  all,  the  value  of  the 
arrangement  can  properly  be  appraised 
only  in  terms  of  alternatives.  Which  is 
better:  Power  with  strife  and  interrup¬ 
tion  of  production,  or  irritation  and  a 
moderate  restriction  of  power  with  a 
large  measure  of  law  and  order?  The 
adoption  of  the  agreement  was  brought 
about,  as  previously  stated,  to  meet  an 
emergency  in  the  shape  of  a  threatened 
disruption  of  the  manufacturing  pro¬ 
cess.  Possibly  there  is  also  inherent  in 
the  very  nature  of  the  industry  and 
deeply  rooted  in  historical  circum¬ 
stances,  a  “permanent  emergency”  in 
the  inability  of  the  manufacturers,  in¬ 
dividually  or  collectively,  to  pursue  a 
wise  and  reasonably  consistent  labor 
policy. 

The  fundamental  strivings  of  the 
great  body  of  workers  in  every  industry 
are  probably  toward  the  same  objec¬ 
tives.  Whether  or  not  there  is  some 
ideal,  standard  way  of  meeting  those 
strivings  is  very  gravely  to  be  doubted. 
The  clothing  industry,  as  has  been 
shown,  has  many  traditions  peculiar  to 
itself,  which  have  gone  far  in  determin¬ 
ing  a  workable  type  of  labor  control. 


In  the  fact  that  the  Amalgamated  is  a 
“one  big  union”  the  industry  both 
enjoys  an  advantage  and  possibly  faces 
a  menace.  There  are  no  craft  unions 
to  drag  their  family  rows  into  the 
employers’  yard;  a  condition  for  which 
to  render  thanks  when  one  remembers 
the  trials  of  the  building  industry. 
This  condition  makes  for  central  re¬ 
sponsibility  and  discipline,  but  also  for 
solidarity,  which  spells  economic 
strength  in  a  peaceful  regime  and  effec¬ 
tive  militancy  when  negotiation  breaks 
down.  The  type  of  government  herein 
described  appears  to  demand  just  such 
a  strong  union,  and  it  is  doubtful  if  it 
would  have  survived  without  the  able 
leadership  of  Mr.  Hillman. 

The  constitution  of  the  United  States 
has  worked  reasonably  well  in  the 
country  out  of  whose  traditions  and 
peculiar  political  genius  it  has  grown 
— and  is  still  growing.  Transplanted 
almost  bodily  to  the  Republic  of 
Mexico  it  has,  to  put  it  mildly,  left 
much  to  be  desired.  It  has  not  made 
over  the  people  who  live  under  it. 
Perhaps  the  same  might  prove  to  be 
the  case  if  the  clothing  industry  plan  of 
industrial  relations  were  to  be  set  up 
somewhere  else. 


CASH  DISCOUNTS  AND  THEIR  ACCOUNTING 
TREATMENT 

By  JAMES  P.  ADAMS* 


THERE  is  still,  it  would  seem,  much 
controversy  concerning  the  essen¬ 
tial  nature  of  cash  discounts.  In  gen¬ 
eral  this  controversy  seems  to  center 
about  the  particular  way  in  which  these 
items  should  be  conceived  as  affecting 
the  income  account,  or  more  precisely, 
the  point  at  which  these  items  should 
be  conceived  as  coming  into  the  income 
statement.  Of  those  who  have  given 
the  problem  some  attention,  one  group 
views  purchase  discounts  accepted,  for 
instance,  as  positive  items  of  income, 
while  for  another  group  discounts  ac¬ 
cepted  are  but  offsets  to  otherwise  over¬ 
stated  costs.  The  controversy  is  not 
one  of  theoretical  interest  only,  for  the 
figures  of  proprietary  net  income  result¬ 
ing  from  the  adoption  of  these  two 
views  are  not  necessarily  the  same.  It 
would  seem,  therefore,  that  anything 
which  tended  toward  a  solution  of  the 
problem  (whether  by  strengthening  or 
weakening  the  position  defended)  would 
be  acceptable  to  those  who  are  desir¬ 
ous  of  basing  their  practical  treatment 
of  such  problems  upon  the  results  of 
sound  thinking  as  well  as  upon  the  re¬ 
quirements  of  business  expediency. 

II 

The  Problem  and  Its  Two  Solutions. 
To  bring  out  the  essential  differences 
between  the  two  positions  mentioned 
above  let  us  set  the  problem  concretely : 
Merchandise  was  purchased  for  $100; 
terms  2  per  cent — 10  days,  net — 60 
days.  The  discount  is  accepted  and 
payment  is  made  on  the  cash  basis. 

*  Assistant  Professor  of  Economics,  Brown  University. 


The  following,  it  may  be  said,  is  a  fair 
statement  of  the  two  doctrines  as  ap¬ 
plied  to  the  data  just  mentioned. 

Those  who  conceive  of  purchase  dis¬ 
counts  accepted  as  positive  items  of  in¬ 
come  would  state  their  case  somewhat 
as  follows:  The  purchase  price  of  the 
goods  in  question  is  $100.  (In  some 
cases  they  would  go  so  far  as  to  admit, 
perhaps,  that  the  vendor  analyzes  his 
market  and  the  credit  policy  which  he 
is  expected  to  adopt  and  quotes  his 
prices  in  the  light  thereof.  The  quoted 
figure  is,  then,  the  argument  runs,  the 
purchase  price,  based,  to  be  sure,  upon 
the  circumstances  and  conditions  under 
which  the  vendor  operates.)  When  the 
purchaser  receives  the  goods  he  gets 
goods  with  a  value  of  $100.  If  he 
elects  to  pay  the  bill  within  10  days 
and  reap  the  benefit  of  a  discount  of 
$2,  he  saves  (or  gains)  $2.  The  goods 
are  none  the  less  valuable  because  he 
chooses  what  is  for  him  a  more  econom¬ 
ical  means  of  payment.  He  has  re¬ 
ceived  goods,  therefore,  to  the  amount 
of  $100  for  which  he  parts  with  $98  in 
cash.  He  has  performed  a  service  for 
the  vendor  (perhaps  the  argument 
would  run)  by  paying  50  days  in  ad¬ 
vance,  a  service  valued  at  $2.  Hence 
he  has  earned  an  income  of  $2. 

The  other  group  would  argue  some¬ 
what  as  follows:  The  real  price  of  the 
goods  purchased  is  $98.  The  other  two 
dollars  is  added  to  the  price  by  the 
vendor  (in  view  of  his  established 
credit  policy)  to  cover  the  cost  of  the 
extra  risk  and  waiting  involved.  When 
the  more  economical  means  of  pay¬ 
ment  is  chosen  the  vendee  buys  and 
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tlie  vendor  sells  only  the  merchandise 
concerned.  When  the  discount  is  not 
accepted  and  the  $100  is  paid  the 
vendee  buys  and  pays  for  and  the 
vendor  sells  something  in  addition  to 
the  merchandise,  namely,  the  capital 
services  of  waiting  and  risk-taking. 
The  purchase  discount  is,  then,  when 
accepted,  but  an  offset  to  an  over¬ 
stated  cost.  When  not  accepted  the 
discount  is  simply  the  measure  of  an 
additional  cost  due  to  the  failure  to 
take  advantage  of  the  more  econom¬ 
ical  means  of  payment. 

Ill 

Illogical  Assumptions.  WThat  can  be 
said  concerning  the  validity  of  these 
two  positions?  In  general,  although 
the  first  doctrine  seems  to  be  consistent 
in  its  argument,  it  is,  unfortunately, 
based  upon  illogical  and  wholly  in¬ 
adequate  assumptions.  In  fact,  it 
would  seem  that  the  assumptions,  on 
the  basis  of  which  such  a  credit  to  the 
income  account  could  be  justified,  are 
entirely  impossible  because  self-con¬ 
tradictory. 

If  the  vendee  considers  that  he  is 
receiving,  and  the  vendor  considers 
that  he  is  giving  merchandise  valued  at 
$100  and  that  a  discount  of  $2  is  being 
allowed  for  the  rendering  of  a  service  to 
the  vendor  by  the  vendee,  then  such 
treatment  would,  at  first  sight,  seem  to 
be  justified.  Take,  for  example,  a  case 
where  the  vendee  purchases  $25  worth 
of  merchandise  and  renders  for  the 
vendor  certain  accounting  or  other 
professional  services  for  which  he  is 
allowed  credit  on  his  purchase  to  the 
amount  of  $5.  There  would  be  no 
serious  objection  to  giving  accounting 
effect  to  such  allowance  in  the  following 


fashion : 

Purchases .  $25 

Professional  Income .  5 

Cash .  20 


But  are  these  two  cases  similar?  To 
this  question  our  answer  must  be 
“No.”  In  the  case  just  cited  the  pur¬ 
chase  price  of  the  goods  and  the  vTalue 
expression  of  the  services  rendert  d  are 
two  manifestly  unrelated  facts.  As  the 
results  of  evaluation  processes  th<  y  are 
entirely  independent.  Can  we  say  as 
much,  however,  for  the  first  set  of 
conditions  mentioned  above?  Here  we 
notice  a  causal  relationship  between 
the  two  elements,  gross  invoice  price 
and  the  cash  discount  allowance,  which 
alone  is  sufficient  evidence  of  dis¬ 
similarity.  We  notice  that  the  service 
which  it  is  conceived  has  been  rendered 
the  vendor,  or  rather  the  economic 
significance  of  that  service  was  the 
ruling  consideration  in  determining 
precisely  at  what  figure  (above  $98) 
the  price  should  be  quoted.  The  fact 
that  the  price  was  quoted  at  $100,  net 
60  days,  and  that  the  service  which  it  is 
conceived  was  rendered  by  the  vendee 
in  paying  within  10  days  was  com¬ 
pensated  for  by  an  allowance  of  $2, 
points  out  that  the  said  $2  measures 
the  disadvantage  which,  in  the  vendor’s 
mind,  attached  to  the  sale  of  the 
merchandise  on  the  60-day  basis.  It 
points  out  also  that  the  pecuniary  value 
which  he  attaches  to  continued  owner¬ 
ship  of  the  merchandise  is  not  in  excess 
of  $98,  that  for  a  consideration  of  $98 
he  will  be  persuaded  to  forego  whatever 
advantage  he  may  ascribe  to  such  con¬ 
tinued  ownership.  It  points  out,  in 
other  words,  that  his  cash  price  is  $98. 

IV 

Adjustment  of  Cash  Transaction. 
After  careful  analysis,  then,  of  the 
credit  policy  demanded  by  his  customers 
and  in  anticipation  of  the  operation  of 
such  credit  policy,  the  vendor  so  ad¬ 
justs  his  price  that  it  will  compensate 
for  the  additional  service  rendered.  In 
case  the  credit  term  offered  is  not 
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demanded  the  price  is  reduced  through 
the  formality  of  the  discount  allowance 
to  his  “upset”  price  for  merchandise 
exchanged.  This,  it  would  seem,  must 
be  recognized  as  the  pure,  unadulter¬ 
ated,  good-for-cash  exchange  transac¬ 
tion. 

What  has  really  happened  is  not  that 
in  paying  early  the  vendee  has  rendered 
a  service  to  the  vendor  for  which 
compensation  is  allowed,  but  that  two 
groups  of  assets  have  been  exchanged 
one  for  the  other,  on  a  cash  basis,  the 
basis  which  is  used,  in  the  absence  of 
specific  instructions  to  the  contrary,  in 
substantially  all  economic  calculations. 
On  the  other  hand,  any  variation  from 
this  situation  arising  out  of  a  desire  on 
the  part  of  the  vendee  to  accept  the  full 
credit  terms  offered,  would  seem  to  be 
an  adjustment  of  this  “par  transac¬ 
tion,”  so  to  speak,  usually  accruing  to 
the  advantage  of  the  vendee  and  to  the 
disadvantage  of  the  vendor  (although, 
conceivably,  of  an  adjustment  of 
another  kind  the  reverse  might  be 
true).  In  failing  to  accept  the  discount 
the  vendee  takes  advantage  of  a  service 
offered  by  the  vendor,  the  service  of 
waiting  and  risk-taking,  and  must 
expect  to  pay  therefor. 

V 

Comparable  to  Interest  Charge  on 
Investment.  Suppose,  however,  that  the 
truth  of  a  part  of  the  foregoing  is 
admitted,  namely,  that  the  real  cost  of 
the  merchandise  purchased  was  $98; 
on  what  grounds,  then,  could  the 
recognition  of  purchase  discount  ac¬ 
cepted  as  a  positive  item  of  income  be 
justified?  Circumstances  may  be  and 
many  times  are  such  that,  on  account 
of  a  lack  of  working  capital,  the  vendee 
must  take  advantage  of  the  vendor’s 
offer  to  render  this  additional  service 
for  50  days,  the  compensation  for  which 
is  measured  by  the  discount  allowance. 


In  view  of  this  fact,  when  the  vendee 
firm  performs  for  itself  this  service  (the 
furnishing  of  working  capital  sufficient 
to  pay  all  bills  when  rendered),  should 
it  not  be  credited  with  having  earned 
the  allowance  which  was  made  for 
prompt  payment?  To  apply  this  argu¬ 
ment  to  the  situation  at  hand,  should 
not  $100  be  charged  to  merchandise  (or 
$98  to  merchandise  and  $2  otherwise  to 
operations  as  a  cost  of  the  working 
capital  requirements  for  financing  pur¬ 
chase  transactions)  and  $2  be  credited 
to  income  and  be  carried  into  the 
income  statement  as  a  financial  man¬ 
agement  item,  perhaps,  because  the 
business  performs  this  service  for  itself? 

This  is  simply  a  special  manifesta¬ 
tion  of  the  general  problem  of  cost  as 
related  to  services  performed  by  the 
business  or  its  owners  to  the  business 
itself.  Against  this  position  can  be 
brought  to  bear  the  whole  weight  of  the 
argument  in  opposition  to  the  recogni¬ 
tion  for  financial  accounting  purposes, 
at  least,  of  the  business  cost  character 
of  such  items.  The  policy  outlined 
above  is  comparable  with  the  charging 
of  interest  on  investment  in  buildings 
and  machinery,  or  rent  on  buildings 
owned,  as  manufacturing  costs;  it  is 
comparable  with  charging  as  an  ex¬ 
pense  of  operation  the  return  to  the 
proprietor  for  his  contribution  as 
capitalist,  entrepreneur,  and  laborer. 
These  items  are  without  a  doubt  a  part 
of  the  economist’s  “cost  of  produc¬ 
tion,”  but  the  economist’s  “cost  of 
production”  and  the  accountant’s 
“expenses  of  production”  are  not  like 
quantities.  The  acceptance  of  purchase 
discounts  offered  results  in  a  saving  to 
the  firm  just  as  the  use  of  a  building 
owned  by  the  firm  itself  saves  the 
rental  charge  (less  taxes,  repairs,  de¬ 
preciation,  etc.);  but  these  items  are 
not  income.  Without  a  doubt  the  busi¬ 
ness  expects  to  be  compensated  for  such 
contributions  to  the  product.  The 


February  DISCOUNTS  AND  THEIR  ACCOUNTING  TREATMENT  193 


proprietor  expects  an  adequate  return 
on  his  investment,  a  compensation  for 
the  assumption  of  business  risks,  etc., 
but  to  the  accountant  these  items  form 
a  part  of  a  composite  figure,  the  pro¬ 
prietary  net  income,  and,  it  must  be 
kept  in  mind,  proprietary  net  income 
is  a  residual  share.  It  may  materialize 
and  again  it  may  not. 

It  might,  perhaps,  be  wise  to  empha¬ 
size  at  this  point  that  this  position  is 
not  inconsistent  with  that  of  the 
economist.  By  his  insistence  that  costs 
for  the  productive  field  in  general  and 
costs  for  the  individual  firm  are 
altogether  different  when  viewed  from 
the  standpoint  of  their  bearing  upon 
the  problem  of  price  determination,  by 
his  insistence  that  cost  can  affect  price 
only  through  its  effect  upon  supply, 
that  it  is  cost  of  replacement  only  (in 
considering  a  dynamic  situation)  which 
has  an  influence,  the  economist  empha¬ 
sizes  the  fact  that  costs  which  have 
been  incurred  in  any  given  case  may  or 
may  not  be  covered,  that  the  pro¬ 
prietary  net  income  is,  in  any  case  a 
residual  economic  share.1 

VI 

Purchase  Discount  Neglected.  It 
would  seem,  then,  that  we  must  frown 
upon  any  attempt  to  make  of  a  pur¬ 
chase  discount  accepted  an  item  of 
business  income.  A  purchase  discount 
is  purely  and  simply  the  measure  of  an 
offset  to  an  otherwise  overstated  cost. 
In  fact,  as  intimated  above,  it  would 
seem  a  much  more  logical  procedure  to 
recognize  in  all  cases  that  the  real  pur¬ 
chase  price  is  the  cash  price.  When  the 
cash  price  is  accepted  the  cost  of  the 
vendee  is  (referring  back  to  our  prob¬ 
lem)  $98.  When  the  cash  price  is  not 
accepted  the  cost  to  the  vendee  for 

1  For  further  discussion  of  this  point  the  reader  is 
referred  to:  “Some  Current  Valuation  Accounts,”  by 
A.  Paton,  Journal  of  Accountancy ,  May,  1920; 

Principles  of  Accounting,”  Paton  and  Stevenson, 
Chapter  19. 


merchandise  purchased  is  $98  and  the 
cost  of  the  failure  on  the  part  of  the 
management  to  provide  funds  sufficient 
to  permit  acceptance  of  this  price  (in 
the  nature  of  an  interest  charge,  per¬ 
haps)  is  $2.  It  is  not  the  purchase  dis¬ 
count  accepted  but  the  purchase  dis¬ 
count  neglected  that  necessitates  special 
treatment. 

Is  this  additional  cost  incident  to  the 
neglect  of  the  discount  allowance 
offered  to  be  treated  as  merchandise 
cost  or  as  a  cost  of  another  character? 
Is  it  to  be  recognized  as  contributing 
toward  the  cost  of  goods  sold  and  gross 
trading  profit  figures,  or  will  it  be  re¬ 
flected  at  another  point  in  the  state¬ 
ment  of  income,  profit  and  loss?  A 
rational  view  of  the  matter,  it  would 
seem,  must  recognize  that  this  item  and 
those  making  up  the  real  merchandise 
cost  are  quite  dissimilar  in  character. 
One  represents  the  money  valuation  of 
the  goods  purchased,  i.e.,  the  money 
cost  of  acquisition  on  a  cash  basis.  The 
other  represents  a  charge  against  in¬ 
come  necessitated  by  the  fact  that  the 
business  has  not  provided  itself  with 
sufficient  working  capital  and  does  not 
or  cannot  avail  itself  of  the  privilege  of 
borrowing  such  working  funds  from  a 
banking  institution.  Such  a  charge  is 
truly  a  financial  management  item 
demanding  treatment  quite  similar  to 
that  given  the  interest  charge  incurred 
by  some  business  institutions  in  bor¬ 
rowing  funds  for  the  purpose  of  taking 
advantage  of  just  such  discount 
offerings. 

Ordinarily  business  enterprises,  lack¬ 
ing  sufficient  working  capital  to  make 
their  purchases  on  a  cash  basis,  realize 
the  advantages  to  be  derived  from 
allowing  the  bank  to  finance  such  pur¬ 
chases.  They  realize  that  the  bank  can 
more  efficiently  and  at  much  less  cost 
satisfy  the  credit  needs  of  the  business 
community.  In  case  their  credit  is  of 
the  proper  character  and  they  negoti- 
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ate  a  loan  to  “discount  their  bills”  this 
simply  means  the  substitution  of  a 
charge  at  the  rate  of  6  or  7  per  cent  for 
one  of  possibly  14  to  30  per  cent  per 
annum  for  the  funds  involved.  Cer¬ 
tainly  for  purposes  of  comparison  the 
figure  of  gross  trading  profit  should  be 
unaffected  by  the  particular  financial 
policy  decided  upon  and  made  use  of 
in  the  enterprises  under  consideration. 

Another  objection  can  be  found  to 
the  recognition  of  purchase  discounts 
accepted  as  items  of  income  which  has  a 
more  direct  bearing  upon  the  practical 
results  obtained.  In  so  far  as  the  treat¬ 
ment  of  purchase  discounts  accepted, 
as  items  of  income  and  not,  therefore, 
as  offsets  to  the  cost  figures  shown  in 
the  Purchases  account,  entails  the  pric¬ 
ing  of  the  inventory  at  gross  invoice 
price,  it  results  in  the  overstatement  of 
profit  for  the  period.  It  permits  the 
accrual  to  the  benefit  of  the  operations 
of  the  period  in  which  the  discount  is 
accepted  an  item  of  income  which,  in 
view  of  the  nature  of  the  business  pro¬ 
cess  and  the  criterion  of  income  earning 
which  the  accountant  usually  insists 
upon,  cannot  be  said  to  accrue  (for 
accounting  purposes,  at  least)  until  the 
period  in  which  sale  is  made. 

VII 

Quotation  of  Gross  Figure.  The  ques¬ 
tion  arises,  now  that  the  essential 
nature  of  the  cash  discount  item  is  de¬ 
cided  upon — To  what  methods  can  we 
resort  in  giving  effect  to  our  decision  in 
the  accounting  records?  In  our  discus¬ 
sion  above  and  in  what  will  follow,  we 
shall  have  given  our  attention  to  pur¬ 
chase  discounts.  Though  at  times  they 
may  present  problems  peculiar  to  them¬ 
selves  only,  in  general  the  sales  dis¬ 
count  problem  and  the  purchase  dis¬ 
count  problem  are  identical,  except,  of 
course,  that  one  relates  itself  to  sales 
and  furnishes,  therefore,  an  offset  to 


sales  revenue,  whereas  the  other  relates 
itself  to  purchases  and  furnishes  an 
offset  to  costs. 

It  is  worthy  of  note  that  our  treat¬ 
ment  of  the  cash  discount  problem 
must  continue  to  be  influenced  in  some 
measure  by  the  fact  that  prices  will 
continue  to  be  quoted  gross;  that  it 
will  be  dictated  to  some  extent  by  the 
desirability  of  carrying  accounts  re¬ 
ceivable  and  accounts  payable  at  the 
gross  figures.  The  chief  objections  to 
adopting  the  policy  of  “quotations- 
net-plus-charge-for-credit-terms  ”  are 
the  resulting  psychological  influences 
on  the  mind  of  the  buyer  and  the  rather 
more  difficult  task  of  enforcing  the 
terms  of  the  credit  policy.  The  ruling 
considerations  in  favor  of  carrying 
accounts  receivable  and  accounts  pay¬ 
able  at  the  gross  figures  are : 

1.  To  strengthen  the  legal  position  of  the 
gross  claim  in  case  the  cash  terms  are  not 
accepted. 

2.  To  obviate  the  necessity  for  an  adjust¬ 
ment  of  the  account  at  the  time  of  the 
purchaser’s  election  to  neglect  the  discount. 

VIII 

Time  of  Recognizing  Cash  Discount. 
In  connection  with  the  problem  of  giv¬ 
ing  accounting  recognition  to  cash  dis¬ 
counts,  one  must  keep  in  mind  that  the 
desire  for  accuracy  in  our  accounting 
records  requires  that  these  items  be 
brought  into  the  accounts  during  the 
period  to  which  they  are  really  appli¬ 
cable.  Being  offsets  to  purchases  and 
sales  respectively,  purchase  and  sales 
discounts  should  receive  accounting 
recognition  some  time  prior  to  the 
moment  when  they  will  be  required,  as 
offsets  to  overstated  costs  and  revenues, 
for  the  proper  presentation  of  inven¬ 
tory,  cost,  and  revenue  data.  Generally 
speaking  this  means  that  the  period  in 
which  the  purchase  or  sale  is  made 
should  witness  the  credit  or  the  debit 
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to  the  Purchase  or  Sales  Discount  ac¬ 
counts,  and  this  does  not  necessarily 
mean  the  period  in  which  payment 
happens  to  be  made. 

Strictly  speaking,  in  view  of  the  fact 
that  purchase  discounts  are  offsets  to 
costs,  and  in  view  of  the  fact  that  we 
are  interested  primarily  in  relating 
costs  to  a  particular  accounting  period, 
that  is  in  calculating  the  costs  of  pro¬ 
ducing  current  revenue,  what  we  really 
seek,  from  the  standpoint  of  the  effect 
upon  the  income  figure,  is  the  recogni¬ 
tion  of  the  discount  on  a  particular 
purchase  when  that  purchase  becomes 
a  charge  against  the  revenue  of  the 
period.  (There  is,  perhaps,  a  need  for 
emphasis  at  this  point  that  it  is  the 
consumption  or  utilization  of  an  asset, 
not  its  purchase,  which  constitutes  a 
cost  of  earning  revenue.)  To  wait  until 
such  time  in  all  cases,  however,  would 
complicate  enormously  the  handling  of 
the  merchandise  items,  because  the 
utilization  of  the  materials  so  pur¬ 
chased  is  generally  distributed  over 
several  accounting  periods.  The  same 
results  may  be  obtained,  however,  by 
bringing  the  cost  items  into  the  records 
properly  at  the  very  outset  and  by 
maintaining  their  integrity  until  they 
are  closed  against  income  at  some 
future  time.  As  suggested  above,  this 
necessitates  the  recognition  of  purchase 
discounts  as  offsets  to  purchases  in  the 
period  during  which  the  purchase 
transactions  were  consummated  and 
also  requires  the  subsequent  inventory 
figures  be  based  upon  the  “  invoice  less 
discounts”  price. 

That  the  subsequent  inventorying  at 
“invoice  less  discount”  is  an  essential 
part  of  the  process  is  shown  by  the 
following  example.  On  January  15, 
purchases  were  made  for  $1,100  on 
which  a  discount  of  $100  was  allowed 
when  the  bill  was  paid  on  January  25. 
During  the  sixteen  days,  January  15  to 
January  31,  cash  sales  of  merchandise 


which  represented  one-half  of  the 
amount  purchased  (invoice  price  $550) 
totaled  $700.  A  brief  analysis  of  the 
data  here  presented,  without  reference 
to  the  accounting  records  involved, 
will  lead  one  to  the  conclusion  that  $500 
is  the  true  merchandise  cost  and  $200, 
therefore, the  true  merchandise  revenue. 
But  the  “invoice  less  discount”  basis 
alone  will  give  these  results.  Inventory¬ 
ing  at  invoice  price  will  result  in  a  cost 
of  goods  sold  figure  of  $450  and  a 
merchandise  revenue  figure  of  $250. 

IX 

Inadequate  Accounting  Treatment. 
The  cash  discount  problem  may  re¬ 
quire  some  sort  of  recognition  at  the 
time  of  the  purchase  of  the  merchan¬ 
dise,  at  the  time  of  closing  the  books  at 
the  end  of  an  accounting  period,  or  at 
the  time  of  the  payment  of  the  account. 
To  make  the  problem  more  concrete 
several  methods  of  treatment  will  be 
described  on  the  basis  of  the  following 
data: 

On  January  25,  merchandise  invoiced  at 
$1,500  was  purchased,  terms:  2  per 
cent — 10  days,  net — 30  days. 

On  January  30,  merchandise  invoiced  at 
$1,000  was  purchased,  terms:  2  per 
cent — 15  days,  net — 60  days. 

The  firm  closes  its  books  on  January  31. 

I.  Conditions  as  follows:  The  pur¬ 
chase  of  January  25,  was  paid  for  and 
the  discount  accepted;  the  purchase  of 
January  30,  was  paid  for  on  March  31. 
Under  the  usual  method  of  procedure, 
wherein  discounts  are  recognized  only 
at  the  time  of  the  payment  of  the 
account,  the  following  journal  entries 
would  record  the  transactions  outlined 


above : 

January  25 

Purchases .  1500 

Accounts  Payable . \ .  1500 
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January  30 


Purchases .  1000 

Accounts  Payable .  1000 

February  4 

Accounts  Payable .  1500 

Cash .  1470 

Purchase  Discount .  30 

March  31 

Accounts  Payable .  1000 

Cash .  1000 


From  the  standpoint  of  the  ends  we 
have  in  mind  this  method  is  inadequate 
in  that  it  fails  to  record  during  the 
proper  accounting  period  all  discounts 
applicable  thereto  which  are  ultimately 
to  be  accepted.  It  recognizes  the  pay¬ 
ment  of  the  account  as  the  occasion  for 
the  credit  to  purchase  discount.  If 
purchases  and  the  payments  for  the 
same  are  rather  uniformly  distributed 
over  the  several  accounting  periods, 
then  it  makes  very  little  difference,  as 
far  as  the  practical  results  are  con¬ 
cerned,  whether  the  purchases  or  the 
payments  are  taken  as  the  occasion  for 
the  discount  credit.  In  cases,  however, 
where  such  purchases  and  the  pay¬ 
ments  therefor  are  not  evenly  dis¬ 
tributed,  an  attempt  could  very  well 
be  made  to  anticipate  such  discount 
items  at  the  time  of  the  periodical 
adjustment  of  the  accounts. 

In  this  connection  the  general  dis¬ 
count  policy  of  the  concern,  as  qualified 
by  its  current  financial  position  must 
be  closely  scrutinized.  A  concern 
which  ordinarily  accepts  all  discounts 
offered  can  very  reasonably  and  very 
easily  anticipate  its  discounts-to-be- 
taken;  while,  on  the  other  hand,  a  firm 
whose  practice  is  rather  irregular  in 
this  regard  meets  with  a  more  difficult 
problem.  It  would  seem,  however,  that 
in  most  cases  certain  rational,  even 
though  very  general,  conclusions  could 
be  drawn  concerning  the  discount 
policy  to  be  pursued  during  the  early 
part  of  the  next  accounting  period. 


When  the  resources  of  the  business  will 
permit  the  acceptance  of  a  part  only 
of  the  discounts  offered,  care  must  be 
taken  that  those  resources  are  wisely 
distributed  over  the  bills  carrying  the 
more  favorable  discount  terms.  The 
entries  given  below  show  the  handling 
of  the  discount  items  for  the  purchase 
of  January  25  in  accord  with  the 
method  here  suggested. 

II.  (a)  Conditions  as  follows:  The 
management  anticipates  the  accept¬ 
ance  of  the  discount  on  the  bill  of 
January  25.  As  a  matter  of  fact  re¬ 
sources  available  on  February  4,  per¬ 
mit  the  discounting  of  the  bill. 

January  31 


Allowance  for  Purchase 

Discounts  Outstanding .  30 

Purchase  Discounts .  30 

February  1+ 

Accounts  Payable .  1500 

Allowance  for  Purchase 

Discounts  Outstanding .  30 

Cash .  1470 


(b)  Conditions  as  follows:  The 
management  does  not  anticipate  the 
acceptance  of  the  discount  on  the  bill 
of  January  25.  As  a  matter  of  fact 
resources  available  on  February  4,  per¬ 
mit  the  discounting  of  the  bill. 

February  4 


Accounts  Payable .  1500 

Cash .  1470 

Purchase  Discounts .  30 


(c)  Conditions  as  follows:  The 
management  anticipates  the  acceptance 
of  the  discount  on  the  bill  of  January 
25.  Asa  matter  of  fact  resources  avail¬ 
able  on  February  4,  will  not  permit  the 
discounting  of  the  bill. 

January  31 


Allowance  for  Purchase 

Discounts  Outstanding .  30 

Purchase  Discounts .  30 
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February  24 

Accounts  Payable .  1500 

Cash .  1500 

Neglected  Purchase  Discounts ....  30 
Allowance  for  Purchase 
Discounts  Outstanding .  30 


In  connection  with  the  solutions 
shown  for  the  three  sets  of  conditions 
mentioned  above,  one  should  note  that 
both  Allowance  for  Purchase  Discounts 
Outstanding  and  Purchase  Discounts 
are  valuation  accounts,  the  former  an 
offset  to  Accounts  Payable  and  the 
latter  an  offset  to  the  cost  figure  shown 
in  the  Purchase  account. 

From  the  standpoint  of  the  doctrine 
laid  down  in  the  earlier  part  of  the 
paper  this  method  is  still  inadequate 
in  that  the  only  costs  which  are  reduced 
by  the  discount  allowance  are  the  pur¬ 
chases,  the  payments  for  which,  it  is 
estimated  (at  the  time  of  the  periodical 
adjustment  of  the  ledger)  will  be  made 
on  the  cash  basis.  This  still  leaves  the 
cost  of  goods  sold  figure  dependent 
upon  the  method  of  payment  chosen, 
that  is,  upon  the  current  financial 
position  of  the  concern. 

X 

Proper  Accounting  Methods.  The 
three  methods  described  hereafter  em¬ 
body  the  principle  laid  down  at  an 
earlier  point,  that  merchandise  cost  is 
the  net  purchase  price,  that  purchase 
discounts  accepted  need,  therefore,  no 
special  treatment,  that  for  purposes  of 
financial  administration  purchase  dis¬ 
counts  neglected  furnish  a  more  signifi¬ 
cant  figure  and  should  be  recognized  as 
a  charge  against  income  in  the  nature 
of  a  financial  management  item.  In 
each  case,  then,  the  Purchase  Discount 
Neglected  account  should  be  closed 
into  Expense  and  Revenue  as  a  charge 
against  current  revenues  growing  out 
of  the  uneconomical  terms  of  payment 
forced  upon  the  management  by  the 


lack  of  available  resources  during  the 
current  period.  In  the  treatment  sug¬ 
gested  below  it  is  assumed  that  the  bill 
of  January  30  is  not  discounted. 

III.  Under  this  method  both  Pur¬ 
chases  and  Accounts  Payable  are 
recorded  at  the  net  figures: 


January  25 

Purchases .  1470 

Accounts  Payable .  1470 

January  30 

Purchases .  980 

Accounts  Payable .  980 

February  4 

Accounts  Payable .  1470 

Cash .  1470 

February  14 

Neglected  Purchase  Discounts .  20 

Accounts  Payable .  20 

March  31 

Accounts  Payable .  1000 

Cash .  1000 


If  the  books  were  not  closed  between 
February  14  and  March  31,  this  adjust¬ 
ment  could  be  made  at  the  time  of 
payment,  March  31,  by  the  following 
entry : 


Accounts  Payable .  980 

Neglected  Purchase  Discounts.  20 
Cash .  1000 


This  method  meets  with  the  objec¬ 
tion  that  the  gross  invoice  price  is  an 
important  figure  for  accounting  pur¬ 
poses,  especially  in  connection  with 
Accounts  Receivable  and  Accounts 
Payable.  For  this  reason  it  is  desirable 
that  such  figures  be  preserved  as  a  part 
of  the  formal  accounting  record  of  the 
transactions. 

IV.  To  obviate  the  difficulty  just 
mentioned  the  following  treatment  is 


suggested : 

January  25 

Purchases .  1470 

Purchase  Discount  Offered ....  30 

Accounts  Payable .  1500 
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Purchases .  980 

Purchase  Discount  Offered ....  20 

Accounts  Payable .  1000 

February  4 

Accounts  Payable .  1500 

Cash .  1470 

Purchase  Discount  Offered .  30 

February  14 

Purchase  Discount  Neglected. .  20 

Purchase  Discount  Offered .  20 

March  31 

Accounts  Payable .  1000 

Cash .  1000 


V.  Still  another  method  is  based 
upon  the  desire  to  preserve  the  gross 
cost  and  the  gross  liability  figures  as  a 
part  of  the  formal  record.  In  this  case 
the  entries  would  be  as  follows: 


Purchases .  1500 

Allowance  for  Purchase 

Discounts  Offered .  30 

Accounts  Payable .  1500 

Purchase  Discount .  30 

January  30 

Purchases .  1000 

Allowance  for  Purchase 

Discount  Offered .  20 

Accounts  Payable .  1000 

Purchase  Discount .  20 

February  4 

Accounts  Payable .  1500 

Cash .  1470 

Allowance  for  Purchase 

Discount  Offered .  30 

February  14 

Purchase  Discount  Neglected. .  20 

Allowance  for  Purchase 
Discount  Offered .  20 

March  31 

Accounts  Payable .  1000 

Cash . 


1000 


HOW  FAR  CAN  FUNCTIONALIZATION  GO? 

A  STATEMENT  OF  BRITISH  EXPERIENCE 
BY  OLIVER  SHELDON* 


FOR  the  present  purpose,  the  fol¬ 
lowing  recent  definition  of  func¬ 
tionalization  may  be  accepted: 

By  this  plan,  specific  functions  common 
to  all  or  several  departments  .  .  .  are  each 
placed  in  the  hands  of  a  man  specially 
qualified  for  his  particular  function,  and 
instead  of  giving  attention  to  all  of  the 
factors  in  one  department,  he  gives  his 
attention  to  one  factor  in  all  departments.1 

Most  firms  at  the  present  time  are 
in  a  transitional  stage.  Some  of  the 
work  of  management  is  functionalized 
completely;  other  work  is  function¬ 
alized  only  to  a  small  extent;  other 
work  is  not  functionalized  at  all. 

For  instance,  most  businesses  have 
completely  functionalized  equipment 
activities.  The  installation  and  upkeep 
of  buildings  and  plant  are  carried  out 
normally  by  a  department  or  depart¬ 
ments  entirely  separated  from  the 
manufacturing  or  operating  depart¬ 
ments.  The  latter  have  no  concern  in 
or  responsibility  for  such  work,  ex¬ 
cept  to  be  sure  that  it  is  done  to  their 
satisfaction.  They  do  not  control  the 
mechanics  or  bricklayers,  nor  do  they 
concern  themselves  with  the  manner 
in  which  the  work  is  executed.  As  far 
as  they  are  concerned,  the  function  of 
equipment  is  employed  as  if  it  were  an 
outside  contractor.  The  function¬ 
alization  is  complete. 

On  the  other  hand,  the  function  of 
costing  is  normally  only  partially 
functionalized.  In  some  cases,  each 
operative  department  will  be  re- 

*  Organizing  Secretary  and  Personal  Assistant  to  the 
Chairman,  Rowntree  and  Company,  York,  England. 

»L.  V.  Estes. 


sponsible  for  its  own  time-booking  and 
stores  accounting,  but  certain  figures 
wTill  be  supplied  to  a  functional  costing 
department,  whose  main  object  will  be 
to  arrive  at  economical  selling-price 
figures,  barely  concerning  itself  in  the 
checking  of  operative  efficiency. 

Then,  again,  in  the  same  plant,  we 
may  imagine  that  some  progress  has 
been  made  in  the  functionalization  of 
employment  and  welfare  work.  The 
actual  engagement  of  personnel  will 
very  likely  have  been  taken  over  by  a 
functional  employment  department, 
in  view  of  the  obvious  necessity  of 
following  one  common  policy  through¬ 
out  the  whole  factory.  The  same 
department,  for  the  same  reason,  will 
have  taken  over  the  business  of 
effecting  transfers  of  employees  be¬ 
tween  departments,  and  of  carrying 
through  the  discharge  of  employees. 

Welfare  work  will  probably  not  be 
so  completely  functionalized.  Very 
likely  there  will  be  a  welfare  officer, 
whose  business  it  is  to  look  after  the 
organization  of  recreation — clubs, 
sports,  entertainments,  and  societies. 
But  his  sphere  may  be  strictly  cir¬ 
cumscribed,  in  that  his  responsibility 
is  not  allowed  to  extend  to  working 
conditions  in  the  workrooms.  There 
remains  the  responsibility  of  the  man¬ 
agement  of  the  operative  departments. 
Welfare,  therefore,  is  partially  func¬ 
tionalized  to  the  extent  that  the  organ¬ 
izing  of  recreation  is  directed  by  one 
authority  operating  on  behalf  of  all 
departments,  but,  in  so  far  as  the 
responsibility  for  working  conditions 
is  concerned,  remains  a  departmental 
matter. 
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Again,  we  may  easily  imagine  that 
planning  in  this  same  plant  has  not 
been  functionalized  at  all.  The  volume 
of  work  to  be  performed  by  the  whole 
plant  will  probably  be  determined 
either  by  the  number  of  orders  ar¬ 
riving  by  the  morning’s  mail,  or,  in 
the  case  of  a  plant  manufacturing  for 
stock,  by  the  decision  of  the  heads  of 
the  business  meeting  in  conference  to 
consider  prospects.  Each  operative 
department  is  then  left  to  work  out  its 
own  salvation.  It  sets  to  work  at  the 
highest  pressure,  without  any  definite 
idea  of  the  actual  capacity  of  its  plant, 
or  of  what  other  departments  are  pro¬ 
ducing.  Each  foreman  of  the  depart¬ 
ment  sets  his  section  moving  at  the 
quickest  pace,  only  to  find  that  he  is 
kept  waiting  by  another  section  which 
cannot  supply  his  needs  quickly 
enough.  The  higher  management 
express  great  satisfaction  at  the  ac¬ 
tivity  displayed,  until  it  is  suddenly 
announced  that  deliveries  cannot  be 
made  on  the  dates  fixed.  Planning, 
in  fact,  is  not  functionalized.  Of 
planning  in  a  general  sense,  there  is 
much.  Each  foreman  makes  his  own 
calculations  of  a  sort.  But  it  is,  firstly, 
unscientific  planning,  because  it  is 
done  by  persons  who  have  other  things 
to  do,  and,  in  any  event,  are  not  trained 
in  planning,  and,  secondly,  it  is  unco¬ 
ordinated  planning,  since  each  is 
planning  for  himself,  irrespective  of 
what  others  are  planning. 

In  one  factory,  therefore,  one  may 
imagine  a  state  of  affairs  where  the 
installation  and  upkeep  of  buildings  is 
completely  functionalized,  where  cost¬ 
ing,  employment  work,  and  welfare 
work  are  partially  functionalized  to 
varying  extents,  and  where  planning 
is  not  functionalized  at  all.  The 
business  is,  as  it  were,  in  a  transitional 
stage,  hardly  convinced  that  func¬ 
tionalization  as  a  general  principle  of 
organization  is  correct,  not  sure 


whether  to  go  forward  or  to  retrace 
its  steps  and  not  a  little  inclined  to 
make  the  transitional  into  the  per¬ 
manent. 

II 

Centralization  versus  Functionaliza¬ 
tion.  This,  however,  is  not  the  only 
sense  in  which  many  modern  concerns 
may  be  said,  as  regards  their  internal 
organization,  to  be  in  a  state  of  trans¬ 
ition.  As  outlined  above,  a  business 
may  have  made  some  advances  in 
functionalizing  the  work  of  the  whole, 
but  it  will  probably  not  have  thought 
out  any  comprehensive  scheme  of 
functionalization.  Seeing  some  very 
certain  advantages  to  be  gained  by 
setting  up,  say,  an  employment  de¬ 
partment,  it  proceeds  to  do  so,  giving 
it  certain  duties  and  powers,  and  de¬ 
fining  as  clearly  as  it  can  its  relations  to 
all  other  departments.  In  taking  this 
step,  however,  there  was  probably  no 
thought  as  to  the  relative  status  of  the 
new  department. 

A  good  instance  of  this  condition  is 
the  functionalization  of  postal  ar¬ 
rangements.  It  is  quite  likely  that  a 
large  firm  will  have  its  own  post- 
office.  We  may  imagine  that  a  post- 
office  is  set  up  to  deal  with  all  out¬ 
going  and  incoming  mails.  This — in 
our  jargon  of  organization — is  a  func¬ 
tional  department.  Yet,  clearly,  there 
is  a  vast  difference  in  size  and  re¬ 
sponsibility  between  the  post-office 
and,  for  instance,  the  planning  de¬ 
partment.  In  relative  status  the  one 
is  poles  apart  from  the  other.  What 
has  actually  happened  is  that,  whereas 
the  planning  department  is  the  central 
office  of  a  function  which  covers  the 
whole  factory,  the  post-office  is  only 
a  subsidiary  and  minor  part  of  a 
function,  comparable  in  size  to  plan¬ 
ning,  and  covering  many  other  activi¬ 
ties  in  addition  to  the  making  of 
postal  arrangements.  In  other  words, 
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planning  is  a  function  of  the  business, 
but  the  postal  arrangements  are  only 
a  part  of  a  function. 

In  this  second  sense,  therefore,  many 
firms  are  in  a  state  of  transition,  in  that 
they  have  not  worked  out  what  are 
the  major  functions  of  the  business. 
They  have  set  up  a  special  department 
for  this  bit  of  work  and  a  special  de¬ 
partment  for  that,  but  they  have  not 
worked  out  to  which  major  function 
each  such  new  department  belongs. 
For  instance,  a  firm  may  have  pro¬ 
ceeded  as  far  as  arranging  that  all 
building  work — bricklaying,  painting, 
joinery — shall  be  functionalized  in  one 
building  department  for  the  whole 
factory,  and  that,  similarly,  all  en¬ 
gineering  work  shall  be  functionalized 
in  one  engineering  department— pre¬ 
suming,  for  the  moment,  a  non-en¬ 
gineering  firm — but  it  may  not  have 
accepted  or  even  considered  the  pos¬ 
sibility  that  these  two  departments 
should  be  the  two  primary  divisions 
of  a  function  covering  both — the 
function  of  equipment.  Properly  speak¬ 
ing,  it  would  be  fairer  to  say  that,  in 
such  a  case,  the  firm  in  question  had  cen¬ 
tralized  building  work  and  centralized 
engineering  work,  but  had  functional¬ 
ized  neither.  Clearly,  if  building  work 
be  centralized  under  one  control  and  en- 
gineeringwork  centralized  underanother 
control,  the  advantages  of  functionali¬ 
zation  have  not  at  all  been  achieved. 

This  second  way  in  which  the  present 
stage  of  transition  is  evident,  there¬ 
fore,  is  broadly  that  the  functionali¬ 
zation  has  not  started  at  the  top. 
There  is  no  finality  as  to  the  vertical 
organization  of  functions.  For  in¬ 
stance,  is  the  hiring  and  firing  of 
workers  a  function,  or  is  it  a  part  of  a 
larger  division  of  the  business?  Is 
costing  a  function  or  is  it  a  set  of 
activities  which  needs  to  be  linked  to 
other  kindred  activities  in  order  to 
make  a  completed  whole? 


Ill 

Functional  Classifications.  Obvi¬ 
ously,  it  would  be  impossible  in  the 
limits  of  a  single  article  to  discuss  so 
broad  a  problem  as  the  one  postu¬ 
lated  above — What  are  the  functions 
of  a  manufacturing  business,  and  how 
is  each  function  to  be  subdivided? 
Several  varieties  have  been  put  be¬ 
fore  the  business  world;  undoubtedly, 
other  varieties  have  been  worked  out 
in  practice;  probably  no  variety  can 
be  regarded  as  unassailably  correct. 
A.  H.  Church  has  given  us  his  division 
into  the  functions  of  Design,  Equip¬ 
ment,  Control,  Comparison,  and  Oper¬ 
ation.2  C.  E.  Knoeppel  suggests 
Engineering  and  Drafting,  Planning, 
Conditions,  Operations,  Materials,  Re¬ 
lations  and  Incentives.3  J.  E.  Otter- 
son,  in  reorganizing  the  Winchester 
Repeating  Arms  Company  during  the 
war,  divided  the  main  functions  into 
Planning,  Preparation,  Scheduling, 
Production,  and  Inspection.  In  this 
country,  A.  D.  Denning  has  advo¬ 
cated  Design,  Equipment,  Operation, 
Comparison,  Control,  Finance  and 
Distribution.4  While  E.  T.  Elbourne 
has  suggested  the  division  of  Pro¬ 
duction  Management  into  Production 
Control,  Labor  Administration,  Ma¬ 
terial  Control,  Works  Accounting, 
Development  and  Research.  The 
other  main  divisions  of  the  business 
corresponding  to  Production  Manage¬ 
ment  are  Financial  Management  and 
Sales  Management.5 

The  merits  of  these  various  sug¬ 
gestions  it  is  not  my  purpose  here  to 
discuss.  My  only  reason  for  quoting 
them  is  to  show,  not  only  how  fluid 
is  the  thought  on  this  subject  but  also 
how  transitional  and  unsettled  is  the 

*  "The  Science  and  Practice  of  Management.” 

1  “Installing  Efficiency  Methods.” 

*  “Scientific  Factory  Management.” 

^  “  Factory  Administration  and  Cost  Accounts.” 
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practice  of  functionalization.  As  far 
as  the  actual  experience  of  individual 
firms  goes,  it  is  probably  correct  to  say 
that  very  few  firms  have,  on  the  one 
hand,  completely  functionalized  their 
various  activities,  and,  on  the  other 
hand,  wholly  related  the  various 
functional  activities  to  major  functions 
which  operate  from  the  top.  Thus, 
where  many  firms  will  have  employ¬ 
ment  departments,  comparatively  few 
will  have  related  them  to  an  em¬ 
bracing  labor  function.  Where  many 
firms  will  have  much  time  and  money 
spent  upon  costing,  only  a  proportion 
of  these  will  have  a  costing  department 
which  controls  the  whole  business  of 
costing  from  start  to  finish,  and 
fewer  still  will  have  related  such  a 
costing  department  to  a  still  broader 
division,  known  as  the  function  of 
comparison. 

IV 

Limitations  on  Functionalization.  In 
the  midst  of  this  transitional  stage  in 
industrial  organization,  the  questions 
which  most  executives  will  be  putting 
to  themselves  are:  How  far  can 
functionalization  go?  Have  we  gone 
far  enough?  Is  functionalization  an 
absolute  principle,  or  does  it  need  to 
be  guided  by  some  other  principle,  or 
does  it  disregard  any  fundamental 
factors,  or  does  it  require  to  be  stopped 
short  at  some  point? 

Progress  along  these  lines  has  been 
made  by  making  experiments,  and 
only  in  so  far  as  experiments  in  func¬ 
tional  organizing  are  made  can  our 
knowledge  of  its  application  extend. 
Unless,  however,  such  knowledge,  as 
individual  businesses  acquire  as  a 
result  of  their  experiments,  is  made 
public  and  available  for  others,  there 
seems  little  prospect  of  any  general 
progress  being  made  in  the  direction 
of  lifting  industry  as  a  whole  to  a  more 


universal  and  higher  standard  of 
efficiency. 

Broadly,  the  writer  would  say  that 
the  application  of  functionalization  as 
a  principle  of  organizing  requires  to 
be  tempered  by  three  essential  con¬ 
siderations  : 

1.  Functionalization  should  not  be  car¬ 
ried  to  the  point  where  co-ordination  be¬ 
comes,  if  not  impossible,  at  any  rate 
extremely  difficult. 

2.  Functionalization  should  not  be  car¬ 
ried  to  the  extent  of  undermining  depart¬ 
mental  control. 

3.  Functionalization,  at  any  rate  at 
present,  should  not  be  allowed  to  complicate 
the  immediate,  direct,  and  individual  con¬ 
trol  of  the  workers. 

Let  us  examine  these  three  major 
propositions.  It  is  possible  that  the 
conditions  in  this  country  make  con¬ 
siderations  such  as  the  above  im¬ 
perative,  whereas,  in  America,  the 
same  considerations  might  be  com¬ 
paratively  negligible.  I  think,  how¬ 
ever,  that  it  is  possible  to  overem¬ 
phasize  such  distinctions  between  the 
two  countries.  In  any  event,  as 
regards  the  first  of  these  consider¬ 
ations,  attention  has  been  directed  to 
the  problem  of  co-ordination  by  busi¬ 
ness  men  in  America  in  no  uncertain 
way. 

As  an  example  of  this  R.  A.  Feiss 
of  Joseph  and  Feiss  Company,  Cleve¬ 
land,  Ohio,  speaking  at  a  meeting  of 
the  Taylor  Society6  put  the  matter 
in  the  following  terms: 

Just  in  so  far  as  functionalization  brings 
the  necessary  and  effective  decentralization 
for  action,  so  does  functionalization  of 
itself  make  essential  another  function. 
Where  there  are  separate  entities  of  an 
organization,  each  responsible  for  action 
and  results  in  its  own  line,  and  all  aiming 
at  the  same  ultimate  object,  it  is  necessary, 
in  order  to  obtain  harmonious  and  effective 

•See  Taylor  Society  Bulletin,  Vol.  IV,  No.  2,  April, 
1919. 
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ultimate  action,  to  recognize  the  necessity 
for  co-ordination,  and  to  treat  it  as  a 
distinct  and  basic  function  of  the  organiza¬ 
tion. 

To  add  the  function  of  co-ordina¬ 
tion,  however,  to  other  functions  that 
may  already  have  been  determined 
upon  is  not  an  addition  that  can  be 
made  without  affecting  such  existing 
functions.  Co-ordination,  regarded  as 
a  function,  is  essentially  a  limiting 
function.  It  draws  bonds  around  other 
activities  and  binds  them  together.  If, 
therefore,  we  postulate  that  co-ordi¬ 
nation  is  an  essential  and  distinct 
function  in  any  organization,  it  may 
well  be  that  certain  circumscribing 
lines  must  in  consequence  be  drawn 
around  other  functions.  The  recog¬ 
nition  of  co-ordination  as  a  separate 
function,  in  fact,  is  not  to  be  regarded 
merely  as  an  extension  of  function¬ 
alization,  but  rather  as  a  limitation 
necessarily  imposed  upon  it. 

V 

Co-ordination  of  Functionalization. 
What  reason,  however,  have  we  for 
suggesting  that  functionalization  neces¬ 
sarily  calls  for  the  exercise  of  co-ordi¬ 
nation?  The  answer  is  that  a  number 
of  strands,  however  strong  in  them¬ 
selves,  do  not  make  a  rope,  unless  all 
are  firmly  twisted  together.  Func¬ 
tionalization  divides  a  business  into 
scientifically  determined  sections,  each 
one  concerning  itself  in  one  set  of 
activities  from  the  top  to  the  bottom 
of  the  business,  irrespective  of  oper¬ 
ative  processes.  Clearly,  if  these 
various  lines  of  activity  are  to  pursue 
one  common  objective,  they  must  be 
brought  to  the  one  central  point, 
at  which  that  objective  is  deter¬ 
mined.  Equally,  if,  in  the  pursuit  of 
that  common  objective,  all  the  activ¬ 
ities,  being  obviously  entirely  interde¬ 
pendent,  are  to  combine  at  every  stage 


with  the  minimum  of  friction  and  the 
maximum  of  efficiency,  there  must 
exist  some  machinery  whereby  this 
constant  co-ordination  of  execution  is 
effected. 

To  illustrate  them  consider  the 
application  of  functionalization  in  the 
more  homely  sphere  of  domestic  life. 
If  six  people  are  engaged  in  running 
a  family  household,  each  one  with  his 
own  function  to  perform,  there  must 
necessarily  exist  some  means  for  de¬ 
ciding  what  all  the  six  persons  to¬ 
gether  are  aiming  at  and,  further,  some 
machinery  for  arranging  so  that,  in  the 
pursuit  of  that  objective,  the  work  of 
each  one  fits  in  with  the  work  of  the 
others.  This  is  the  function  of  co¬ 
ordination.  Without  such  co-ordina¬ 
tion,  one  may  well  imagine  one  of  the 
&ix  cleaning  the  kitchen  chimney 
while  another  is  scrubbing  the  kitchen 
floor,  to  their  mutual  irritation. 

It  is  not  within  the  province  of  this 
article  to  indicate  the  lines  on  which 
that  co-ordination  is  to  be  effected. 
The  point  for  the  moment  is  that,  both 
in  the  formation  of  policy  and  in  the 
executive  work  undertaken  in  the 
pursuit  of  that  policy,  co-ordination 
must  act  as  a  guide,  with  the  power 
to  prevent  any  one  function  wandering 
off  on  a  line  of  its  own.  To  that 
extent,  it  is,  I  suggest,  fair  to  say 
that  functionalization  can  only  be 
carried  as  far  as  co-ordination  can 
remain  effective. 

In  the  co-ordination  of  executive 
action,  this  is  a  question  of  means. 
Clearly,  if  the  only  co-ordination  is 
that  which  is  exercised  from  the  top 
of  the  business,  functionalization  can¬ 
not  proceed  far.  The  extent  to  which 
a  single  individual  or  body  of  indi¬ 
viduals  at  the  head  of  a  business  can 
effectively  co-ordinate  the  multifari¬ 
ous  activities  of  those  below  them  is 
comparatively  limited.  Other  means 
of  co-ordination  are  essential.  Co- 
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ordinating  committees  are  clearly 
necessary — both  interfunctional  and 
interdepartmental.  Much  may  again 
be  achieved  by  standard  routine  pro¬ 
cedures,  by  a  comprehensive  system 
of  publishing  instructions,  and  by  an 
effective  system  of  statistics.  These, 
however,  will  not  of  themselves  permit 
of  functionalization  being  extended  to 
anything  approaching  completeness. 
What  we  have  to  consider,  therefore, 
is  whether  within  the  function  of  co¬ 
ordination,  as  within  other  functions, 
there  can  be  devolution  of  respon¬ 
sibility. 

VI 

Functionalization  versus  Departmental 
Control.  This  brings  us  to  the  second 
proposition  advanced  above— that 
functionalization  should  not  be  carried 
to  the  extent  of  undermining  depart¬ 
mental  control.  In  the  paragraph 
above,  it  has  been  suggested  that 
functionalization  cannot  be  carried 
beyond  the  point  where  co-ordination 
ceases  to  be  effective,  and  that  such  a 
point  will  come  early  in  the  process  of 
functionalizing,  unless  it  is  possible  to 
devolve  the  duty  of  co-ordination  in 
the  same  way  as  devolution  of  re¬ 
sponsibility  is  effected  in  other  activi¬ 
ties.  Here  it  is  submitted  that  such  a 
devolution  of  co-ordination  is  possible 
and  indeed  necessary,  and  that  such 
co-ordination  will  be  effected  by  the 
departmental  managers  of  manufac¬ 
turing  departments.  One  is  sometimes 
a  little  apt  to  overlook  the  basic  fact 
that  the  actual  manufacture  of  the 
goods  is  the  backbone  of  an  industrial 
organization.  To  that  central  function 
of  manufacturing  all  other  functions 
are  contributory.  The  management 
of  the  actual  processes  of  manu¬ 
facture  is,  therefore,  the  main  co¬ 
ordinating  agent  in  the  organization. 

In  the  diagram  shown  on  page  205, 
an  attempt  has  been  made  to  indicate 


in  the  barest  possible  outline,  how  this 
co-ordination  by  the  manufacturing 
departmental  manager  is  effected.  In 
this  it  will  be  seen  that  any  one 
function  is  divided  into  two  parts: 

1.  The  centralized  work  of  the  function, 
as,  for  example,  U  in  the  diagram,  which  we 
may  assume  to  be  the  function  of  planning. 
At  U  is  the  central  planning  office. 

2.  There  is  that  part  of  the  function 
which  operates  within  the  manufacturing 
department,  as,  for  example,  U/  in  the 
diagram,  which  we  may  assume  to  be  the 
planning  office  within  this  particular  manu¬ 
facturing  department. 

Clearly,  the  relations  of  the  central 
functional  office  to  the  functional 
office  within  the  manufacturing  de¬ 
partment,  and  to  the  management 
of  the  manufacturing  department,  will 
require  to  be  worked  out  with  the 
utmost  care.  The  important  point  for 
the  moment,  however,  is  the  fact  that 
the  function  is  divided,  and  that  the 
co-ordination  of  all  functional  activ¬ 
ities,  in  so  far  as  they  affect  any  one 
particular  department,  is  effected  by 
the  manager  of  that  department. 
The  management  of  the  manufacturing 
department  becomes,  therefore,  the 
next  direct  step  in  the  devolution  of 
the  function  of  co-ordination.  It  is 
submitted  that  without  such  localized 
co-ordination,  the  effective  extension 
of  functionalization  to  the  immediate 
processes  of  manufacture  could  not 
be  carried  out  for  the  one  main  reason 
that  co-ordination  could  not  otherwise 
be  effective. 

To  this  extent,  therefore,  it  is  sug¬ 
gested  that  the  application  of  the  pure 
principle  of  functionalization  must  be 
modified.  Functionalization  proper 
would  say  that  the  function  of  plan¬ 
ning,  for  example,  was  one  and  indi¬ 
visible — that  U  and  U'  in  the  diagram 
could  not  be  divided  in  the  manner 
shown.  Similarly,  other  functions 
could  not  be  divided.  It  is  then  very 
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B  =  Manufacturing  Management. 

U'V'W'X'Y'Z'-  Functional  Activities  within  Manufacturing 

Departments. 

C  =  Foremen. 

D  =  Workers. 


Figure  1.  Functionalization  Chart 
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doubtful  whether  the  manufacturing 
manager  (B),  would  have  any  duties 
left  at  all.  The  line  of  authority  from 
the  head  of  each  function  (U),  would 
be  unbroken  down  to  the  workers 
themselves,  and  collectively  would 
cover  every  activity  of  the  workers. 
The  problem  of  co-ordination  would 
then  arise  in  a  most  acute  form — a 
form  so  acute  it  is  suggested  that  the 
problem  may  be  regarded  as  insolu¬ 
ble.  Without  the  co-ordination  of  the 
manufacturing  management  (B),  the 
effective  combination  of  all  the  factors 
in  production  could  not  be  brought 
about.  The  point  of  co-ordination  at 
B  must,  therefore,  be  retained. 

VII 

Functionalization  Versus  Individual 
Control.  Lastly,  there  is  the  third 
consideration — that  functionalization, 
at  any  rate  at  present,  should  not  be 
allowed  to  complicate  the  immediate, 
direct,  and  individual  control  of  the 
workers.  This  is  mainly  a  matter  of 
psychology.  Functionalization,  carried 
out  to  its  full  extent,  would  involve  the 
functionalization  of  the  foreman,  so 
that,  according  to  the  number  of 
functions  into  which  any  business  was 
divided,  there  would  be,  with  one  or 
two  exceptions,  that  number  of  fore¬ 
men  over  any  one  worker.  In  British 
industry  at  the  present  time  such  a 
conception  is  unworkable.  The  worker 
wants  one  “boss”  with  whom  to  deal 
on  everything.  Nor  does  this  stop 
with  the  worker,  for  even  in  the  higher 
ranks  of  the  management  working 
through  a  functional  form  of  organi¬ 
zation  is  not  too  simple. 

A  full  comprehension  of  what  func¬ 
tionalization  means  is  therefore  es¬ 
sential.  The  workers  have  not  this 
comprehension,  nor  can  they  be  ex¬ 
pected  to  have  it.  I  feel  convinced  that, 
whether  functional  foremanship  is 


ultimately  desirable  or  not,  some  long 
time  must  elapse  before  it  can  be 
definitely  applied.  This  cannot  be 
done  until  the  workers  have  an  ade¬ 
quate  understanding  of  the  meaning 
and  practical  application  of  the  prin¬ 
ciple  of  functionalization.  In  the  dia¬ 
gram,  therefore,  the  dealings  of  the 
various  functions  with  the  workers  (D) 
are  in  all  cases  through  the  foreman  (C). 

This  is,  of  course,  not  to  say  that  in 
certain  directions  a  few  functional 
activities  do  not  touch  the  workers 
direct.  For  instance,  the  worker  will 
be  paid  his  wages  not  by  his  foreman, 
but  by  the  central  wage  office.  But 
in  the  main,  the  contention  stated 
remains  for  the  present  broadly  accu¬ 
rate — that  functionalization  cannot  be 
made  to  operate  below  the  shop 
foreman.  It  is  probable,  however,  that 
we  shall  see  a  gradual  extension  of 
direct  dealings  between  functional 
officers  and  the  workers,  but,  even  so, 
just  as  the  departmental  manager  will 
require  to  be  retained  for  the  purpose 
of  co-ordination,  so  also  will  the  shop 
foreman  need  to  be  retained. 

VIII 

Conclusion.  In  general,  therefore, 
the  writer  would  suggest  that  the  full 
application  of  the  principle  of  function¬ 
alization  must  be  modified  by  the  three 
stated  major  considerations  at  least. 
A  form  of  organization  must  ever  be 
subservient  to  the  needs  of  manage¬ 
ment.  The  making  of  an  organization 
is  the  providing  of  those  channels 
through  which  management  may  most 
effectively  flow.  If,  therefore,  man¬ 
agement  finds  difficulty  in  operating 
through  a  completely  functionalized 
form  of  organization,  whether  the 
difficulty  be  that  of  co-ordinated 
working  or  that  of  decisive  leadership 
of  the  workers,  the  form  of  organi¬ 
zation  must  be  modified  accordingly. 
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BY  J.  K.  MASON* 


ECONOMIC  intelligence  is  a  topic 
that  appears  with  increased  fre¬ 
quency  in  present-day  discussions  of 
industrial  affairs.  As  time  goes  on  it 
is  probable  that  it  will  become  the  most 
important  topic  in  such  discussions. 
For  it  contains  within  itself  the 
elements  upon  which  industrial  success 
depends.  Social  welfare,  moral  recti¬ 
tude,  happiness,  physical  health,  free¬ 
dom  from  waste,  increased  production, 
and  increased  earnings  for  all— these 
and  other  results  are  the  united  out¬ 
growth  of  a  general  understanding  of 
economic  laws.  Just  as  the  discovery 
and  intelligent  application  of  physical 
laws  has  engendered  a  vast  improve¬ 
ment  in  human  ability  to  create,  so 
likewise  will  full  obedience  to  economic 
law  build  up  not  only  a  wealthier  but  a 
happier  humanity,  and  one  that  will 
exercise  more  patience  in  the  relation¬ 
ships  of  government  and  individual, 
of  employer  and  employed,  of  nation 
and  nation. 

Within  the  complex  of  today’s 
economic  fabric  the  manufacturing 
plant  has  become  one  of  the  most 
important  units,  chiefly  because  much 
of  man’s  wants  can  now  be  satisfied 
only  through  its  activities.  It  is  in 
itself  an  economic  complex,  involving 
all  the  physical,  social,  and  moral 
problems  that  may  exist  wherever 
men  are  gathered  together.  And  since 
for  its  success  as  a  unit  it  must  neces¬ 
sarily  involve  the  affairs  of  every  in¬ 
dividual  composing  its  physical  organ¬ 
ism,  its  managers  must  be  actuated  by 
the  desire  to  see,  not  only  the  success  of 
the  organization  considered  as  a  whole, 
but  also  the  success  of  every  single 
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function  that  may  exist  within  that 
organization. 

II 

Requirements  for  Manufacturing  Suc¬ 
cess.  The  intelligence  necessary  for 
this  purpose  must  be  of  the  imag¬ 
inative  kind;  but  even  that  is  not 
enough.  It  must  likewise  be  analytical 
and  creative;  it  must  demand  eco¬ 
nomic  facts  from  the  accounting  sys¬ 
tem  upon  which  the  directing  heads 
base  their  acts.  Though  an  executive 
should  take  fully  into  consideration 
all  things  moral  and  social  within  his 
field  of  activity,  yet  his  acts  must  in  the 
main  be  the  results  of  mathematical 
study  and  in  his  thoughts  he  must 
follow  in  a  measure  the  method  of 
the  scientist. 

The  importance  given  to  facts,  and 
the  methods  and  principles  of  account¬ 
ing  in  the  preceding  articles  of  this 
series,  are  justified  if  the  truth  of  all 
this  is  conceded.  Manufacture  is  an 
undertaking  predicated  upon  an  in¬ 
vestment  of  money  in  capital  goods, 
whose  object  is  the  creation  of  utilities 
susceptible  of  exchange  for  money, 
and  whose  success  varies  with  the 
degree  of  co-operative  effort  put  for¬ 
ward  within  its  organism  and  with 
the  degree  of  intelligence  by  which 
the  activities  of  that  organism  are  di¬ 
rected.  The  intelligence  system — the 
accounting  and  statistical  departments 
— must  discover  to  what  extent  this 
success  has  been  achieved. 

Analysis  of  the  necessary  facts  upon 
which  economic  intelligence  must  be 
based  shows  that  the  accounts  of  a 
manufacturing  organism  must  develop 
figures  as  to: 
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1.  The  total  of  invested  capital,  repre¬ 
senting  the  owners’  interests  in  and  con¬ 
tribution  to  the  business 

2.  The  net  total  of  working  capital,  or  the 
part  of  the  capital  that  is  reserved  for  the 
conduct  of  activities 

3.  The  rate  of  capital  turnover,  or  the 
frequency  with  which  each  dollar  of  work¬ 
ing  capital  is  put  to  use 

4.  The  degree  of  operating  efficiency, 
showing  to  what  extent  the  organism  has 
utilized  the  economic  wealth  that  it  has 
expended 

5.  Income  and  expenditure  totals  and 
their  resulting  net  earnings,  reflecting  the 
organism’s  ability  to  create  new  economic 
wealth  at  a  figure  sufficient  to  satisfy  the 
demands  of  investment 

III 

Primary  Administrative  Functions. 
But  even  though  the  system  of  ac¬ 
counting  may  fully  reveal  these  facts, 
yet  its  service  is  not  complete  unless 
it  makes  a  further  contribution  to 
executive  intelligence.  It  must  ar¬ 
range  its  story  in  such  manner  that  the 
executive  may  follow  in  some  detail 
the  degree  of  success  with  which  the 
several  functions  of  the  organism 
affect  the  ratio  of  production  to  ex¬ 
penditure.  In  other  words,  the  struc¬ 
ture  of  the  account  schedule  must 
reflect,  so  far  as  conditions  permit,  the 
relative  totals  of  expenditure  made  for 
such  administrative  and  supervisory 
functions  as  are  of  controlling  im¬ 
portance. 

A  study  of  these  organizational 
functions  shows  that  there  are  four  of 
primary  and  nine  of  secondary  rank. 
The  former  group,  which  are  concerned 
with  the  general  development  and  per¬ 
petuation  of  the  investment  consist  of 
the  following : 

1.  The  direction  of  manufacturing  activi¬ 
ties 

2.  The  selling  and  distribution  of  prod¬ 
uct 


3.  The  direction  of  financial  matters. 

4.  General  executive  control. 

IV 

Secondary  Administrative  Functions. 
These  four  primary  functions  embody 
all  the  affairs  of  the  business.  Asso¬ 
ciated  with  and  representing  the 
interests  of  all  four  of  them  are  the  nine 
functions  of  secondary  rank  which  are 
directed  more  particularly  to  the 
solution  of  the  many  problems  con¬ 
nected  with  the  actual  creation  of  the 
product. 

They  are : 

1.  The  supervision  of  the  processes  and 
methods  of  fabrication 

2.  The  design  and  inspection  of  product 

3.  The  scheduling  and  delivery  of  product 

4.  The  establishment  of  prices,  stand¬ 
ards,  and  specifications 

5.  The  establishment  of  systems  and 
methods  of  intelligence 

6.  The  selection  and  protection  of  per¬ 
sonnel 

7.  The  procurement  and  storage  of 
materials 

8.  The  generation  and  distribution  of 
power 

9.  The  selection  and  maintenance  of 
equipment 

Because  of  local  or  current  condi¬ 
tions  within  any  single  organism  it  is 
not  always  feasible  to  arrange  a  chart 
of  organization  so  as  to  reflect  clearly 
the  responsibility  for  the  foregoing 
functions.  Such  a  condition  does  not, 
however,  mean  that  any  function  not 
so  reflected  may  for  that  reason  be 
overlooked. 

It  is  quite  in  conformity  with  good 
organization  to  combine  two  or  more 
functions  in  one  individual.  It  is  even 
conceivable  that  a  single  executive 
may  combine  all  the  functions  within 
his  one  responsibility.  Functions  are 
not  titles;  they  are  duties,  upon  whose 
performance  depends  the  complete 
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success  of  the  organism.  Economic 
intelligence  must  recognize  their  pres¬ 
ence  and  provide  for  their  direction. 
It  must  study  and  guide  their  activi¬ 
ties  in  order  to  enhance  their  effective¬ 
ness. 

V 

Arrangement  of  Accounting  System. 
In  the  development  of  an  industrial 
organism  and  in  the  construction  of  a 
system  of  accounts,  this  question  of 
function  seems  often  to  be  overlooked. 
For  this  reason  in  a  study  of  the 
economics  of  accounting,  and  of  the 
industrial  fabric  of  which  accounting 
is  a  part,  it  becomes  necessary  to 
draw  attention  at  least  to  the  funda¬ 
mental  conception.  For  whether  recog¬ 
nized  or  not,  the  function  exists;  and 
though  its  detail  may  at  first  sight 
appear  to  be  of  insufficient  importance 
to  justify  its  separate  reflection  in  the 
system  of  fact  assembly,  yet  its 
presence  should  be  known  and  its 
effect  upon  operative  policy  studied. 
Hence,  wherever  it  is  feasible  to  segre¬ 
gate  the  several  functions,  much  ad¬ 
vantage  is  to  be  gained  from  so 
arranging  methods  of  accounting  as  to 
reflect  for  each  function  the  expendi¬ 
tures  it  has  occasioned. 

With  that  in  view,  the  operating 
statement  may  so  be  arranged  as  to 
set  forth  the  depleting  effect  of  each 
function  upon  net  earnings.  The 
extent  of  detail  presented  may,  of 
course,  vary  in  each  case  as  desired; 
but,  as  has  been  indicated  in  the 


makeup  of  an  account  schedule,  treated 
in  a  preceding  article,  no  matter  how 
limited  may  be  the  detail  shown  with¬ 
in  the  operating  statement,  all  neces¬ 
sary  statistics  may  be  provided  by  a 
proper  construction  of  the  underlying 
classification  of  manufacturing  ac¬ 
counts.  Such  being  the  case,  resulting 
figures  may  be  studied  with  full  refer¬ 
ence  to  each  economic  factor  affecting 
earnings.  Standards  of  expenditure  for 
each  function,  the  amount  that  may 
be  allowed  under  varying  conditions  of 
production,  its  effect  upon  working 
capital,  its  relationship  to  price  and  to 
gross  income — these  and  other  con¬ 
siderations  equally  vital  will  make  of 
such  study  a  thing  of  considerable 
worth  to  executive  policies,  particu¬ 
larly  in  respect  to  that  portion  of 
functional  expenditure  that  constitutes 
operating  overhead. 

It  should  never  be  forgotten  that  the 
manufacturing  organism  is  a  great, 
pulsating  entity  susceptible  within  its 
personnel  to  healthful  or  unhealthful 
influence  as  is  any  human  body.  Its 
methods  of  conveying  facts  are  a  part 
of  its  nervous  system.  Its  health  de¬ 
pends  upon  the  proper  carrying  on  of 
all  its  component  functions.  Its  in¬ 
telligent  direction  requires  continuous 
study  and  corrective  action,  in  order 
that  no  single  part  may  weaken,  for 
as  in  the  human  body  it  is  by  perfect 
functional  balance  that  health  obtains. 
This,  for  the  manufacturing  organism, 
is  the  thought  upon  which  economic 
intelligence  must  center. 


KEEPING  A  RECORD  OF  FUTURE  CONTRACT 

LIABILITIES 

BY  CHRISTIAN  DJORUP* 


A  SO-CALLED  “future”  is  a  con¬ 
tract  for  the  purchase  or  sale  of  a 
commodity  or  foreign  exchange  for 
delivery  at  some  specified  future  time. 
Many  laymen  are  under  the  im¬ 
pression  that  such  future  contracts  are 
speculative  trades,  when  as  a  matter 
of  fact  they  are  usually  entered  into  to 
eliminate  speculation. 

Purchases  and  sales  of  commodities 
and  foreign  exchange  for  delivery  at 
some  future  time  have  been  made 
since  traders  started  dealing  in  com¬ 
modities,  but  only  in  recent  years  has 
the  importance  of  adequate  records  of 
these  transactions  been  recognized. 
During  the  last  few  years  large  losses 
have  been  incurred  by  the  foreign 
exchange  departments  of  banks  and 
by  merchants  on  account  of  the 
drastic  changes  in  exchange  and  com¬ 
modity  prices,  either  through  in¬ 
ability  of  the  other  party  to  live  up  to 
his  contract  or  on  account  of  the 
speculative  positions  they  had  taken  in 
foreign  exchange  or  commodities. 

Conservative  organizations  aim  to 
avoid  speculation.  They  desire  to 
maintain  a  nearly  balanced  position; 
in  other  words,  they  desire  neither  to 
take  a  “long”  position  (carry  a  large 
inventory,  sale  of  which  has  not  been 
contracted  for)  nor  a  “short”  position 
(contract  for  the  sale  of  an  article 
which  they  do  not  have  and  will  later 
have  to  purchase).  Far-sighted  business 
men  always  try  to  cover  their  needs  in 
advance.  Manufacturers  need  raw 
products  to  keep  their  mills  going  and 
buy  several  months  in  advance  of  the 
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time  specified  for  the  delivery  of  the 
finished  articles  to  buyers.  The  dealers 
who  sell  to  manufacturers  may  also  do 
so  for  delivery  at  some  future  date, 
and  if  they  do,  they  must  protect 
themselves  against  loss  from  an  ad¬ 
vance  in  market  prices  by  purchasing 
from  the  producers  likewise  for  de¬ 
livery  at  some  future  date. 

II 

Contract  Liabilities.  Every  future 
contract  involves  liabilities,  whether 
it  be  offset  by  another  future  contract 
or  by  a  present  cash  transaction.  This 
may  best  be  illustrated  by  the  follow¬ 
ing  example : 

Andre  and  Company,  New  York, 
sell  in  October  100,000  bushels  of 
wheat  to  Binet  et  Compagnie,  Havre, 
France,  at  francs  22.50  per  bushel  f .  a.  s. 
New  York  for  shipment  during  the 
month  of  January,  and  at  the  same  time 
buy  100,000  bushels  of  wheat  at  $1  per 
bushel  from  White  and  Company,  also 
for  delivery  in  January.  When  the 
shipment  goes  forward  they  will  draw 
and  sell  their  bill  of  exchange  for 
francs  2,250,000.  But  in  order  not  to 
speculate  in  franc  exchange,  Andre 
and  Company  immediately  sell  the 
bill  for  delivery  during  January  to  the 
Grain  Trust  Company  at  7.50  cents 
per  franc,  or  for  the  total  sum  of 
$168,750. 

Andre  and  Company  have  thus 
entered  into  three  contracts  with 
corresponding  liabilities : 

1.  They  must  deliver  francs  2,250,000  to 
the  trust  company  during  January  irrespec¬ 
tive  of  the  outcome  of  their  wheat  transac- 
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tion,  or  else  settle  for  the  difference  between 
the  contract  price  of  7^  cents  per  franc 
and  the  market  price  prevailing  when  the 
future  matures. 

2.  They  must  ship  100,000  bushels  of 
wheat  to  Binet  et  Compagnie  during  Jan¬ 
uary  or  settle  for  the  difference  between  the 
contract  price  of  francs  22.50  and  the  mar¬ 
ket  price  at  the  time.  If,  on  the  other  hand, 
their  foreign  buyer  should  fail  in  business 
or  cancel  his  side  of  the  contract  for  one 
reason  or  another,  they  will  be  forced  either 
to  sell  the  wheat  at  market  price  or  settle 
with  their  own  seller  for  non-acceptance  of 
the  wheat. 

3.  They  must  accept  and  pay  for  100,000 
bushels  of  wheat  purchased  from  White 
and  Company,  and  if  the  latter  should  fail 
in  business  or  cancel  their  contract  obliga¬ 
tion  Andre  and  Company  must  buy  the 
wheat  in  the  market  to  liquidate  their  own 
contract  liability. 

These  liabilities  should  be  recog¬ 
nized  by  dealers  in  the  future  and  in 
the  following  paragraphs  a  system  of 
recording  the  position  or  status  of  the 
commodities  and  the  amounts  in¬ 
volved  is  outlined. 

Ill 

Contract  Confirmation.  Future  con¬ 
tracts  are  usually  made  by  the  trader 
through  a  broker.  The  trader  should 
prepare  a  purchase  or  sales  slip,  giving 
information  as  to  quantity,  quality, 
price,  terms,  and  name  of  broker  or 
dealer,  which  is  delivered  to  the  other 
party  for  the  purpose  of  confirming  the 
contract.  Every  broker  confirms  the 
contracts  made  by  him  and  these  con¬ 
tracts  should  be  further  confirmed  by 
the  principals  of  the  trades  involved. 

The  contract  confirmations  can  be 
typed  on  multiple  carbon  forms.  The 
first  or  original  copy  will  be  mailed  to 
the  other  party  to  the  contract.  It 
will  be  narrower  than  the  remaining 
copies  and  will  contain  all  the  infor¬ 
mation  shown  in  the  contract,  while 


the  other  forms  will  in  addition  show 
the  dollar  amount  involved,  which  is 
necessary  for  recording  purposes. 

The  second  copy  is  used  as  a  posting 
medium  for  the  general  ledger  control 
and  is  later  filed  under  the  name  of 
buyer  or  seller  as  a  liability  record. 

The  third  copy  shows  the  reversal 
of  the  entry  at  the  maturity  of  the 
contract,  and  provides  for  part  deliv¬ 
eries.  It  is  filed  under  the  month  of 
the  future  or  option  and  serves  as  a 
tickler. 

The  fourth  copy  is  filed  in  numerical 
order  and  establishes  a  contract  register. 

Additional  copies  can  be  made  for 
auditing  purposes  and  to  prepare  a 
broker’s  file. 

IV 

Controls.  At  frequent  intervals  the 
copies  of  confirmations  in  the  files 
should  be  proved  against  the  controls 
established  through  the  following 
records : 

Trading  Sheets  and  Summary.  The 
traders’  slips  showing  purchase  or  sale 
for  future  delivery  should  be  recorded 
in  trading  sheets  which  will  contain 
all  the  necessary  information  as  to 
commodity,  price,  terms,  broker,  and 
principal.  From  the  sheets  a  summary 
is  prepared  segregating  the  different 
kinds  of  commodities  as  to  quantities 
and  dollar  value  at  contract  price. 
The  summary  is  the  posting  medium 
for  the  position  record  and  the  con¬ 
tract  ledger. 

Position  Record.  Any  three-column 
form  can  be  used  to  record  the  trader’s 
position.  One  column  will  be  used  for 
the  spot  or  cash  position,  one  for  the 
future  purchases  and  sales,  and  the 
third  for  the  net  position  of  each  com¬ 
modity  dealt  in.  The  day’s  business 
is  started  with  the  balances  of  the 
preceding  day.  The  inventory  or  short 
position  in  spot  or  cash  commodities 
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is  shown  as  plus  or  minus  in  the  first 
column.  On  the  same  line  is  recorded 
the  “long”  or  “short”  position  in 
future  contracts,  and  the  total  or  the 
difference  between  these  two  items  pre¬ 
sents  the  net  position  in  the  third  column. 

From  the  summaries  of  the  spot  and 
future  trading  sheets  are  recorded  the 
purchases  and  sales  as  plus  or  minus 
under  each  commodity  in  the  first 
two  columns  and  also  in  the  third 
column.  The  net  “long”  or  “short” 
position  ascertained  for  each  kind  of 
merchandise  or  foreign  exchange  will 
have  to  agree  with  the  aggregate  of 
the  net  balances  shown  at  the  close  of 
the  day  in  the  spot  and  future  columns. 
These  positions  should  be  compared 
daily  with  those  kept  by  the  traders  on 
pads  or  sheets,  and  with  the  daily  trial 
balances  prepared  from  the  contract 
ledger  as  outlined  in  the  following 
paragraphs. 

Contract  Ledger .  Separate  ledger 
sheets  are  kept  for  each  kind  of  com¬ 
modity  and  for  every  month  of  ma¬ 
turity  or  delivery  segregated  into  one 
section  for  purchases  and  another  for 
sales.  Postings  to  this  ledger  are  made 


from  the  future  purchase  and  sales 
sheets  and  from  “matured”  future 
sheets,  which  are  prepared  when  the 
future  contracts  mature  or  the  options 
are  liquidated.  A  trial  balance  should 
be  taken  off  daily,  and  compared  with 
the  controlling  accounts  and  the  posi¬ 
tion  record  mentioned  before. 

The  system  outlined  above  can  be 
expanded  to  include  a  daily  profit  and 
loss  check  based  upon  comparison  of 
the  contract  values  with  market 
prices.  This  may  seem  a  laborious 
task,  but  in  several  active  foreign 
exchange  departments  a  machine  cal¬ 
culator  prepares  the  figures  necessary 
for  the  daily  profit  and  loss  system  in 
less  than  an  hour. 

Merchants  are  realizing  that  com¬ 
petition  is  growing  keener  every  day 
and  that  the  margins  of  profit  are 
becoming  narrower.  They,  therefore, 
see  more  clearly  than  ever  that  proper 
accounting  records  are  very  essential 
for  the  successful  conduct  of  any 
business.  Those  who  enter  into  future 
contracts  require  some  such  system  of 
recording  the  contract  liabilities  as 
described  above. 


THE  SURPLUS  OF  CORPORATIONS 


IV— THE  MEASUREMENT  OF  SURPLUS 

BY  PAUL  W.  PINKERTON* 


THE  surplus  of  a  corporation  is  the 
variable  which  measures  the  in¬ 
crease  or  decrease  in  its  net  worth. 
The  other  factor  in  the  net  worth,  the 
capital  stock,  remains  reasonably  con¬ 
stant. 

Since  surplus  is  the  difference  be¬ 
tween  the  book  value  of  the  assets  and 
the  sum  of  the  liabilities  and  the 
capital  stock,  it  follows  that  any  under¬ 
valuing  or  overvaluing  of  the  assets  is 
immediately  and  to  the  same  extent 
reflected  in  an  under-  or  overvaluation 
of  the  surplus  and  consequently  of  the 
corporation  itself.  Equally  erroneous 
results  in  the  showing  of  the  net  worth 
of  the  corporation  arise  from  the  omis¬ 
sion,  understatement,  or  overstatement 
of  a  liability. 

Because  of  these  facts,  the  problem 
of  asset  valuation  is  a  vital  one  in  the 
preparation  of  financial  statements.  If 
there  were  no  such  problem — if  there 
were  any  formula  by  which  all  assets  of 
whatever  type  could  be  stated  simply 
in  terms  of  a  dollar  equivalent  without 
any  necessity  for  saying  whether  they 
were  cash  or  buildings,  accounts  re¬ 
ceivable  or  good-will — balance  sheets 
would  be  unnecessary,  and  only  the 
net  worth  of  the  business  would  be 
needed  as  a  gauge  of  its  direct  financial 
responsibility. 

But  in  the  absence  of  any  such  means 
of  predigesting  values,  prospective 
creditors  and  investors  require  state¬ 
ments  of  specific  assets  and  liabilities 
to  which  they  then  apply  such  rules  of 
analysis  as  they  have  adopted  for  their 

*  Member  of  the  firm  of  Coffield,  Sanders  and 
Company,  Certified  Public  Accountants,  Indianapolis, 
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guidance.  The  satisfactory  expansion 
of  credit  is  dependent  in  part  on  the 
reliability  of  financial  statements  sub¬ 
mitted  to  lenders  and  to  present  or 
prospective  investors.  If  the  assets  are 
overvalued  and  the  liabilities  under¬ 
stated  on  such  statements,  the  surplus 
shown  will  be  more  than  actually  exists. 
If  the  assets  are  undervalued  or  the 
liabilities  overstated,  the  surplus  will 
appear  too  small  and  hidden  reserves 
will  exist. 

II 

Creation  of  Hidden  Reserves.  The 
most  common  entries  which  result  in 
the  creation  of  hidden  reserves  are 
those  which: 

1.  Reduce  the  total  value  of  the  assets  by 

(a)  Charging  additions  or  better¬ 

ments  to  expense 

(b)  Charging  assets  of  real  value  off 

the  books  against  profit  and 
loss  or  surplus 

(c)  Writing  down  the  book  figure  of 

assets  of  real  value  beyond 
what  is  proper,  either  through 
the  taking  of  excessive  de¬ 
preciation  or  by  arbitrary 
write-offs 

2.  Increase  the  showing  of  liabilities 
improperly  by 

(a)  Entering  fictitious  liabilities 

(b)  Overstating  actual  liabilities 

Specific  examples  under  a  few  of  the 
above  classifications  are  the  charging 
of  additions  to  Repairs  account,  the 
creation  of  unduly  large  allowances  for 
bad  debts,  and  the  charging  of  costs  of 
manufacture  to  expense,  thereby  re¬ 
ducing  the  value  of  any  inventory 
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(carried  at  cost)  of  work  in  process  or 
finished  product. 

In  addition  to  the  above  entries  from 
which  hidden  reserves  result,  we  find 
them  created  also  by  an  omission,  the 
failure  to  show  on  the  books  increases 
in  the  value  of  assets. 

Hidden  reserves  may  be  established 
either  intentionally  or  unintentionally. 
That  is  to  say,  they  may  result  from 
entries  made  or  omitted  on  the  books 
with  the  purpose  of  making  a  low 
showing  of  the  net  worth,  or  they  may 
be  brought  about  through  entries  or 
omissions  which  result  from  careless¬ 
ness  or  from  lack  of  knowledge  of  con¬ 
ditions  or  of  the  effect  of  the  entries  or 
omissions. 

The  intentional  creation  of  hidden 
reserves  results  principally  from  one  or 
more  of  the  following  desires: 

1.  To  be  conservative,  either  for  the  sole 
sake  of  the  complacent  feeling  of  righteous¬ 
ness  which  results  therefrom  or  to  avoid 
any  possibility  of  being  accused  of  mis¬ 
representation 

2.  To  lessen  taxes  by  the  understatement 
of  net  worth  or  of  profits 

3.  To  keep  stockholders  in  ignorance  of 
true  conditions,  either: 

(a)  Fraudulently,  in  order  to  induce 

some  of  them  to  sell  their 
stock  for  less  than  it  is  really 
worth;  or 

(b)  With  honest  intent,  in  order 

that  there  may  be  a  hidden 
surplus  from  which  dividends 
at  the  same  rates  may  be  de¬ 
clared  in  years  of  lean  profits 

4.  To  keep  competitors  in  ignorance  as 
to  the  real  worth  of  the  business 

The  arguments  presented  in  favor  of 
the  creation  of  hidden  reserves  will  be 
almost  apparent  from  the  above  list  of 
purposes  for  their  creation.  The  desire 
to  be  reasonably  conservative  is  always 
to  be  commended  rather  than  criti¬ 
cized.  The  stabilizing  of  dividend  rates 
is  a  great  factor  in  freeing  a  corporation 
from  the  danger  of  distress  in  panicky 


times.  But  it  is  undoubtedly  true  that 
there  is  usually  an  incessant  demand  on 
the  part  of  stockholders  for  the  dis¬ 
tribution  of  any  large  free  surplus 
which  appears  on  the  balance  sheet. 
Such  a  distribution  would  of  course 
weaken  the  corporation’s  resistance 
against  those  epidemics  of  business 
disease  which  regularly  pass  over  the 
country. 

It  is  argued  against  the  creation  of 
hidden  reserves  that  they  work  in¬ 
justice,  even  if  not  intentionally,  be¬ 
cause  stockholders  and  prospective 
purchasers  of  stock  are  unable  to 
determine  the  true  value  of  their  hold¬ 
ings  in  the  corporate  enterprise.  The 
stockholders  are  as  a  result  often  un¬ 
able  to  sell  their  stock  at  its  true  value, 
or  are  induced  to  sell  for  less  than  the 
stock  is  really  worth,  the  assets  and  the 
earnings  of  the  company  having  been 
shown  at  too  low  a  figure  in  the 
published  statements.  The  way  in 
which  “bearish”  reports  can  be  used 
to  discourage  holders  of  stock  and 
make  them  willing  to  sell  has  been  the 
subject  of  much  newspaper  editorial 
writing  in  recent  years.  It  does  not 
seem  that  there  is  any  moral  code 
which  would  justify  the  board  of 
directors  of  a  corporation  in  making 
deliberate  misstatements  of  fact  in  a 
report  to  stockholders. 

The  discussion  of  the  propriety  of  the 
establishment  of  hidden  reserves  is 
really  futile,  because  both  sides  agree 
that  the  spirit  of  conservatism  is  com¬ 
mendable  when  not  carried  to  excess 
and  when  its  application  to  values 
works  no  injustice  on  interested  per¬ 
sons.  But  when  the  “conservatism” 
runs  to  such  an  extent  that  the  values 
are  distorted  and  untrue,  it  loses  value 
because  it  destroys  faith  in  the  reli¬ 
ability  of  the  statement.  The  writing 
down  of  a  valuable  asset  to  a  book 
figure  of  $1  can  hardly  be  commended, 
although  there  is  much  precedent  on 
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the  part  of  conservative  enterprises  for 
such  entries.1 

Ill 

Overstatement  of  Net  Worth.  While 
the  propriety  of  the  creation  of  hidden 
reserves  may  at  times  be  a  subject  of 
discussion,  no  doubt  exists  as  to  the 
lack  of  propriety  in  the  opposite  condi¬ 
tion.  The  overstatement  of  net  worth, 
either  by  the  overvaluation  of  assets  or 
the  understatement  of  liabilities,  is 
never  justifiable,  although  it  is  not 
always  the  result  of  an  attempt  to 
perpetrate  fraud.  It  results  fully  as 
often  from  ignorance,  from  over¬ 
optimism,  from  the  fact  that  the  wish 
is  so  many  times  father  to  the  thought, 
and  from  an  attempt  by  auto-suggestion 
to  buoy  up  the  depressed  spirits  of  the 
man  or  men  who  make  the  overvalua¬ 
tion.  But  in  no  case  can  overstatement 
of  net  worth  be  condoned,  because 
whether  or  not  fraud  is  intended,  fraud 
is  likely  to  result. 

Prior  to  the  advent  of  high  taxes, 
except  in  unusual  cases  where  there 
were  special  reasons  for  understating 
values  or  profits,  the  ordinary  balance 
sheet  too  often  showed  the  result  of  an 
unwillingness  to  provide  sufficient  re¬ 
serves  for  doubtful  accounts  receivable 
or  for  depreciation,  or  to  cut  inventory 
values  to  show  fluctuations.  Anything 
for  which  money  or  other  assets  had 
been  paid  or  stock  had  been  issued,  if 
it  was  still  in  the  possession  of  the 
purchaser,  was  allowed  to  remain  on 
the  books,  irrespective  of  its  possible 
lack  of  value. 

IV 

The  Trend  Toward  Conservatism.  But 
high  taxes  presented  a  potent  reason 
why  assets  of  little  more  than  deferred- 

1  R.  H.  Montgomery,  “Auditing  Theory  and  Prac¬ 
tice,”  Vol.  I,  p.  220  (1922  ed.) ;  “  Modern  Accounting,” 
by  Professor  Hatfield;  and  Henry  C.  Cox,  “Advanced 
and  Analytical  Accounting”  (Vol.  IV,  of  “Business 
Accounting  Series”)  p.  41. 


expense  value  purchased  in  the  taxable 
period  should  be  charged  off  in  order  to 
obtain  the  right  to  deduct  them  from 
income  for  purposes  of  computing  the 
tax.  In  the  desire  to  reduce  the  show¬ 
ing  of  current  profits  to  the  lowest  legal 
possibility,  severe  cuts  were  made  in 
the  book  figures  of  all  current  assets 
which  showed  indications  of  possible 
overvaluation. 

In  pursuance  of  this  policy  inven¬ 
tories  were  rid  of  all  unsalable  merchan¬ 
dise;  receivables  were  written  off  if 
they  were  considered  at  all  doubtful, 
thus  reversing  the  older  practice  of 
leaving  them  standing  as  current 
assets  until  it  was  decided  that  there 
was  no  longer  the  slightest  possibility 
of  realization ;  depreciation  was  claimed 
at  rates  which  the  claimant  himself 
would  have  laughed  at  as  preposterous 
had  a  banker  suggested  them  in  com¬ 
menting  on  the  balance  sheet;  ob¬ 
solescence  was  provided  for  as  fully  as 
was  allowable  under  the  regulations. 
Words  never  previously  heard  of  by 
the  average  business  man  became 
matters  of  real  interest  to  him  if  they 
seemed  to  show  new  ways  of  cutting 
the  showing  of  profits. 

Of  course  the  effect  of  all  this  was  a 
reduction  of  the  amount  of  surplus 
shown  on  the  balance  sheet,  since  sur¬ 
plus,  speaking  largely,  is  the  accumula¬ 
tion  of  undistributed  profits.  But  the 
tendency  to  reduce  surplus  was  in  part 
offset  by  the  profits  tax  laws,  which, 
because  they  allowed  as  exempt  from 
tax  that  amount  of  income  which 
might  be  considered  as  a  proper  return 
on  the  amount  of  capital  invested,  had 
the  effect  of  causing  the  reinstatement 
in  balance  sheets  of  many  assets  which 
because,  perhaps,  of  conservatism  had 
been  previously  charged  off  and  allowed 
to  become  hidden  reserves. 

The  principles  put  into  effect  during 
the  last  few  years  in  avoiding  any 
possibility  of  overstatement  of  profits 
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constitute  a  forward  step,  the  con¬ 
tinuation  of  which  bankers  should  en¬ 
deavor  to  assure.  If  they  insist  upon 
it,  the  balance  sheet  will  be  more  of  a 
guide  to  borrower,  lender,  and  investor 
alike.  It  will  not  have  to  be  discounted 
as  arbitrarily  and  heavily  as  in  the  past, 
and  will  be  a  truer  gauge  of  values.2 

V 

Determination  of  Net  W orth .  N othing 
that  has  been  said  is  to  be  understood 
as  commending  the  creation  of  hidden 
reserves.  It  is  merely  the  recognition 
of  the  fact — and  the  application  of  that 
fact— that  the  natural  tendency  is 
toward  overstatement,  and  that  in 
endeavoring  to  combat  that  tendency 
reasonably  and  judiciously  it  is  hardly 
likely  that  material  understatement 
will  result. 

How,  then,  should  the  true  net 
worth  figure  be  determined?  For  the 
determination  of  asset  values,  certain 
definite  and  more  or  less  arbitrary  rules 
have  been  laid  down.  These  fix  the 
circumstances  under  which  assets  should 
be  valued  at  cost,  at  realizable  value, 
at  replacement  value,  or  on  some  other 
basis.  Liabilities,  however,  present 
problems  only  of  inclusion,  not  of 
valuation.  Does  the  indebtedness  exist, 
or  does  it  not?  There  is  no  question  of 
appraisement.3 

It  seems  almost  needless  to  say  that 
all  liabilities  must  be  shown  as  such  on 
the  balance  sheet,  whether  due  or  not. 
Perhaps  the  most  common  oversight  in 
this  respect  is  the  failure  to  show 
federal  (and  perhaps  state)  income 
taxes  among  the  liabilities  as  of  the 
last  day  of  the  fiscal  year.  Such  taxes 
become  actual  liabilities  as  the  profits 
are  earned.  The  fact  that  they  are  not 

2  R.  H.  Montgomery,  “  Influence  of  the  War  on 
Balance  Sheets,”  Journal  of  Accountancy,  July,  1919, 

p.  2. 

3  R.  H.  Montgomery,  “Auditing  Theory  and  Prac¬ 
tice,”  Vol.  I,  p.  222  (1922  ed.);  and  R.  B.  Kester, 
"Accounting  Theory  and  Practice,”  Vol.  II,  p.  97. 


due  until  some  date  after  the  close  of 
the  fiscal  year  does  not  make  them  any 
the  less  a  liability.  The  principle  is  the 
same  as  in  the  case  of  merchandise  bills 
on  which  the  goods  have  been  received 
with  a  90-day  dating  arranged  for  on 
the  invoices. 

VI 

Basis  of  Asset  Valuation.  Granting 
that  all  liabilities  must  be  shown  and 
that  there  is  no  question  of  appraise¬ 
ment  in  connection  with  them,  the 
question  of  the  proper  measurement  of 
surplus  becomes  a  problem  in  the 
proper  valuation  of  the  assets,  this 
being  the  only  remaining  unknown 
quantity.  Among  the  many  different 
bases  in  use  for  the  valuation  of  assets 
are: 

Original  cost 

Cost  to  repurchase  or  replace  new 

Original  cost  less  adequate  depreciation 
(due  to  wear  and  tear)  to  date 

Present  market  or  sales  value 

Value  at  forced  sale 

It  is  evident  that  the  valuation  of 
almost  any  group  of  mixed  assets  on 
one  of  these  bases  may  be  very  different 
from  the  valuation  which  would  be 
secured  by  using  another  basis.  As  all 
of  the  bases  mentioned  are  allowable  in 
valuations  for  different  purposes,  the 
proper  measurement  of  surplus  de¬ 
pends  on  the  choice  of  a  correct  basis 
for  valuation  as  well  as  on  the  accuracy 
of  the  valuation  figures  when  that  basis 
has  been  selected. 

The  difficulties  in  making  the  de¬ 
termination  of  the  proper  basis  are 
perhaps  especially  noticeable  in  con¬ 
nection  with  receivers’  appraisements. 
Assume  the  case  of  a  company  organ¬ 
ized  to  manufacture  a  certain  sanitary 
appliance.  Its  machinery  was  all 
specially  designed  and  is  suited  to  little 
else  than  the  manufacture  of  its  par¬ 
ticular  product.  The  opinion  of  the 
receiver  is  that  the  failure  of  the 
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company  was  due  only  to  lack  of 
capital,  and  that  its  patents  are  very 
valuable.  He  feels  that  he  should  be 
able  to  accomplish  a  reorganization  and 
sell  the  entire  business  as  a  going  con¬ 
cern.  He  therefore  instructs  his  ap¬ 
praisers  to  value  the  assets  conserva¬ 
tively,  but  on  a  going-business  basis. 

But  as  time  passes  he  finds  himself 
unable  to  interest  more  capital  in  the 
project  and  it  is  ultimately  necessary 
for  him  to  dispose  of  the  assets  at 
auction.  The  patents  bring  nothing; 
the  expensive  special  equipment  goes 
largely  to  junk  dealers  at  prices  based 
on  its  weight  and  the  current  quotation 
on  scrap  iron.  There  is  a  heavy  loss  on 
realization  and  the  receiver  is  perhaps 
subject  to  the  criticism  of  the  court. 

And  yet,  at  any  time  up  to  the  date 
of  receivership,  the  proper  valuation 
for  the  machinery  owned  by  this 
company  would  have  been,  not  this 
combination  of  forced  sale  and  junk 
values,  nor  even  the  low  value  at 
which  it  was  appraised  under  the 
receiver’s  instructions  of  conservative 
valuation  as  a  going-concern,  but  a 
value  based  on  original  cost,  reduced, 
however,  by  adequate  depreciation. 

“Value”  is  a  relative  term,  and  the 
value  of  any  article  is  dependent  solely 
on  the  use  to  which  the  article  is  put. 
The  value  of  a  thing  to  one  man  is  not 
the  same  as  its  value  to  someone  else. 
The  nature  of  the  assets  found  in 
balance  sheets  is  so  far  from  uniform 
that  there  is  no  single  rule  that  is 
accepted  for  the  valuation  of  them  all. 

Because  realizable  value  is  altogether 
a  matter  of  opinion  prior  to  the  con¬ 
summation  of  a  sale,  realizable  value 
has  been  generally  considered  an  im¬ 
proper  basis  for  valuation.  The  effort 
has  always  been  made  to  eliminate  the 
element  of  personal  opinion  from  the 
preparation  of  balance  sheets,  in  so  far 
as  that  is  possible.  Therefore  cost, 
which  would  seem  to  be  a  definite 


figure  easily  ascertained,  has  been 
accepted  as  the  best  basis  with  which 
to  measure  the  book  value  of  the  assets 
of  a  going  concern,  this  cost  being 
subject  to  a  reduction  to  record  the  loss 
due  to  wear  and  tear,  obsolescence  and 
inadequacy  of  fixed  assets,  and  the 
decline  in  market  values  of  current 
assets. 

This  is  the  broad  rule  on  which 
accounting  and  good  business  practice 
have  stood  for  years.  A  tendency  is 
developing,  however,  to  break  away 
from  it  in  some  features  which  will  be 
suggested  below. 

VII 

Cost  as  a  Basis  of  Valuation.  It  is  not 
always  true  that  “cost”  is  a  figure  easy 
of  ascertainment.  In  fact  it  is  to  be 
admitted  that  no  two  men,  with  all  the 
known  facts  and  figures  before  them, 
would  arrive  at  the  same  calculation  of 
the  total  cost  of  any  fair-sized  plant. 
Freight  on  machinery,  cost  of  installa¬ 
tion,  salaries  of  general  officers  during 
construction,  interest  duringthat  period, 
losses  and  wastes  during  early  try-outs 
— all  these  offer  problems  in  which  it  is 
difficult  to  draw  the  line  practically  as 
well  as  theoretically. 

When  one  considers  the  problems  of 
accounting  for  the  multitude  of  later 
repairs,  replacements,  slight  additions 
and  betterments,  in  regard  to  any  of 
which  there  may  have  been  an  im¬ 
proper  choice  on  the  books  between  a 
charge  to  expense  and  a  charge  to 
capital,  one  can  readily  see  the  diffi¬ 
culty  in  the  way  of  determining  actual 
cost.  If  any  such  expenditures,  which 
added  nothing  to  the  real  value  on 
hand,  have  been  added  to  the  cost  as 
shown  by  the  books,  or  vice  versa,  the 
book  cost  is,  to  that  extent  at  least, 
erroneous. 

The  margin  between  profit  and  loss 
can  very  easily  be  represented  by  an 
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improper  handling  of  such  items  and  of 
depreciation,  which  is  of  course  a 
matter  of  opinion  at  the  best.  Cost  as 
usually  shown  is  therefore  an  approxi¬ 
mate  rather  than  an  accurate  cost. 

The  rule  that  no  assets  may  be 
valued  above  cost  has  been  an  accepted 
accounting  principle  for  years.  But 
there  has  been  a  rapid  and  apparently 
permanent  increase  in  certain  values 
during  recent  years.  This  increase  in 
values  without  an  equal  increase  in  the 
figures  representing  those  values  on 
financial  statements  has  resulted  in  the 
creation  of  secret  reserves.  Thus  the 
fact  has  been  emphasized  that  a 
balance  sheet  whose  values  were  not 
permitted  to  reflect  permanently 
changed  conditions,  was  a  rule-of- 
thumb  balance  sheet,  an  arbitrary 
creation  rather  than  one  of  intelligence. 

And  so  it  has  come  to  be  permissible 
to  value  fixed  assets  at  a  conservative 
appraisal  of  their  value  based  on 
present  reproductive  costs.  This  dis¬ 
pensation  is  not  to  be  used  as  a  play¬ 
thing.  The  indulgence  which  it  grants 
is  to  be  taken  seriously.  Only  when  the 
change  in  value  is  material,  undisputed, 
and  considered  permanent  should  it  be 
recorded  on  the  books  or  shown  in  a 
financial  statement. 

Values  had  been  more  stable  before 
the  last  decade,  and  the  older  rules 
were  then  satisfactory  because  the 
balance  sheets  prepared  under  them 
reflected  true  net  worth  perhaps  as 
nearly  as  was  possible.  But  when  certain 
values  began  rising  so  rapidly,  due  to 
change  in  the  world’s  economic  situa¬ 
tion,  new  rules  had  to  be  evolved  to 
meet  the  demand  that  the  balance 
sheet  approximate  true  net  worth. 

VIII 

Valuation  of  Inventories.  Standard 
accounting  practice  has  required  the 
pricing  of  inventories  at  cost  or  else  at 


“cost  or  market,  whichever  is  lower.” 
But  lately  much  dissatisfaction  has 
been  found  with  this  rule.  Mont¬ 
gomery,  for  example,  finds  it  proper 
under  certain  conditions  to  value 
inventories : 

1.  At  less  than  either  cost  or  market 

2.  At  cost  or  market,  whichever  is  lower 

3.  At  reproduction  cost  when  that  is 

higher  than  replacement  cost 

4.  At  market  when  market  is  higher  than 

cost 

5.  At  selling  price 

He  considers  it  proper  to  reduce  the 
inventory  below  either  cost  or  market 
when  it  is  evident  that  the  current 
market  and  the  market  at  the  time  of 
the  purchase  of  the  merchandise  in¬ 
cluded  in  the  inventory  were  both 
unduly  high  because  of  an  inflation 
from  which  there  must  be  a  reaction. 
“The  experience  of  hundreds  of  years 
emphasizes  the  dangers  of  considering 
such  inflated  prices  to  be  normal.”4 

Since  the  Bureau  of  Internal  Reve¬ 
nue  began  scrutinizing  inventories 
there  has  been  much  discussion  as  to 
the  proper  basis  of  valuation  under 
varying  conditions.  The  reason  for  the 
wide  interest  in  the  matter  is  of  course 
the  effect  which  the  valuation  of  in¬ 
ventories  has  on  the  determination  of 
profit,  and  in  this  fact  is  possibly  found 
the  crux  of  the  difficulty. 

A  profit  and  loss  statement  should 
reflect  the  results  of  the  operation  of 
the  business.  But  for  the  charging  of 
downward  fluctuations  against  profit 
there  is  a  reason  more  potent  than 
merely  the  correct  standard  of  profit 
determination,  i.e.,  that  good  business 
policy  requires  the  cognizance  of  prob¬ 
able  future  losses  before  considering 
profits  as  earned  and  available  for 
dividends.  In  other  words,  the  prac- 

4  Montgomery,  “Auditing  Theory  and  Practice” 
(1922  ed.),  Vol.  I,  pp.  126-150.  See  also  articles  by 
J.  Paul  Suter  on  “The  Pricing  of  Inventories,”  Journal 
of  Accountancy,  April,  1920,  p.  276,  and  by  W.  A. 
Paton,  “Valuation  of  Inventories,”  Journal  of 
Accountancy,  December,  1922,  p.  432. 
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tice  of  writing  inventories  down  to 
market  or  some  other  figure  below  cost 
is  in  reality  the  establishment  of  a 
reserve  for  inventory  fluctuations.5 

The  balance  sheet  should  reflect 
values;  the  profit  and  loss  statement 
has  little  to  do  with  them.  The  balance 
sheet  would  better  be  called  a  state¬ 
ment  of  assets  and  liabilities.  It  has 
been  aptly  defined  by  someone  as  a 
“screen  picture  of  the  financial  position 
of  a  going  business  at  a  certain 
moment.”  Under  these  conditions, 
then,  it  should  reflect  trends  upward  as 
well  as  downward,  in  the  valuation  of 
current  assets  as  well  as  of  fixed.  But 
care  must  be  taken  to  see  that  upward 
fluctuations  are  not  improperly  taken 
into  profit,  that  their  amount  is  so 
earmarked  on  the  balance  sheet  that 
no  one  will  be  deceived,  and  that  this 
procedure  is  not  made  the  means  of 
overvaluation,  gross  or  slight.  Let 
there  be  conservatism  always,  but  not 
conservatism  to  the  extent  of  present¬ 
ing  a  manifest  understatement. 

IX 

Appraisals.  While  it  seems  that  this 
is  undoubtedly  the  principle  which 
should  guide  in  the  preparation  of 
balance  sheets,  are  we  to  accept  ap¬ 
praisal  instead  of  cost  in  the  determina¬ 
tion  of  values?  Such  a  policy  would 
seem  to  open  up  a  wide  gate  for  error 
and  even  fraud.  Yet  the  arguments  in 
its  favor  are  almost  insurmountable, 
and  against  it  there  are  presented  only 
the  reasons  of  conservatism  and  past 
habits.  The  former  is  not  of  itself  of 
great  strength;  accuracy  is  far  more 
meritorious.  And  our  habits  are  chang¬ 
ing  rapidly  in  these  days  of  economic 
and  social  unrest. 

It  is  not  a  great  while  since  an 
accountant  would  have  considered  it 

8  See  article  by  R.  E.  Booth  in  Administration  for 
July,  1921,  pp.  96,  97. 


unforgivable  to  show  at  any  other 
figure  than  cost  a  city  lot  which  had 
been  bought  years  before  at  $60,000, 
even  if  its  present  value  were  undis- 
putedly  $600,000.  That  time  has  gone, 
because  accountants  found  that  con¬ 
servative  business  men — bankers  and 
others — considered  such  an  attitude 
ridiculous  instead  of  conscientious. 

In  earlier  days  it  would  have  been 
necessary  for  the  owners  of  the  lot  to 
sell  it  in  order  to  get  the  appreciation 
on  their  books.  They  might  have  had 
to  organize  a  corporation  and  transfer 
the  lot  for  a  million  dollars  in  stock, 
whereupon  it  would  have  been  con¬ 
sidered  perfectly  proper  to  show  the 
lot  as  worth  a  million  dollars.  Is  it  not 
far  better  to  be  willing  to  show  it  at 
its  actual  value  of  $600,000  in  the 
hands  of  the  first  owner  than  to  force 
him  to  organize  the  corporation  and 
then  raise  no  objection  to  carrying  the 
lot  at  a  million? 

There  are  those  who,  while  willing  to 
accept  the  appraisal  because  the  lot 
was  purchased  so  many  years  ago, 
would  yet  refuse  to  accept  it  had  the 
lot  been  purchased  just  yesterday.  The 
attitude  is  hardly  consistent,  although 
conservative.  It  would,  moreover,  be 
extremely  hard  to  draw  or  to  justify 
the  exact  line  between  the  principles 
applying  to  the  purchase  of  yesterday 
and  those  affecting  the  purchase  of 
years  ago.  How  long  would  it  be  before 
the  statute  of  limitations  would  run 
against  the  revaluation,  making  it 
correct  to  accept  an  appraisal  instead 
of  cost  figures?6 

But  the  use  of  authoritative  appraised 
values  of  fixed  assets  is  now  generally 
accepted  as  proper,  and  another  step 
has  been  taken.  In  some  of  the  newer 
writings  we  find  a  strong  trend  toward 
the  next  step,  which  is  to  apply  the 

8  This  example  is  suggested  in  an  excellent  paper 
touching  on  some  of  the  fallacies  in  our  principles  of 
balance  sheet  preparation:  “The  Classification  of 
Surplus,”  by  C.  B.  Couchman,  Journal  of  Accountancy, 
p.  265,  October,  1921. 
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principles  of  appraisement  to  inven¬ 
tories,  whether  this  appraisement  re¬ 
sults  in  increase  or  decrease  from  cost. 
Whether  we  like  it  or  not,  we  must 
recognize  the  facts  that  the  trend  is 
that  way,  that  logic  seems  to  be  behind 
the  arguments  of  those  who  are  starting 
to  practice  it,  and  that  the  business 
man  demands  that  statements  have 
other  virtues  besides  conservatism. 
Bankers  will  rely  on  public  accountants 
more  and  more  as  public  accountants 
prove  themselves  more  worthy  of  this  re¬ 
liance,  more  willing  to  see  that  what  the 
banker  wants  is  a  statement  showing 
facts  and  not  a  misstatement  prepared 
according  to  rules  which  have  behind 
them  the  venerable  authority  of  age. 

The  time  may  come,  although  only 
the  faintest  suggestions  of  it  are  heard 


so  far,  when  it  will  be  considered 
proper — yes,  necessary — for  account¬ 
ants  to  see  that  intangibles  are  properly 
appraised.  It  may  be  demanded  that 
patents  and  good-will  be  given  values 
based  on  their  earning  power  or  sales 
value,  so  that  the  balance  sheet  of 
every  profit-making  business  will  show 
a  capitalization  of  its  earning  power. 
And  who  will  say  that  such  a  procedure, 
if  the  proper  rules  for  accomplishing  it 
could  be  worked  out,  would  not  be 
more  desirable  and  more  valuable  than 
the  present  practice,  which  so  often 
results  in  showing  at  a  high  value  non¬ 
existent  good-will  (which  had  properly 
been  paid  for  with  capital  stock),  or  in 
showing  at  the  mere  cost  of  recording 
them  patents  which  could  be  sold  for 
millions? 


EDITORIAL  REVIEW 


THE  BUSINESS  CYCLE 

AN,  at  the  best,  has  not  reached 
a  high  state  of  development,  and 
his  intelligence,  even  if  individually 
rated  in  Class  A,  is  a  poor  thing.  It  is 
all  he  has,  however,  and  if  man’s  condi¬ 
tion  is  better  than  that  of  the  beasts  of 
the  fields,  he  owes  it  all  to  the  better 
brain  with  which  he  is  endowed.  In  a 
marvelous  world,  full  of  mysteries,  his 
economic  well-being,  his  health,  wealth, 
and  even  his  continued  existence,  de¬ 
pend  on  his  understanding  of  the  laws 
that  govern  his  environment.  One  by 
one  he  solves  these  vital  problems. 
Each  such  victory  gives  added  power, 
wards  off  ills,  and  makes  him  more  the 
master  of  his  fate. 

At  the  present  time  the  business 
world  is  grappling  with  a  problem,  the 
solution  of  which  will  mean  much  to  its 
future.  We  are  familiar  with  the  cycle 
of  the  seasons — seed  time  and  harvest, 
summer’s  sun  and  winter’s  snow.  Be¬ 
cause  we  know  this  and  have  adapted 
our  lives  and  business  operations  to  its 
round,  vast  populations  can  now  live 
comfortably  in  zones  where  once  a  few 
half-starved  hunters  and  fishers  could 
barely  exist.  Likewise,  if  we  knew  as 
well  the  course  of  the  business  cycle, 
and  why  and  how  prosperity,  crisis, 
depression,  and  slow  recovery  follow  in 
their  order,  we  could  so  adapt  our  busi¬ 
ness  operations  to  its  round  as  to  avoid 
and  at  least  partially  neutralize  the 
disastrous  effects  of  its  recurrent 
depressions. 

*  *  * 

Recently  a  group  of  economists  and 
business  statisticians  met  in  New  York 
City  to  compare  notes  on  the  business 
cycle — to  see  just  what  progress  has 
been  made  toward  an  understanding  of 
the  economic  phenomena  of  the  busi¬ 


ness  cycle,  and  what  further  informa¬ 
tion  is  needed  for  its  control,  as  far  as 
this  may  be  attained. 

On  another  page  Mr.  Burgess,  of  the 
statistical  department  of  the  Federal 
Reserve  Bank  of  New  York,  gives  an 
informing  synopsis  of  what  was  done 
at  this  meeting.  The  article  is  not  only 
valuable  from  this  viewpoint,  but  also 
as  showing  the  care  and  caution  with 
which  men  of  real  scientific  attainment 
approach  such  a  problem.  It  also 
evidences  the  exceeding  complexity  of 
our  modern  economic  life,  and  how 
hard  it  is  to  take  into  account  all  of  the 
factors  that  make  for  prosperity  or 
depression. 

Supplementing  Mr.  Burgess’  article 
the  following  extract  from  a  paper  read 
at  this  meeting  by  Professor  Wright  of 
the  Institute  of  Economics  describes 
somewhat  vividly  the  usual  course  of 
a  business  cycle: 

Distributing  middlemen  note  a  slight 
improvement  in  retail  trade.  They  increase 
their  orders  to  the  manufacturers.  The 
manufacturers  are  made  more  optimistic 
and  increase  their  output.  This  involves 
working  their  plants  more  nearly  to  ca¬ 
pacity  and  employing  more  laborers,  which 
increased  demand  for  labor  causes  less 
unemployment  and  rising  wages.  The 
purchasing  power  of  the  laboring  class  is 
improved.  Retail  trade  improves.  This 
reacts  on  the  wholesale  trade,  which  again 
reacts  back  to  the  manufacturers,  causing  a 
still  further  increase  in  output,  demand  for 
labor,  and  rise  in  wages.  The  optimism 
initiated  by  business  men  is  diffused  among 
the  wage-earners.  This  optimism  in¬ 
cident  to  improved  money  income  in¬ 
duces  extension  of  credit  all  along  the  line. 
Wage-earners  are  buying  houses,  house¬ 
hold  furniture,  fur  coats,  automobiles  on 
the  instalment  plan.  The  extension  of 
credit  forces  up  prices.  Wages  also  rise, 
but  because  of  the  extension  of  credit,  on 
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the  one  hand,  and  competition  with  labor- 
saving  machinery  on  the  other,  they  do 
not  rise  as  rapidly  as  prices.  Wage- 
earners,  individually,  are  not  better  off 
though,  because  of  the  generality  of  em¬ 
ployment,  the  purchasing  power  of  the 
earning  class  collectively  is  greater.  But 
because  of  the  higher  money  wage  and  the 
contagion  of  group  psychology  they  feel 
better  off  and  still  further  extend  their 
credit.  They  are  “living  on  the  income  of 
next  year.”  And  so  the  process  goes  on 
accelerando. 

But  eventually  “next  year”  comes 
round.  The  accumulated  indebtedness  for 
past  enjoyment  and  the  lag  of  wages  be¬ 
hind  prices  cause  wage-earners  to  econo¬ 
mize  on  new  purchases.  The  distributing 
middlemen  note  the  falling  off  in  retail 
trade.  There  is  a  premonitory  chill. 
Orders  on  manufacturers  decrease.  There 
is  a  slackening  up  of  production  and  a 
laying  off  of  men,  accompanied  by  a  fall 
in  wages,  thus  decreasing  the  purchasing 
power  of  the  wage-earning  class,  and  re¬ 
acting  upon  retail  and  wholesale  trade 
back  to  the  manufacturers.  Credit  is 
contracted  and  prices  fall.  Optimism  and 
a  spirit  of  venture  gives  way  to  pessimism 
and  timidity.  There  is  a  period  of  rigid 
economy,  but  eventually  old  debts  are 
paid.  Meanwhile  houses  are  crying  for 
repairs,  clothes  wear  out  and  must  be 
replaced.  Low  prices  tempt  purchasers. 
There  begins  an  improvement  in  the 
retail  trade.  This  is  noted  by  the  dis¬ 
tributing  middlemen — which  brings  us 
back  where  we  began— and  so  the  cyclical 
process  repeats  itself  seriatim. 

*  *  * 

As  practically  all  wealth  is  produced 
by  labor,  it  is  plain  that  to  keep  labor 
steadily  employed  is  to  produce  the 
most  wealth,  and  that  as  the  business 
cycle  in  its  round  produces  a  period  of 
depression  in  which  there  is  unemploy¬ 
ment,  diminished  purchasing  power, 
and  a  general  slackening  of  production, 
this  phase  of  the  cycle  is  to  be  avoided. 
It  is  also  plain  that  to  avoid  this 
depression  we  must  understand  the 
business  cycle  in  all  of  its  phases. 


As  matters  now  stand,  when  a  period 
of  depression  approaches  the  shrewdest 
and  most  careful  manufacturers  and 
traders  trim  their  sails  first  and  lose  the 
least.  If  the  approaching  depression 
were  generally  known  to  all  traders  and 
manufacturers,  only  the  reckless  and 
unfit  would  fail  to  retrench  in  time.  In 
fact  if  the  cycle  were  recognized  and  all 
traders  and  manufacturers  conducted 
their  operations  with  a  view  to  avoiding 
its  disastrous  consequences,  there  would 
practically  be  no  period  of  depression. 
Industry  as  a  whole  would  progress  on 
an  even  keel,  only  as  many  laborers 
would  be  employed  in  each  industry  as 
were  required  to  meet  the  continuing 
demand  for  goods,  and  barring  war, 
failure  of  crops,  or  other  sweeping 
disaster,  each  year  would  see  a  steady 
increase  of  wealth  and  a  mounting 
scale  of  living. 

Generally  speaking  the  failure  of 
crops  in  itself  does  not  account  for 
periods  of  depression.  As  Professor 
Wright  remarks: 

The  striking  characteristic  of  a  business 
depression  is  not  the  niggardliness  of 
nature,  but  the  inactivity  of  men.  Indeed, 
in  unconscious  irony  such  periods  have  been 
called  periods  of  overproduction.  The 
obvious  situation  is  that  of  an  impasse,  a 
vicious  circle,  a  stalling  of  the  industrial 
mechanism.  There  are  the  same  natural 
resources  of  land,  water,  and  minerals. 
There  are  the  same  men,  some  having 
savings  which  could  be  turned  into  capital, 
some  having  business  ability  of  an  order 
to  make  them  capable  of  initiating  and 
conducting  business  enterprises,  and  the 
rest  able  to  engage,  under  direction,  in 
labor  of  all  kinds. 

But  they  are  as  though  under  a  spell. 
Wage-earners  are  not  purchasing  because 
they  have  not  purchasing  power;  they 
are  without  purchasing  power  because 
they  are  unemployed;  they  are  unem¬ 
ployed  because  business  men  will  not  em¬ 
ploy  them;  business  men  will  not  employ 
them  because  there  is  no  market  for  their 
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products;  there  is  no  market  for  their 
products  because  wage-earners  are  without 
purchasing  power,  and  this  brings  us  back 
where  we  started,  a  vicious  circle. 

*  *  * 

The  whole  business  cycle  would 
seem  to  be,  in  a  measure  at  least,  a 
psychologic  phenomenon,  and  there  is 
a  measure  of  justification  for  those  who 
would  exorcise  it  by  the  methods  of 
Coue — by  having  our  business  men 
repeat  certain  optimistic  formula,  to 
the  end  that  if  they  would  only  believe 
in  good  times,  good  times  would  result. 
A  certain  herd  psychology  undoubtedly 
accompanies  and  intensifies  a  period  of 
depression  but  it  is  among  the  second¬ 
ary  causes,  and  if  the  primary  causes 
could  be  ascertained  and  removed,  the 
application  of  the  cheering  Coue 
formula  would  be  much  more  effective. 

Meanwhile  the  why  and  wherefore 
of  the  business  cycle  is  a  pressing 
problem  and  its  solution  would  be  as 
great  a  boon  to  our  economic  life  and 
business  progress  as  any  one  of  the 
great  revolutionizing  mechanical  in¬ 
ventions  or  scientific  discoveries  of 
modern  times. 

MEETING  THE  LABOR 
PROBLEM 

N  this  number  of  Administration  an 
article  by  H.  S.  Gilbertson,  Secre¬ 
tary  of  the  Market  Committee  of  the 
Chicago  Industrial  Federation  of  Cloth¬ 
ing  Manufacturers,  gives  with  unusual 
clarity  the  labor  situation  as  it  exists 
today  in  the  clothing  industry.  Out¬ 
side  of  New  York  the  two  great  cloth¬ 
ing  centers  of  the  country  are  Roch¬ 
ester  and  Chicago.  In  these  cities 
both  sides  of  the  controversy  between 
labor  and  capital  are  represented  by 
strong  organizations,  headed  by  ex¬ 
ceptionally  able  leaders — well  evi¬ 
denced  as  to  the  employers  by  the 
breadth  and  intelligence  with  which 


the  present  article  discusses  the  situa¬ 
tion,  and  as  to  the  Amalgamated 
Clothing  Workers  of  America  by  the 
fact  that  its  leader  is  Sidney  Hillman. 
As  Mr.  Gilbertson  says; 

In  Sidney  Hillman,  its  president,  it 
probably  has  the  most  resourceful  leader  in 
American  labor  circles.  ...  It  is  doubtful 
if  it  would  have  survived  without  the  able 
leadership  of  Mr.  Hillman. 

*  *  * 

As  long  as  goods  are  manufactured 
under  the  competitive  system,  there  is 
a  certain  conflict  of  interest  between 
those  who  hire  labor  and  those  who 
have  labor  to  hire.  Mr.  Gilbertson 
frankly  admits  this.  He  says: 

The  hopeful  and  constructive  thing  is 
that,  although  relationships  between  the 
two  forces  are  subject  to  frequent,  even 
continuous  shocks,  the  machinery  of  ad¬ 
justment  provides  the  means  of  shock 
absorption,  principally  in  the  continuous 
opportunity  to  talk  things  over  and,  when 
necessary,  to  resolve  the  more  serious  crises 
by  arbitration. 

What  is  claimed  in  the  organized 
clothing  industry  is  a  frank  recognition 
on  both  sides  of  this  conflict  of  interest, 
and  a  moderately  efficient  means  of 
deciding  most  of  the  points  of  difference 
without  the  costly  resort  to  strike  and 
lockout.  It  is  not  a  perfect  system  but 
it  seems — outside  of  New  York  City— 
to  meet  the  pragmatic  test — it  works. 
The  question  is  whether  it  is  the  way 
out  for  other  industries  as  well,  and 
how  much  of  its  apparent  success  does 
it  owe  to  the  unusual  personalities  of 
the  leaders  on  either  side? 

Large  interests  are  still  trying  to  deal 
with  labor  by  eliminating  the  labor 
union,  but  it  does  not  seem  likely  that 
ultimate  success  will  be  found  in  this 
direction.  In  all  those  trades  and 
industries  where  labor  is  organized  into 
effective  unions  the  conditions  of  the 
workers  is  better  than  it  was  before 
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such  organizations,  and  better  than  in 
like  or  similar  trades  where  the  workers 
are  not  organized.  The  capacity  to 
co-operate,  followed  by  a  united  effort 
to  effect  their  ends,  gives  an  obvious 
advantage  to  labor  and  it  seems 
equally  obvious  that  in  every  industry 
as  soon  as  a  certain  degree  of  intelli¬ 
gence  is  reached,  the  workers  are  going 
to  organize.  It  also  seems  certain  that 
once  organized  the  organized  body  can 
offer  such  inducements  and  exercise 
such  compulsion  as  will  bring  practi¬ 
cally  all  the  workers  of  that  industry 
who  are  desirable  members  into  the 
ranks  of  the  organization.  Hence,  the 
way  to  avoid  strife  and  secure  the  most 
effective  results  is  to  recognize  the 
inevitability  of  the  union,  find  some 
basis  by  which  collective  bargaining 
may  secure  the  reasonable  ends  sought 
by  the  workers,  and  also  the  produc¬ 
tive  results  desired  by  the  employers. 
*  *  * 

What  has  been  done  in  the  clothing 
trade  where  both  sides  are  organized, 
has  been  to  decide  by  parley  and 
arbitration,  so  as  to  avoid  the  costs 
and  waste  of  strikes  and  lockouts.  Mr. 
Gilbertson  says: 

Because  the  arbitration  machinery  is  in 
constant  touch  with  the  industry,  it  is  able 
to  deal  with  workers’  and  employers’ 
grievances  while  they  are  in  the  incipient 
stages,  and  even  to  forecast  and  forestall 
such  grievances.  Trouble  comes  to  the 
surface  quickly  instead  of  boiling  below  the 
surface. 

In  this  arrangement  no  consideration 
is  given  to  the  public  as  an  interested 
party.  Yet,  if  peace  between  capital 
and  labor  meant  merely  a  plunderbund 
to  charge  the  public  all  the  traffic  will 
bear,  it  would  not  be  satisfactory  nor 
would  it  give  lasting  peace.  It  may  be 
necessary  for  the  public — probably 
through  its  legislative  bodies — to  in¬ 
vestigate  and  regulate  the  profits  and 


conduct  of  each  industry  that  supplies 
the  necessaries  of  life.  At  present  the 
price  of  conflict  is  paid  by  the  public 
and  the  public  interest  demands  that 
the  warring  factions  cease  their  present 
wasteful  method  of  settling  controver¬ 
sies  and  find  some  more  economically 
sound  method  of  adjusting  differences. 

HENRY  FORD  AND  THE 
LABOR  PROBLEM 

NLESS  our  immigration  laws  are 
so  amended  as  to  permit  foreign 
workers  to  enter  the  country  in  greatly 
increased  numbers,  the  demand  for 
labor  will  soon  exceed  the  supply.  It 
is  not  likely  that  any  such  amendment 
will  be  made.  We  must  then  utilize  to 
the  utmost  the  labor  supply  that  is 
available. 

Among  those  who  have  already  done 
much  in  this  direction,  stands  Henry 
Ford.  His  ideas  on  international  prob¬ 
lems  are  idealistic.  His  financial  theo¬ 
ries  are  heterodox.  His  racial  prej¬ 
udices  are  unworthy.  But  in  the 
matter  of  getting  on  with  labor,  getting 
the  most  out  of  labor,  and  “standing 
in  ”  with  labor,  his  theories  are  sound — 
and  stand  the  test  of  actual  practice. 
This  being  so,  it  may  be  profitable  to 
ponder  over  the  principles  upon  which 
the  Ford  labor  practice  is  founded.  The 
quotations  which  follow  are  taken 
from  the  recently  published  life  of 
Henry  Ford: 

There  are  far  too  many  assumptions 
about  what  human  nature  ought  to  be  and 
not  enough  research  into  what  it  is.  .  .  . 

It  is  possible  to  increase  the  well-being  of 
the  workingman — not  by  having  him  do 
less  work,  but  by  aiding  him  to  do  more. 
If  the  world  will  give  its  attention  and 
interest  and  energy  to  the  making  of  plans 
that  will  profit  the  other  fellow  as  he  is, 
then  such  plans  can  be  established  on  a 
practical  working  basis.  Such  plans  will 
endure — and  they  will  be  far  the  most  profit¬ 
able  both  in  human  and  financial  values. 
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The  antecedents  of  the  applicant  for 
work  do  not  loom  large  in  his  estimation : 

Our  employment  office  does  not  bar  a 
man  for  anything  he  has  previously  done — 
he  is  equally  acceptable  whether  he  has 
been  in  Sing  Sing  or  Harvard,  and  we  do 
not  even  inquire  from  which  place  he  has 
graduated.  All  that  he  needs  is  the  desire  to 
work.  If  he  does  not  desire  to  work,  it  is 
very  unlikely  that  he  will  apply  for  a  posi¬ 
tion,  for  it  is  pretty  well  understood  that  a 
man  in  the  Ford  plant  works. 

There  is  no  doubt  that  the  employees 
work.  A  visitor  going  through  the  Ford 
factories  remarked  that  he  “never  saw 
men  wTork  so  hard  in  his  life.”  They  are 
paid  for  hard  wTork,  hard  work  is  given, 
and  the  discipline  is  stern. 

We  expect  the  men  to  do  what  they  are 
told.  The  organization  is  so  highly  special¬ 
ized  and  one  part  is  so  dependent  upon 
another  that  we  could  not  for  a  moment 
consider  allowing  men  to  have  their  own 
way.  Without  the  most  rigid  discipline  we 
would  have  the  utmost  confusion.  I  think 
it  should  not  be  otherwise  in  industry.  The 
men  are  there  to  get  the  greatest  amount  of 
work  done  and  to  receive  the  highest 
possible  pay. 

But  there  is  light  work  as  well  as 
heavy  work,  and  the  Ford  plan  pro¬ 
vides  a  place  for  everyone  who  wishes 
to  work. 

No  one  applying  for  work  is  refused  on 
account  of  physical  condition.  .  .  .  We 
have  found  it  possible,  among  the  great 
number  of  different  tasks  that  must  be 
performed  somewhere  in  the  company,  to 
find  an  opening  for  almost  anyone  and  on 
the  basis  of  production.  The  blind  man  or 
cripple  can,  in  the  particular  place  to  which 
he  is  assigned,  perform  just  as  much  work 
and  receive  exactly  the  same  'pay  as  a  wholly 
ablebodied  man  would.  We  do  not  prefer 
cripples — but  we  have  demonstrated  that 
they  can  earn  full  wages. 

We  have  experimented  with  bedridden 
men — men  who  were  unable  to  sit  up.  We 
put  black  oilcloth  covers  or  aprons  over  the 


beds  and  set  the  men  to  work  screwing  nuts 
on  small  bolts.  This  is  a  job  that  has  to  be 
done  by  hand  and  on  which  fifteen  or 
twenty  men  are  kept  busy  in  the  magneto 
department.  The  men  in  the  hospital  could 
do  it  just  as  well  as  the  men  in  the  shop  and 
they  were  able  to  receive  their  regular 
wages.  In  fact,  their  production  was  about 
20  per  cent,  I  believe,  above  the  usual  shop 
production.  No  man  had  to  do  the  work 
unless  he  wanted  to.  But  they  all  wanted 
to.  It  kept  time  from  hanging  on  their 
hands.  They  all  slept  and  ate  better  and 
recovered  more  rapidly. 

As  to  wages,  Ford  early  announced 
a  liberal  policy: 

Throughout  all  the  Ford  industries  we 
now  have  a  minimum  wage  of  six  dollars  a 
day;  we  used  to  have  a  minimum  of  five 
dollars;  before  that  we  paid  whatever  it 
was  necessary  to  pay.  It  would  be  bad 
morals  to  go  back  to  the  old  market  rate  of 
paying — but  also  it  would  be  the  worst  sort 
of  bad  business. 

It  is  to  be  remembered  that  the  men 
give  full  value  received — a  much  more 
adequate  quid  pro  quo  than  in  most 

industrial  plants.  It  is  here  that  Ford 
<<  »> 

scores. 

*  *  * 

The  foregoing  quotations  give  in 
briefest  space  an  epitome  of  Henry 
Ford’s  theory  and  practice  in  dealing 
with  labor.  He  has  made  many  mis¬ 
takes;  he  himself  admits  that  “the 
Ford  Company  is  only  a  little  way 
along  on  the  journey.”  He  does  not, 
however,  make  the  same  mistake 
twice.  As  to  the  work  of  the  organiza¬ 
tion  he  indulges  in  no  complacency,  but 
says: 

We  always  think  it  ought  to  be  done 
better,  and  eventually  it  will  be  done  better. 

By  the  material  evidence  Henry 
Ford  has  succeeded.  He  is  today  the 
richest  man  in  the  world.  The  fore¬ 
going  quotations  give  some  indication 
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as  to  what  manner  of  man  he  is.  Com¬ 
pare  his  ideas  and  ideals  as  to  labor 
with  those  who  have  preceded  him  as 
captains  of  industry.  Rockefeller, 
Harriman,  Carnegie,  and  others  equally 
prominent  in  finance  and  industry  have 
much  to  their  credit — but  who  among 
them  in  dealing  with  a  vital  problem 
of  his  day  has  shown  this  real  leader¬ 
ship — this  pronounced  advance  on 
the  conventional  attitude — this  actual 
mastery  of  the  problems  of  labor  and 
production? 

WHAT  MAY  HAPPEN  IN  1924 

At  this  time  those  who  do  not  love 
Henry  Ford,  among  whom  are  some 
notable  people,  are  greatly  perturbed 
by  the  very  serious  discussion  of  the 
name  of  Henry  Ford  as  not  only  a 
possible,  but  a  probable  candidate  for 
president  in  1924.  There  is  good  reason 
for  this  fear. 

With  his  record,  if  Henry  Ford 
should  be  nominated  for  the  presidency 
in  1924,  he  would  be  hailed  by  the 
farmers,  the  ranks  of  labor,  and  the 
more  radical  elements  in  both  of  the 
old  parties  as  a  real  leader.  His 
ignorance  of  international  affairs,  his 
financial  unsoundness  and  racial  in¬ 
tolerance  would  not  repel  these,  and 
those  who  opposed  him  in  the  cam¬ 
paign  would  have  to  overcome  a 
massed  and  formidable  constituency. 

Apart  from  the  three  handicaps  that 
have  already  been  named,  there  are  at 
least  two  good  reasons  why  he  should 
not  be  made  president. 


The  first  is,  that  his  masterly  work 
in  the  field  of  production,  which  he 
knows  apparently  better  than  any 
other  man,  should  not  be  interrupted. 
The  general  application  of  his  principles 
would  give  us  an  increased  production 
of  commodities  at  less  cost  and  with 
higher  wages.  He  says  that  “shoes,  or 
hats,  or  sewing  machines,  or  watches, 
or  typewriters,  or  any  other  necessity, 
could  be  made  after  the  manner  in 
which  we  make  automobiles  and  trac¬ 
tors.”  No  political  activity  in  which 
he  could  engage  would  serve  his  coun¬ 
try  half  so  well  as  his  simple  continu¬ 
ance  in  the  well-doing  he  here  suggests. 

The  second  is,  that  he  is  naturally  an 
absolute  ruler,  a  man  in  authority  who 
literally  can  “say  to  one  go,  and  he 
goeth,  and  to  another  come  and  he 
cometh.”  He  was  and  is  a  benevolent 
despot  and  in  his  own  rightful  domain 
has  accomplished  wonderful  things. 
The  presidential  office,  by  purposeful 
intent,  by  tradition  and  by  force  of 
circumstances,  is  hedged  about  by 
checks,  balances,  and  legal  restrictions. 
He  would  be  “cabin’d,  cribb’d,  con¬ 
fined,”  and  it  would  be  impossible  for 
his  particular  and  unique  genius  for 
command  to  function  fully  in  the  close 
atmosphere  of  the  presidential  office. 
The  attempt  could  only  end  in  inglori¬ 
ous  failure. 

His  enemies,  who  are  not  negligible, 
have  many  other  reasons  why  they  do 
not  want  to  see  him  president.  The 
question  is,  can  they  nominate  any 
candidate  who  can  secure  enough 
votes  to  defeat  him? 
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L.  F.  Loree.  771  pp.  D.  Appleton  and 

Company. 

Reviewed  by  A.  M.  Sakolski* 

In  many  respects  Mr.  Loree  has 
produced  a  wonderful  book.  His  sub- 
ject  is  narrow  and  technical,  but  the 
treatment  is  broad,  interesting,  and 
simple.  The  work  is  discursive,  yet 
well  planned  and  highly  instructive. 
The  topics  are  numerous  and  of 
specialized  substance,  but  are  made 
effective  and  generally  readable  by 
anecdotal  and  historical  digressions  and 
disquisitions.  One  would  not  expect 
a  book  of  this  character  to  have  a  high 
moral  and  economic  purpose.  But 
throughout  all  the  pages  it  is  manifest 
that  Mr.  Loree’s  main  desire  is  to  give 
the  public  the  knowledge  and  benefit 
of  his  life-long  railroad  experience 
from  that  of  a  simple  roadman  in  a 
construction  gang  to  president  and 
chairman  of  various  important  rail¬ 
road  systems  of  America.  The  differ¬ 
ent  sections  of  the  book  begin  and  end 
writh  excerpts  of  classic  maxims  or 
pointed  bits  of  advice — quite  un¬ 
usual  these  days  in  a  scientific  pres¬ 
entation  of  a  highly  technical  subject. 
As  a  successful  executive  of  long 
standing  to  whom  younger  men  of 
his  profession  are  constantly  coming 
for  advice,  this  didacticism  has  un¬ 
doubtedly  become  habitual  to  the 
author. 

Probably  the  least  satisfactory  por¬ 
tion  of  the  book  is  Part  I,  discussing 
the  railroad  permanent  way,  i.e., 
roadbed,  track,  and  superstructures. 

*Formerly  Bond  Expert  for  the  Equitable  Trust 
Company. 


The  author  unfortunately  neglects  to 
define  and  explain  many  of  the  rail¬ 
road  engineering  terms  used,  with  the 
result  that  only  the  professional  en¬ 
gineer  or  the  railroad  specialist  is  able 
to  make  out  clearly  the  significance  of 
many  of  his  most  valuable  suggestions. 
It  was  as  an  engineer  that  Mr.  Loree 
began  his  railroad  career,  and  it  is  in 
this  field,  more  than  any  other,  that 
he  has  personally  contributed  to  the 
development  of  railroad  progress.  As 
an  inventor  of  a  method  of  automatic 
signaling,  as  the  first  importer  of  the 
articulated  compound  locomotive  for 
use  in  America,  and  as  the  promoter  of 
many  other  physical  betterments  and 
accessories  to  economical  and  efficient 
railroad  operation,  it  is  with  both 
pleasure  and  instruction  that  one — 
even  though  a  layman — reads  the  ac¬ 
count  of  his  personal  experiences  in 
these  matters.  The  reader  would  be  un¬ 
fair,  therefore,  to  accuse  the  author  of 
egotism  because  of  the  numerous 
references  to  his  own  experiences  in 
relation  to  railroad  engineering  prob¬ 
lems. 

In  Part  III  Mr.  Loree  discusses  im¬ 
partially  the  important  question  of 
railroad  organization.  For  several 
years  past  there  have  been  two 
opposing  theories  with  respect  to  this 
problem.  One  of  these,  exemplified 
in  the  Union  Pacific  and  Southern 
Pacific  Railroad  organizations,  is  known 
as  the  departmental  administrative 
system,  because  the  entire  property, 
regardless  of  geographical  locations  or 
sectional  differences,  is  directed  by  a 
single  headquarters  management  di¬ 
vided  into  departments.  The  other 
theory,  represented  by  the  Pennsyl- 
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vania’s  system  of  administration,  di¬ 
vides  the  railroad  into  territorial 
divisions,  each  forming  a  complete 
unit,  but  associated  into  one  organi¬ 
zation  through  the  company’s  presi¬ 
dent  and  his  immediate  staff.  Mr. 
Loree,  notwithstanding  that  when 
made  chairman  of  the  Rock  Island 
system  in  1903  he  changed  a  divisional 
organization  into  a  purely  depart¬ 
mental  one,  discusses  without  prej¬ 
udice  the  advantages  and  disad¬ 
vantages  of  both.  To  endeavor  to 
determine  which  plan  of  organization 
is  the  best  would  be  as  difficult  as  to 
decide  whether  a  federal  government 
such  as  our  own  or  a  highly  cen¬ 
tralized  government  as  that  of  France 
is  the  most  adaptable  general  scheme 
of  political  administration.  To  use 
Professor  Einstein’s  idea — It’s  all  a 
matter  of  relativity. 

By  far  the  most  instructive  section 
of  the  book  is  Part  V,  relating  to 
freight-car  movement.  It  is  now  more 
than  a  decade  since  Mr.  Loree  first 
published  his  pamphlet  giving  the  life 
history  of  the  average  freight  car. 
Much  of  the  material  of  that  study  is 
introduced  into  the  book.  Just  as 
Theodore  Roosevelt,  though  burdened 
by  the  cares  of  a  great  State  found  time 
to  study  Egyptian  architecture,  de¬ 
cipher  Norse  sagas,  denounce  nature 
fakers,  and  (after  the  cares  of  office 
were  discarded),  to  study  the  life 
history  of  the  African  lion,  so  Mr. 
Loree,  despite  his  many  duties  as 
executive  and  director  of  several  rail¬ 
roads  and  as  a  captain  of  finance,  ex¬ 
pended  time  and  energy  in  a  most 
elaborate  and  detailed  study  of  the 
daily  movements  of  the  much  neg¬ 
lected  and  abused  vehicle,  the  Amer¬ 
ican  freight  car.  His  researches  have 
shown  that  the  freight  car  is  a  laggard, 
that  instead  of  constantly  moving  to 
and  fro  in  the  service  of  humanity  it 
loafs  in  freight  yards  and  at  stations, 


that  it  is  a  frequent  hospital  inmate 
( i.e .  when  in  the  repair  shop),  and  that 
even  when  moving,  it  frequently  shirks 
its  burden  by  passing  along  empty. 
Has  society  done  anything  to  improve 
the  efficiency  of  this  “hobo”  of  the 
vehicles?  Mr.  Loree  finds  very  little 
progress  toward  this  end.  He  says  on 
page  366 : 

It  is  astonishing  to  find  how  little  the 
situation  has  changed  in  the  long  period 
of  twenty  years.  It  can  hardly  be  that  it 
presents  no  possibilities  of  improvement; 
rather  it  would  seem  a  congeries  of  neg¬ 
lected  opportunities.  From  the  point  of 
view  of  movement  the  main  lines  have  al¬ 
ways  appeared  to  me  to  be  a  vast  wilder¬ 
ness,  the  yards  a  rendezvous  of  sleeping 
Rip  Van  Winkles,  while  the  facilities  pro¬ 
vided  by  the  public  authorities  and  the 
traders  (i.e.,  shippers)  are  as  lean  as 
Rozinante,  Don  Quixote’s  famous  steed. 

The  last  part  of  the  book  treats  of 
the  serious  question  of  railroad  labor. 
The  author’s  prominence  in  the  recent 
railroad  shopmen’s  strike  as  the  rail¬ 
road  executive  most  outspoken  against 
compromise  with  the  men  makes  his 
remarks  on  the  subject  peculiarly  sig¬ 
nificant  and  interesting.  Though  Mr. 
Loree  may  be  accused  of  a  strong  bias 
against  unionism,  his  scholarly  atti¬ 
tude  does  not  permit  him  to  pervert 
facts,  to  present  controversies  errone¬ 
ously,  to  devise  historical  results. 
His  conclusions  regarding  possible 
improvement  in  the  relationship  be¬ 
tween  employer  and  employee  is  em¬ 
bodied  in  the  following  paragraph : 

Approaching  this  subject  in  a  fair  and 
impartial  manner  it  would  seem  that 
management  and  the  representatives  of 
employees  might  go  far  in  writing  a  sched¬ 
ule  that  would  insure  the  employee  the 
maximum  compensation  in  return  for  the 
maximum  unrestricted  service,  injecting 
into  such  schedule  only  matters  pertinent 
and  absolutely  necessary.  Any  confer¬ 
ence  looking  toward  negotiations  of  this 
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character  should  be  entered  into  by  man¬ 
agement  with  a  clear  understanding  of  its 
responsibility  in  dealing  fairly  and  justly 
with  employees,  and  this  spirit  is  not  only 
necessary  on  the  part  of  those  who  may 
be  interested  in  the  negotiations,  but  should 
be  impressed  upon  officers  and  all  super¬ 
visory  forces  alike. 

In  summing  up  his  conclusions  re¬ 
garding  the  book  as  a  whole,  the 
reviewer  may  say  that  Mr.  Loree’s 
work  is  an  excellent  composition  and 
especially  so  for  a  railroad  president 
whose  daily  duties  require  constant 
attention  and  care,  and  give  him  but 
little  time  and  opportunity  for  writing 
books. 

A  History  of  Trade  Unionism  in  the 
United  States.  By  Selig  Perlman, 
Assistant  Professor  of  Economics,  Uni¬ 
versity  of  Wisconsin,  vi,  313  pp.  The 
Macmillan  Company. 

Reviewed  by  Stewart  T.  Beach* 

An  inherent  distrust  coexistent  in  the 
forces  of  capital  and  those  of  labor  has 
led  in  the  past,  it  seems,  to  more  than 
one  economic  calamity.  The  results  of 
labor  disputes  have  been  far-reaching, 
and  not  once,  but  many  times,  have  the 
industrial  conditions  of  the  country 
been  upset  by  the  devastating  strikes 
called  during  the  supreme  crises  of  the 
country’s  advance.  The  thought  im¬ 
mediately  recalls  the  walkout  of  the 
four  brotherhoods  of  trainmen,  called 
for  Labor  Day,  1916,  whose  immediate 
result  was  the  Adamson  Law,  carrying 
with  it  an  eight-hour  day  with  no  re¬ 
duction  in  wages.  There  have  been 
other  occasions — some  of  them  results 
of  legitimate  grievances  upon  the  side 
of  labor,  some  of  them  the  outcome  of 
labor’s  desire  to  force  capital  to  a  recog¬ 
nition  of  its  claims  and  right  to  a  part 
in  the  government  of  the  different 
trades  with  which  it  is  connected. 

*  Book  Reviewer  for  The  Literary  Review,  etc.  New 
York  City. 


Nothing  is  so  necessary,  it  seems, 
both  to  employers  and  employed,  as  a 
strict  and  definite  understanding  of  the 
aims  of  trade  unionism.  As  long  as  its 
ends  are  buried  beneath  the  flurried 
outcry  of  fanatical  revolutionists  against 
the  menace  of  capitalism  on  the  one 
side,  and  beneath  the  preconceived  no¬ 
tions  of  executives  that  their  men  are 
attempting  to  make  as  much  money 
with  as  little  work  as  possible,  any  ef¬ 
fective  understanding  is  quite  out  of 
the  question. 

Dr.  Perlman  has  recognized  the  need, 
and  in  “A  History  of  Trade  Unionism 
in  the  United  States”  he  has  aimed  at 
two  goals.  The  first  is  an  outgrowth  of 
a  similar  work  in  which  the  present 
writer  was  co-author,  attempting  a  re¬ 
cital  of  the  “History  of  Trade  Union¬ 
ism  in  the  United  States.”  Part  I  of 
this  book  follows  rather  closely  the 
lines  set  by  the  earlier  volume  and  aims 
at  nothing  more  than  a  full  history  of 
the  activities  of  trade  unions  in  the 
United  States  since  their  earliest  incep¬ 
tion  in  1792.  But  in  the  second  part 
the  author  attempts  to  bring  his  work 
down  to  date,  and  to  demonstrate  the 
motivating  forces  in  the  activities  of 
labor  during  the  two  decades  of  the 
present  century. 

His  work  is  interesting  and  satisfy¬ 
ing.  Professedly  sympathetic  with  the 
aims  of  trade  unionism,  he  makes  no 
attempt  to  conceal  the  springs  of  forces 
working  for  evil  and  discontent  in  the 
ranks  of  the  employed.  His  desire  is 
to  point  out  the  modifying,  concilia¬ 
tory,  and  conservative  force  which 
labor  exerts  in  the  United  States,  and 
to  demonstrate  that  its  violences  are 
not  a  part  of  the  general  program,  but 
have  usually  been  the  result  of  agita¬ 
tions  by  devotees  of  the  Marxian 
school. 

One  of  the  most  interesting  parts  of 
the  book  is  devoted  to  “Radical  Union¬ 
ism,”  a  study  of  the  forces  which  have 
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been  at  work  in  tlie  country  since  the 
“eighties”  of  the  past  century,  at¬ 
tempting  to  inject  the  doctrine  of  so¬ 
cialism  into  the  platform  of  labor.  He 
enters  into  a  full  and  valuable  discus¬ 
sion  of  the  failure  of  this  faction  to  gain 
its  end — a  complete  union  of  “indus¬ 
trialism,”  as  opposed  to  the  divisions 
of  labor  which  obtain  today  under  the 
“crafts”  system.  A  searching  chapter 
is  devoted  to  the  question  of  why  there 
is  no  political  labor  party  in  the  United 
States  and  another  to  “Conclusions 
and  Inferences”  in  which  the  author 
demonstrates  his  ability  to  look  impar¬ 
tially  upon  the  struggle  between  the 
workers  and  their  employers. 

The  value  of  such  a  study  is  limitless. 
It  is  a  book  which  may  be  read  with 
profit  by  executives  anxious  to  find  a 
sincere  explanation  of  the  aims  of  their 
employees,  and  by  the  workers  them¬ 
selves,  whose  interests  lead  them  to  dis¬ 
cover  through  history  the  basis  of  their 
claims  today.  A  full  understanding  of 
the  matter  contained  in  Dr.  Perlman’s 
book  should  lead  to  a  greater  harmony 
between  two  constantly  clashing  fac¬ 
tions. 

History  of  the  Southern  Pacific.  By 

Stuart  Daggett,  Ph.D.,  Professor  of  Rail¬ 
way  Economics  and  Dean  of  the  College  of 
Commerce,  University  of  California,  iv, 
470  pp.  The  Ronald  Press  Company. 

Reviewed  by  Clyde  Olin  Fisher* 

The  literature  in  the  field  of  railroad 
finance  and  organization  is  replete  with 
references  to  the  Southern  Pacific. 
Most  of  these,  however,  are  descriptive 
of  the  more  spectacular  phases  of  the 
Southern  Pacific  finance  and  manipula¬ 
tion.  Professor  Daggett  has  written  a 
comprehensive  history  of  the  railroad. 
He  discusses  the  spectacular  episodes 
but  he  also  explains  and  analyzes  the 

*  Professor  of  Economics,  Wesleyan  University, 
Middletown,  Connecticut;  Author  of  “Use  of  Federal 
Power  in  the  Settlement  of  Railway  Labor  Disputes.” 


other  aspects  of  the  railroad  develop¬ 
ment  which  are  less  well  known  but 
important,  none  the  less. 

The  story  of  the  beginnings  of  the 
Southern  Pacific  by  Huntington,  Leland 
Stanford,  Crocker,  and  Hopkins,  all  of 
them  Sacramento  merchants  who  in¬ 
terested  themselves  in  the  plans  of  the 
young  Connecticut  engineer,  Judah, 
reads  more  like  an  interesting  story 
than  a  study  in  applied  economics.  Rut 
Professor  Daggett  does  sacrifice  scien¬ 
tific  accuracy  in  order  to  make  his  story 
the  more  readable.  He  explains  that 
the  founders  of  the  railroad  were  more 
interested  in  the  profits  of  construction 
through  government  aid  than  in  the 
road  as  a  going  concern.  They  gradu¬ 
ally  tied  themselves  up  with  the  enter¬ 
prise  and  became  railroad  men  in¬ 
cidentally,  and  almost  in  spite  of 
themselves.  The  characterization  of 
these  four  pioneers  by  Daggett  (pp. 
10-14)  helps  the  reader  to  get  a  back¬ 
ground  upon  which  he  can  understand 
more  fully  the  genesis  of  our  present 
railroad  system. 

Political  lobbying,  bribery,  and  many 
other  methods,  some  honorable  and 
some  questionable  when  judged  by  our 
present  standards,  are  pictured  by  the 
author.  It  is  of  interest  to  note  that  he 
considers  the  giving  of  land  grants  by 
the  government  an  unfortunate  mis¬ 
take.  He  concludes  that  the  effect  of 
these  was  to  give  to  a  few  men  excessive 
promotion  gains  (p.  58).  It  is  true  that 
the  construction  of  the  road  was  prob¬ 
ably  hastened  by  reason  of  these  pro¬ 
motion  gains.  Rut  is  it  certain  that  the 
price  paid  was  necessary?  Or,  can  it  be 
said  that  the  early  development  of  the 
transcontinental  railroad  system  added 
to  the  social  dividend  as  much  as  it 
subtracted  therefrom?  On  such  ques¬ 
tions  there  will  necessarily  be  wide 
differences  of  opinion. 

The  struggle  of  the  railway  manage¬ 
ment  to  get  a  monopoly  of  California 
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transportation,  as  illustrated  by  the 
Oakland  water  front  control  (p.  91)  and 
the  attempt  to  monopolize  the  water 
front  in  San  Francisco,  together  with 
the  many  other  romantic  episodes  in 
the  earlier  history  of  the  road  are 
described  and  analyzed  by  the  author. 

The  final  loss  of  the  independence  of 
the  Central  Pacific  and  of  the  Southern 
Pacific  when  control  was  secured  by 
Ilarriman  of  the  Union  Pacific  group, 
is  explained.  The  railroad  had  been  a 
matter  of  personal  pride  to  the  associ¬ 
ates,  Daggett  holds.  The  death  of 
Huntington  in  1900  removed  the  last  of 
the  associates  and  then  it  was  possible 
to  effect  a  change  in  control.  By  1911 
the  Ilarriman1  group  had  secured 
enough  stock  to  acquire  domination. 
But  the  courts,  in  the  familiar  merger 
cases,  ordered  a  dissolution. 

In  a  concluding  chapter  Professor 
Daggett  gives  his  appraisal  of  the  men 
who  were  responsible  for  the  construc¬ 
tion  of  the  road.  His  conclusion  indi¬ 
cates  a  mixture  of  admiration  for  their 
achievements  and  of  condemnation  for 
the  questionable  tactics  used  at  times. 
He  gives  three  principles  underlying 
the  operation  of  the  road : 

1.  The  desire  of  the  associates  to  control 
the  enterprise  independent  of  eastern 
capitalists. 

2.  The  conviction  that  a  monopoly  of  the 
transportation  business  in  California  was 
essential  to  success. 

3.  Opposition  to  all  regulation  by  public 
bodies,  from  which,  however,  the  associates 
were  willing  to  accept  aid. 

Undoubtedly,  the  hostility  of  the 
people  of  California  to  the  railroad  is  to 
be  explained  by  the  acts  of  the  manage¬ 
ment  in  its  attempts  to  fleece  the  people 
as  fully  as  possible.  At  present,  how¬ 
ever,  according  to  Daggett,  the  attitude 
of  the  public  is  upon  the  whole  favor¬ 
able  to  the  railroad.  The  management 

1  See  "E.  H.  Ilarriman — A  Biography”  reviewed  in 
Administration  for  July,  1922,  page  114. 


of  the  road  has  changed  to  such  a 
degree  as  to  warrant  this  favorable 
reaction. 

The  reader  of  this  book  feels  that  the 
author  has  made  a  real  contribution  to 
railroad  literature.  It  is  to  be  hoped 
that  other  students  of  railroads  will 
follow  the  example  which  Professor 
Daggett  has  set.  If  this  is  done  our 
literature  will  give  us  a  more  thorough 
and,  perhaps,  a  more  sympathetic 
understanding  of  current  railroad  prob¬ 
lems.  Incidentally,  also,  a  ray  of  light 
will  be  thrown  upon  the  economic 
history  of  the  United  States. 

Chain  Stores.  Their  Management  and 
Operation,  By  Walter  T.  llaywood , 
A.  M.  and  Percival  White ,  A.  M.  Pub¬ 
lished  by  McGraw-Iiill  Book  Company, 
New  York,  vii,  4 11  pp. 

Reviewed  by  Thomas  Conyngton* 

Many  magazine  articles  and  pam¬ 
phlets  have  been  published  on  phases  of 
chain  store  operation,  but  this  is  the 
first  general  work  of  real  importance 
on  the  subject.  Written  by  men  of  no 
personal  experience  in  chain  store 
work,  it  is  probably  the  broader  and 
the  more  instructive  for  that  fact.  Its 
authors  are  research  engineers,  and 
the  work  is  an  excellent  example  of 
the  principles  of  business  research 
applied  to  the  study  of  a  specific  class 
of  business  enterprises. 

As  stated  in  the  preface,  the  pur¬ 
pose  of  the  book  is  to  set  forth  the 
principles  of  chain  store  operation, 
organization,  and  control.  The  authors 
say  further: 

Although  this  movement  is  still  in  its 
infancy,  the  chain  store  is  probably  the 
most  highly  developed  example  of  modern 
distribution  methods.  .  .  . 

It  stands  for  scientific  management  as 
applied  to  the  great  function  of  retail 
merchandising. 

*  Member  of  the  New  York  Bar. 
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Economists  have  many  times  called 
attention  to  the  excessive  cost  of  re¬ 
tail  distribution,  the  small  price  re¬ 
ceived  by  the  producer  and  the  large 
price  paid  by  the  consumer.  Many 
who  are  not  economists  have  had  this 
last  fact  painfully  imprinted  on  their 
minds.  The  chain  store  as  far  as  it 
goes  furnishes  a  practical  solution  of 
this  problem.  As  exemplified  in  its 
most  successful  forms,  it  simplifies 
methods,  reduces  labor  cost,  standard¬ 
izes  all  features,  and  utilizes  each 
feasible  economy  in  the  whole  process 
of  distribution.  As  a  result  of  carrying 
into  effect  this  carefully  studied  man¬ 
agement,  the  better  chain  stores  have 
been  able  to  reduce  the  consumers’ 
cost  from  10  to  20  per  cent  and  at  the 
same  time  to  make  handsome  dividends 
for  their  own  stockholders. 

The  pioneer  in  this  field  was  the 
Great  Atlantic  and  Pacific  Tea  Com¬ 
pany  that  had  one  grocery  store  in 
1859  and  now  has  nearly  5,000.  Chain 
grocery  stores  are  generally  cash  and 
carry  stores.  This  one  feature  gives 
them  an  opportunity  to  cut  prices 
noticeably,  and  appeals  at  once  to  the 
many  who  prefer  to  carry  their  pur¬ 
chases  home  and  save  the  cost  of 
deliveries.  The  Great  Atlantic  and 
Pacific  Tea  Company  in  1912  did  away 
with  telephones,  deliveries,  and  credits, 
and  the  company  claims  that  this 
resulted  in  a  65  per  cent  increase  in 
business.  The  Piggly  Wiggly  store 
goes  this  one  better;  the  customer 
enters  through  a  turnstyle  gate,  the 
goods  are  on  open  shelves  in  pack¬ 
ages  with  prices  plainly  marked,  and 
when  the  customer  reaches  the  out¬ 
going  wicket  a  clerk  records  the  amount 
purchased  and  the  customer  pays  the 
cashier.  The  resulting  reduction  in 
overhead  is  marked. 

The  chain  began  with  grocery  stores 
but  it  has  extended  to  divers  other 
lines.  The  five-and-ten-cent  stores  are 


notably  successful.  The  drug  chains 
have  greatly  prospered.  The  cigar 
chains,  the  restaurant  chains,  the 
candy  chains,  have  all  thriven. 

In  restaurants  there  is  the  wide- 
flung  battle  line  of  the  Childs,  the 
John  R.  Thompson  Company,  The 
Fred.  Harvey  Lunch  Rooms,  the 
Waldorf  Lunch  System  and  many 
others.  It  is  to  be  regretted  that  a 
work  like  this  should  not  have  told 
the  story  of  the  rise  and  fall  of  the 
famous  Dennett  restaurants  of  a 
quarter  of  a  century  ago.  Its  founder 
was  a  unique  character,  his  numerous 
restaurants  were  opened  each  morning 
with  a  prayer  meeting,  and  on  the 
walls  mixed  in  with  announcements  of 
unbelievably  low-priced  viands  were 
scattered  scriptural  selections — as 
stated  by  one  grateful  patron,  para¬ 
phrasing  Gray: 

Full  many  a  holy  text  around  he  strews, 

To  teach  the  metropolitan  moralist  to 
dine. 

The  able  founder  of  this  most  suc¬ 
cessful  chain,  ruined  by  reckless  in¬ 
vestments  in  gold  mines,  was  forced  to 
sell  out  all  his  restaurant  investments. 
Having  bound  himself  not  to  compete 
in  this  country  in  the  restaurant 
business,  he  tried  to  raise  capital  to 
start  a  similar  chain  in  London.  Fail¬ 
ing  in  this,  he  died  in  poverty,  while 
the  purchasers  of  the  chain,  lacking 
Dennett’s  ability,  were  starved  out  by 
the  competition  of  imitators. 

Another  form  is  the  manufacturers 
chain,  such  as  the  Douglas  and  Regal 
and  Hanan  shoe  stores,  and  the 
Huyler,  Mirror,  Mary  Elizabeth  and 
Page  and  Shaw  candy  stores.  The 
Statler  chain  of  hotels  is  famous,  but 
it  is  said  that  there  are  about  100 
hotel  chain  systems  in  the  country, 
most  of  these  being  three  or  four  hotels 
in  one  managerial  unit.  There  are 
many  other  lines  widely  divergent  that 
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are  experimenting  with  the  plan.  At 
the  late  Bankers’  Convention,  the  prin¬ 
cipal  bone  of  contention  was  the  strong 
probability  of  the  use  of  the  chain 
in  some  extension  shape  in  the  bank¬ 
ing  line. 

The  authors  say: 

There  is  great  opportunity  existing,  not 
only  in  old  fields,  but  in  new  and  yet 
untouched  fields.  To  capitalize  these 
opportunities,  it  is  necessary  to  heed  care¬ 
fully  the  methods  and  practices  of  others 
who  have  already  been  successful. 

For  those  who  would  do  this,  the 
present  work  will  be  most  valuable. 
Everyone  now  engaged  in  the  work  in 
any  executive  position  will  find  it  use¬ 
ful  and  interesting.  It  would  also 
seem  to  an  observer  on  the  side  lines 
that  the  independent  storekeeper,  who 
has  to  face  the  competition  of  the  chain 
stores,  would  find  this  study  of  their 
methods,  operation,  and  advantages, 
of  greatest  value  and  interest. 

Our  authors  say: 

In  the  last  analysis  a  chain  is  nothing 
more  than  a  collection  of  retail  stores  deal¬ 
ing  in  the  same  products  and  guided  by  the 
same  policies,  profiting  by  the  same  econo¬ 
mies,  and  correcting  the  same  mistakes. 

The  merchandising  policies  of  a  retail 
chain  are  chiefly  confined  to  obtaining 
products  of  the  highest  quality  at  the 
lowest  price,  and  selling  as  large  an  amount 
of  them  as  possible  at  the  lowest  expense 
and  the  largest  profit  consistent  with  rapid 
turnover. 

The  great  economies  of  chain  store 
operation  are: 

1.  Purchasing  on  a  large  scale  through 
headquarters. 

2.  A  minimum  of  overhead. 

3.  A  large  and  rapid  turnover. 

4.  Cash  sales  and  no  deliveries. 

5.  Accurate  records,  standardization  of 
methods,  and  a  resulting  efficiency  of 
operation. 


The  independent  retailer  gives  a 
personal  touch  and  personal  service 
that  are  not  found  at  all  in,  say,  a 
Piggly  Wiggly  store,  and  are  not  found 
to  any  extent  in  a  chain  store.  The 
ideal  chain  store  works  as  does  a 
smooth,  well-oiled  piece  of  mechanism, 
but  many  people  will  always  prefer  to 
deal  with  a  man  they  know  and  who, 
they  think,  looks  out  for  their  tastes 
and  preferences.  Certain  retailers  will 
always  hold  their  own  against  the 
chain  store  by  their  personality,  but 
the  average  independent  dealer  cannot 
hold  his  own  and  will  disappear  before 
the  fitter  chain  store. 

Labor  Turnover  in  Industry.  By  Paul 
F.  Brissenden  and  E.  Frankel,  The 
Macmillan  Company,  xiv,  215  pp. 

Reviewed  by  Bryce  Haynes* 

Some  of  the  best  business  forecasters 
have  sounded  the  warning  that  in  the 
present  increase  of  business  activity  we 
shall  undoubtedly  find  a  shortage  of 
labor  to  be  the  chief  retarding  force. 
However  this  may  be,  it  is  certain  that 
statements  as  to  present  labor  shortage 
in  some  sections  and  in  certain  in¬ 
dustries  are  no  mere  rumors.  In 
industry  as  a  whole  and  in  the  indi¬ 
vidual  plants,  maintaining  an  adequate 
labor  force  is  thus  again  a  matter  of 
major  concern  and  will  continue  to 
occupy  a  prominent  place  for  some 
time  to  come.  Employment  managers 
and  other  executives  in  industry  who, 
during  the  business  depression,  ceased 
to  be  particularly  interested  in  figures 
which  appeared  under  such  headings  as 
“Number  of  Voluntary  Exits,”  “Em¬ 
ployed,”  “Re-employed,”  and  “Labor 
Turnover”  have  again  turned  their 
attention  to  these  figures  which  tell  the 
story  of  a  shifting  labor  force. 

The  authors  of  “Labor  Turnover  in 
Industry”  have  thus  chosen  a  most 

*  Labor  Statistician. 
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opportune  time  for  publishing  a  work 
which  presents  in  the  covers  of  one 
volume  a  critical  analysis  of  the  whole 
subject  of  labor  turnover.  Certain 
chapters  in  this  book  have  appeared 
from  time  to  time  in  various  magazines. 
The  whole  work  is  a  statistical  analysis 
based  on  figures  collected  for  the 
United  States  Bureau  of  Labor  Statis¬ 
tics  by  the  authors  and  other  members 
of  the  Bureau’s  staff.  From  this 
analysis  the  writers  are  in  a  position  to 
discuss,  as  they  do,  the  general  extent 
of  labor  shifting  in  American  industries 
and  to  set  forth  clearly  the  many 
factors  which  tend  to  increase  or  de¬ 
crease  this  inward  and  outward  flow  of 
workers. 

To  those  who  wish  to  learn  or  to 
recall  these  various  factors  which  in¬ 
fluence  labor  turnover  and  who  like¬ 
wise  wish  to  weigh  the  extent  to  which 
any  one  factor  may  be  held  responsible, 
this  book  not  only  suggests  possible 
solutions,  but  presents  the  methods  by 
which  any  employment  manager  may 
collect  and  analyze  figures  for  his  own 
plant. 

The  first  part  of  the  book  is  taken  up 
with  a  discussion  of  the  general  extent 
of  labor  mobility  and  figures  are  pre¬ 
sented  which  prove  the  decidedly 
lower  labor  turnover  among  plants 
which  have  definite  labor  policies  and 
centralized  employment  machinery. 
The  authors  next  analyze  the  labor 
turnover  in  individual  plants  and  in 
separate  groups  within  the  work  force. 
They  find :  Unskilled  workers  are  more 
prone  to  leave  jobs  than  the  skilled; 
the  night  force  is  responsible  for  a  much 
higher  proportion  of  turnover  than  the 
day  force;  certain  jobs  can  be  singled 
out  as  definitely  responsible  for  any 
high  rate  of  turnover;  and,  the  group 
of  those  who  have  been  employed  a 
short  while  is  invariably  to  be  charged 
with  the  larger  proportion  of  exits.  The 
extent  to  which  separations  may  be  due 


to  voluntary  exits,  discharges,  or  those 
laid  off  is  also  considered  and  data 
which  cover  the  years  from  1913  to 
1919  presented. 

Undoubtedly,  many  readers  of  this 
book  will  be  surprised  to  note  that  the 
figures  presented  show  a  considerably 
higher  turnover  among  males  than 
among  females.  The  authors  are  care¬ 
ful  to  state  that  “In  general,  the  rates 
shown  here  reveal  primarily  the  effect 
of  war-time  changes  in  industry  and 
cannot  be  said  to  offer  conclusive 
evidence  that  shifting  is  generally  less 
among  women.”  The  figures  used  are 
for  the  years  1917-1918  when  it  is  safe 
to  assume  that  there  were  a  great 
number  of  voluntary  and  involuntary 
exits  among  the  male  workers.  It  is, 
however,  much  to  be  regretted  that 
such  misleading  information  should  be 
all  that  is  presented  on  this  phase  of  the 
subject.  One  would  suppose  from  the 
above  quotation  that  it  is  difficult  to 
settle  this  involved  question.  As  a 
matter  of  fact,  anyone  at  all  in  touch 
with  the  American  labor  problem 
knows  full  well  that  labor  turnover 
among  females  in  factory  or  office  is 
higher  than  among  males  engaged  in 
similar  work.  One  could,  also,  easily 
have  his  information  adequately  sup¬ 
ported  by  those  who  have  made 
numerous  and  extensive  surveys. 

Messrs.  Brissenden  and  Frankel  have 
seen  fit  to  discard  the  usual  method  of 
computing  labor  turnover.  The  com¬ 
monly  accepted  method  of  presenting 
labor  turnover  as  a  percentage,  based 
on  the  average  present  force,  is,  of 
course,  not  perfect  in  every  case.  The 
degree  of  exactness  depends  principally 
upon  the  accuracy  of  the  figure  for  the 
average  present  force,  which,  in  the 
now  generally  accepted  method  of 
computation,  forms  the  denominator 
of  the  labor  turnover  fraction.  It 
would  seem,  therefore,  that  the  authors 
might  well  have  emphasized  the  im- 
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portance  of  having  this  figure  as  nearly 
correct  as  possible  and  proceeded  to 
discuss  the  problem  in  the  terms  which 
are  so  generally  accepted.  They  have, 
however,  used  the  term  “full  year 
workers”  based  upon  the  number  of 
3,000  hours  worked.  To  say  the  least, 
such  a  statistical  “full-year  worker”  is 
not  at  all  representative  of  American 
industries.  Only  12  per  cent  of  em¬ 
ployees  in  maQufacturing  industries, 
according  to  the  1919  census,  worked 
60  hours  a  week.  Hence,  the  term  is 
decidedly  misleading  and  turnover 
computed  on  such  a  basis  conveys  no 
definite  picture.  When  all  arguments 
pro  and  con  are  submitted  and  summed 
up,  the  average  employment  manager 
has  become  accustomed  to  speak  of 
turnover  as  150  or  200  per  cent,  as  the 
case  may  be.  Such  figures  present  to 
him  a  definite  idea  of  150  or  200  em¬ 
ployees  leaving  during  the  year  for  each 
100  on  his  working  force,  or  a  replace¬ 
ment  at  that  rate,  if  he  is  speaking  in 
such  terms.  There  is  a  decided  ad¬ 
vantage  in  this  and  it  is  difficult  to 
understand  why  the  writers  should 
suggest  a  change,  particularly  when 
their  suggestion  is  that  one  speak  of  the 
rate  of  separations  in  the  arbitrary 
term  of  a  3,000  hour  worker.  Such  a 
suggestion  may  appeal  to  those  who  are 
interested  in  statistical  analysis  per  se, 
but  to  the  many  executives  definitely 
concerned  with  understanding  labor 
turnover  and  its  causes  this  newer 
method  is  simply  confusing. 

The  book  is,  however,  unique  in  its 
field.  No  other  work  has  been  published 
which  treats  the  subject  in  so  complete 
a  manner  nor  have  there  been  any 
articles  which  presented  so  much  data 
from  which  to  draw  conclusions.  While 
it  is  to  be  regretted  that  the  figures  used 
are  not  more  up  to  date  and  given  in 
terms  more  widely  understood,  the 
methods  of  analysis  are  suggestive  and 
should  prove  most  helpful  to  those 


concerned  with  maintaining  an  ade¬ 
quate  working  force. 

Business  and  Investment  Forecasting. 

By  Ray  Vance.  132  pages.  The  Brook- 

mire  Economic  Service,  Inc. 

Reviewed  by  Robert  L.  Smitley* 

Statisticians  and  the  makers  of  in¬ 
dex  numbers  will  not  be  interested  in 
this  book  by  Ray  Vance. 

Those  whose  mathematical  educa¬ 
tion  has  been  neglected  or  who  have 
forgotten  the  use  of  logarithms,  but 
who  desire  to  know  how  to  apply  the 
fundamental  economic  factors  for  fore¬ 
casting  the  future,  will  find  the  book 
to  be  just  about  what  they  want  and 
need. 

The  author  is  connected  with  a  well- 
known  economic  service.  One  might 
well  expect  that  this  fact  would  bias 
his  judgment  in  connection  with  ideas 
relating  to  forecasting.  The  reverse  is 
quite  true,  however,  for  he  gives  credit 
wdiere  he  believes  such  credit  is  due  and 
he  even  goes  so  far  as  to  point  out  errors 
which  occurred  in  the  early  history  of 
the  company  with  which  he  is  asso¬ 
ciated.  Such  an  attitude  lends  author¬ 
itativeness  and  trustworthiness  to  the 
book  and  commands  respect  for  the 
writer. 

It  is  for  the  purpose  of  bridging  the 
gap  between  the  technologists  and  the 
lay  business  man  that  the  author  has 
presented  his  subject  as  it  appears  in 
“Business  and  Investment  Forecast¬ 
ing.”  While  the  expert  on  the  subject 
of  trade  cycles  and  index  numbers  may 
scoff  at  the  elementary  character  of 
the  book,  the  executive  and  typical 
head  of  a  moderate  business  is  likely  to 
shower  blessings  on  the  author  for  at 
least  giving  him  a  glimmer  regarding 
the  efforts  of  the  educated  economists. 

In  the  introductory  chapter,  he 
states : 

*  Formerly  Cashier  for  Shearson,  Hammill  and 
Company. 
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Finally,  business  men  and  investors  must 
realize  that  they  are  subject  every  day  to 
arguments  in  which  others  seek  to  use 
alleged  economic  facts  or  statistics  to  in¬ 
fluence  action.  The  man  who  is  ignorant 
of  current  economic  developments  and  of 
reasonable  statistical  conclusions  labors 
under  a  great  handicap  in  the  modern  busi¬ 
ness  organization.  .  .  .  These  qualifica¬ 
tions  on  the  part  of  a  human  user  of  busi¬ 
ness  statistics  are  simply  suggested  by  the 
nature  of  the  tool  which  he  is  to  use.  They 
do  not  mean  that  it  is  necessary  in  any  way 
to  limit  the  initiative  of  business  managers 
and  investors,  but  they  do  mean  that  by 
adapting  their  methods  to  this  tool  of 
greater  knowledge  they  are  able  to  apply 
that  initiative  in  a  decidedly  more  effective 
way. 

The  contents  of  the  book  are  logically 
arranged.  This  is  a  great  blessing  to 
the  reader  who  desires  to  get  something 
tangible  from  the  book.  The  intro¬ 
ductory  chapter  treats  of  business 
statistics  and  their  relation  to  the 
human  element.  In  chapter  two, 
“Making  and  Using  Business  Statis¬ 
tics,”  he  lists  the  uses  for  the  baro¬ 
metric  collation  of  statistics  and  makes 
no  step  to  explain  the  construction 
from  the  mathematical  viewpoint.  He 
does  show,  however,  the  limitations 
for  the  use  of  these  barometric  stand¬ 
ards.  It  is  just  as  important  to  show 
the  limitations  as  the  uses;  for  the 
student  of  this  subject  is  apt  to  be¬ 
come  too  enthusiastic  and  to  try  to 
make  application  to  the  universe. 

Few  executives  understand  the  re¬ 
lationship  between  the  so-called  Secu¬ 
lar  Trend  and  the  Variations.  In 
giving  a  description  of  the  causes  for 
the  trend  the  author  reverts  back  to  the 
beginning  of  the  search  for  the  practical 
use  of  statistics  as  applied  to  the  cyclic 
movements  of  prices.  In  this  chapter, 
“The  Possibility  of  Forecasting,”  he 
shows  how  the  older  students  omitted 
the  very  necessary  elements  of  cor¬ 
relation.  This  correlation  element  is 


very  clearly  explained  by  the  use  of 
Cotton  Acreage  Forecasts  1901-1920. 
It  is  refreshing  to  find  an  explanation 
which  is  well  illustrated  by  an  actual 
series  of  circumstances. 

The  author  says: 

Summed  up,  then,  there  are  very  serious 
difficulties  in  the  way  of  making  any  fore¬ 
cast  of  business  conditions  from  a  statistical 
basis,  and  such  difficulties  make  100  per 
cent  accurate  forecasting  an  absolute  im¬ 
possibility.  On  the  other  hand,  when  these 
difficulties  are  intelligently  recognized,  it  is 
possible  through  correlation  to  use  a 
statistical  basis  as  a  tremendous  aid  to 
human  judgment  in  such  foresight  of  the 
coming  economic  consequences  as  will  per¬ 
mit  highly  advantageous  provision  against 
them. 

So  as  to  be  perfectly  thorough  in  his 
analysis  of  the  known  business  barom¬ 
eters,  the  author  takes  up  the 
Babsonian,  The  Brookmire  and  the 
Harvard  types.  He  finds  some  faults 
with  each.  In  the  majority  of  cases, 
he  finds  that  the  charts  are  made  up  of 
from  three  to  five  factors— i.e.,  Bank¬ 
ing,  Speculation,  General  Business — 
and  his  viewpoint  is  that  the  chart 
should  contain  many  more  factors  and 
that  they  should  be  more  closely  cor¬ 
related.  This  is  the  only  chapter 
which  appears  rather  unconvincing,  but 
it  could  hardly  be  otherwise  because 
the  author  does  not  go  into  the  con¬ 
struction  of  the  chart — he  does  not 
intend  to  reach  out  into  such  tech¬ 
nology  for  the  general  reader. 

In  the  following  chapters  he  applies 
what  he  considers  the  best  baro¬ 
metric  chart  to  security  buying,  to 
manufacturing  and  mercantile  policies, 
and  to  banking.  In  the  chapter  on 
the  Practical  Application  of  Fore¬ 
casting  to  Manufacturing  or  Mer¬ 
chandising,  there  is  an  able  attempt  to 
point  out  the  statistics  which  show 
when  it  is  time  to  add  to  inventory, 
when  it  is  time  to  expand  credit  facil- 
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ities,  when  to  increase  his  output,  when 
to  get  the  inventory  at  a  minimum,  and 
when  to  contract  credit  which  has 
been  extended.  There  is  a  certain 
element  of  practicability  to  this  chapter. 
The  statistical  evidences  are  clearly 
set  forth  and  the  information  is  in 
brief  and  compact  form.  This  is  a 
great  advantage. 

The  book  takes  its  place  as  one 
which  was  really  needed.  The  business 
man  who  has  doubted  the  efficiency  of 
statistical  application  will  find  it  very 
acceptable  as  the  first  elementary 
book  on  the  subject  which  sounds  like 
common  sense. 

Problems  in  Export  Sales  Management. 

By  Harry  R.  Tosdal,  Ph.D.,  Professor  of 

Marketing,  Graduate  School  of  Business 

Administration,  Harvard  University. 

xvi,  702  pp.  A.  W.  Shaw  Company. 

Reviewed  by  Hugh  Mercer  Blain,  Ph.D.* 

The  author  has  made  a  timely  con¬ 
tribution  to  the  Harvard  Problem 
Books  used  in  the  case  system  of  busi¬ 
ness  training,  in  keeping  with  the  other 
books  of  this  notable  series  in  its 
thorough  and  businesslike  treatment. 
While  primarily  intended  for  labora¬ 
tory  work  for  students,  its  clear  and 
full  statement  of  the  field  now  covered 
for  the  first  time,  the  organization  re¬ 
quired  in  handling  export  sales,  the 
analysis  of  the  sources  of  information 
accessible  as  a  basis  for  proper  plan¬ 
ning  and  operation,  the  policies  re¬ 
lating  to  prices  and  terms  of  sale,  sales 
methods,  export  financing  and  credits, 
problems  of  export  delivery  of  orders, 
sales  control,  management,  and  prac¬ 
tically  every  other  phase  of  the  sub¬ 
ject,  make  it  a  volume  of  general  use 
to  the  progressive  firm  of  today  either 
actually  in  the  export  business  or 
studying  the  situation. 

*  Manager  of  The  Associated  Rice  Millers  of  America, 
Inc.,  New  Orleans,  Louisiana. 


The  greater  part  of  the  volume  com¬ 
prises  the  statement  of  real  problems 
in  various  kinds  of  export  business, 
with  questions  and  suggestions  for 
their  solution.  But  the  introductory 
chapters  and  sections,  composed  of 
valuable  summaries  of  each  phase  of 
the  export  business  based  on  the  in¬ 
vestigation  and  study  of  the  actual 
problems  involved,  form  a  no  less 
important  part  of  the  study.  The 
inclusiveness  of  the  work  is  evident  in 
the  table  of  problems  listed  in  the 
beginning.  It  embraces  a  study  of  164 
cases  collected  from  the  business  of  as 
many  prominent  firms,  whose  products 
are  all  different.  The  problems  run  the 
scale  of  possibility,  from  pay  of  sales¬ 
men,  details  of  organization,  brand 
policy,  and  market  analysis,  to  price 
competition,  choice  of  selling  methods, 
and  handling  of  orders. 

The  growing  importance  of  foreign 
trade  to  American  business,  and  the 
lack  of  systematized  knowledge  re¬ 
garding  its  numerous  phases,  make  this 
work  especially  timely  and  justify  a 
serious  perusal  by  men  engaged  in  this 
business  as  well  as  preparation  by 
young  men  looking  to  a  business  career. 

The  lack  of  international  viewpoint 
and  the  overemphasis  accorded  to 
differences  between  foreign  and  do¬ 
mestic  trade,  have,  according  to  the 
author,  given  many  American  business 
men  the  conception  that  foreign  trade 
is  governed  by  laws  and  principles 
essentially  different  from  those  apply¬ 
ing  to  domestic  trade,  whereas  in 
fundamentals  they  are  identical.  The 
export  sales  executive,  however,  has 
not  the  same  intelligent  available 
candidates  for  foreign  trade  positions, 
and  must  anticipate  the  necessity  of 
training  such  candidates  as  are  ac¬ 
cepted.  The  present  volume  aims  to 
furnish  an  essential  part  of  this  neces¬ 
sary  training  and  to  serve  as  guide  to 
the  executive,  regardless  of  the  par- 
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ticular  kind  of  export  business  he  may 
represent. 

The  author  says: 

The  scope  of  export  sales  management  is 
the  same  as  that  of  sales  management,  in¬ 
cluding  the  performance  or  supervision  of 
practically  all  the  marketing  functions — 
storing,  risk-taking,  financing,  grading, 
selling,  and  delivery. 

He  then  shows  how  the  character  of 
different  export  organizations  differs 
according  to  method  of  sale,  financial 
circumstances  of  the  concerns,  types 
of  product,  and  other  factors,  such  as 
the  relation  of  the  export  sales  organ¬ 
ization  to  other  departments,  in¬ 
volving  questions  of  credit  and  other 
essential  matters.  These  he  treats  in 
detail.  The  planning  of  sales  oper¬ 
ations,  policies  relating  to  the  product, 
to  channels  of  distribution,  to  price, 
to  credit,  and  general  policies  towards 
customers,  are  discussed  with  equal 
thoroughness  from  a  business  stand¬ 
point. 

The  author  concludes : 

However  much  stress  we  may  lay  upon 
accuracy  in  all  such  matters,  the  knowledge 
of  technique  of  foreign  trade  is  never  more 
than  a  knowledge  of  details.  As  such,  it 
should  be  accorded  its  proper  place  as 
essential  for  the  smooth  operation  of  an 
organization;  it  should  not  be  regarded  as 
a  substitute  or  as  a  proper  basis  for  business 


judgment.  The  knowledge  of  shipping 
documents  no  more  makes  a  man  an  export 
executive  than  the  technical  knowledge 
possessed  by  a  billing  or  shipping  clerk  in  a 
domestic  concern  makes  a  domestic  execu¬ 
tive. 

The  executive  viewpoint  is  then 
developed  by  a  study  of  the  many 
problems  met  in  business,  as  follows: 

Problems  of  Export  Organization. 

Research  and  Planning  in  Export  Trade. 

Export  Policies — Policies  Relating  to 
Product,  to  Distribution,  to  Prices  and 
Terms  of  Sale. 

Sales  Methods. 

Management  of  Export  Sales  Force. 

Foreign  Branches. 

Financing,  Credits  and  Collections. 

Delivery  of  Export  Orders. 

Control  of  Export  Sales. 

General  Problems. 

Sufficient  background  is  given  in 
each  problem  to  render  it  clear,  but 
supplementary  readings  are  also  sug¬ 
gested  throughout.  The  complete 
bibliography  at  the  end  is  also  most 
helpful.  Typography  and  make-up  are 
all  that  could  be  desired. 

Aside  from  the  valuable  training 
such  a  volume  promises  for  the  pros¬ 
pective  foreign  sales  manager,  I  can¬ 
not  conceive  of  a  more  practical  study 
for  the  present  executive  of  any  firm 
engaged  in  foreign  trade  or  contem¬ 
plating  such  a  step. 
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A  MESSAGE  TO  THE  MAILING 
DEPARTMENT 

Beginning  with  the  September,  1922, 
number,  Administration  published  a 
series  of  four  very  practical  and  interest¬ 
ing  articles  by  H.  A.  Blackman,  Pres¬ 
ident,  Indiana  State  Branch,  United 
National  Association  of  Post-Office 
Clerks,  pointing  out  the  many  ways  in 
which  the  mailing  department  might 
co-operate  with  the  post-office  to 
prevent  mistakes,  and  expedite  the 
postal  service.  Now  comes  the  Post- 
Office  Department  with  an  official 
statement  of  its  own,  designed  to  in¬ 
form  the  public  and  secure  closer  co¬ 
operation  between  the  department 
and  those  it  serves.  This  statement, 
sent  out  by  direction  of  the  Post¬ 
master  General,  explains  the  present 
method  of  handling  complaints.  These 
as  they  are  received  are  sent  to  the 
Chief  Inspector  who  has  the  entire 
department  at  his  disposal  in  running 
them  down.  If  the  complaint  in¬ 
volves  a  delay  in  the  transportation  of 
mail  it  is  referred  to  the  Railway  Mail 
Service  for  prompt  investigation  and 
report  while  if  the  delay  occurred  in  a 
post-office  it  is  sent  to  the  First 
Assistant  Postmaster  General. 

When  responsibility  for  the  delay  is 
located  the  complainant  is  imme¬ 
diately  advised  and  another  investi¬ 
gation  started  with  a  view  to  pre¬ 
venting  recurrences  and  to  revising 
the  schedule  so  as  to  give  the  mail  be¬ 
tween  the  points  cited  the  best  possible 
service. 

Instances  are  given  of  the  improve¬ 
ment  this  has  brought  about  in  the 
postal  service.  “All  complaints,  how¬ 
ever,  are  not  productive  of  improved 
service.  In  fact,  the  majority  are  not 
specific  enough  to  permit  of  an  in¬ 


vestigation  without  asking  the  com¬ 
plainant  for  additional  details.  .  . 

The  statement  gives  some  interest¬ 
ing  details  of  ungrounded  complaints 
as  given  below: 

The  most  persistent  complainant  is  the 
man  who  has  ordered  merchandise  from  a 
mail  order  house  and  who  has  received  a 
notice  to  the  effect  that  the  parcel  is  being 
sent.  Interpreting  “being”  as  meaning  the 
same  date  as  the  notice,  the  customer,  after 
waiting  two  or  three  days,  berates  the 
postal  service  for  inefficiency  while  the  sub¬ 
ject  of  his  wrath  has  not  yet  left  the  mail 
order  house. 

Another  source  of  unjust  complaint  is 
occasioned  by  the  man,  frequently  cari¬ 
catured  in  the  comics,  who  carries  his  wife’s 
letters  in  his  pocket  for  a  week  and  tells  her 
he  mailed  them  without  delay. 

The  statement  concludes  with  a 
grievance  of  its  own : 

Almost  anyone  will  take  time  to  make  a 
complaint  about  delayed  mail,  but  there 
are  few  who  let  the  postal  service  know  of 
their  appreciation  for  exceptionally  quick 
service. 

Occasionally,  however,  such  letters  are 
received.  Their  rareness  may  be  judged  by 
witnessing  the  gratification  of  postal  officials 
from  the  highest  to  the  lowest.  One  such 
letter  received  recently  told  of  a  letter 
mailed  in  New  Orleans  at  11  o’clock  one 
morning  and  delivered  in  Bowling  Green, 
Kentucky,  at  10:40  the  following  morning. 

Then  there  was  the  letter  from  a  woman 
in  Mont  Eagle,  Tennessee,  thanking  clerks  in 
the  Cincinnati  office  for  repacking  and 
forwarding  a  broken  box  of  home-made 
fudge  while  the  Christmas  rush  was  at  its 
height. 

Postal  matters  must,  of  course,  be 
treated  with  due  seriousness,  but  in 
this  last  instance,  one  cannot  help 
wondering  what  was  the  matter  with 
the  fudge. 
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CHARTS  SHOWING  OPERATING 
RESULTS 

The  charts  shown  below  are  of  the 
simplest,  but  very  effective.  The 
letter  which  follows  explains  their  use : 

Editor  Administration: 

Please  note  enclosed  revised  copy  of 
chart  taken  from  the  portfolio  of  a 
southern  wholesaler;  rather,  a  man 
who  is  interested  in  a  number  of 
wholesale  companies.  This  chart  was 
not  designed  to  take  to  the  bank,  but 
for  the  personal  current  information 
of  the  principal  owner.  Yet,  in  any 
situation  where  a  banker  is  interested, 
such  a  chart  wTould  be  found  very 
informative. 

This  particular  chart  is,  as  you  may 
note,  carried  through  the  seventh 
month  of  a  current  year  and,  in  this 
stage,  represents  the  condensation  of 
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vital  points  in  seven  monthly  reports  of 
three  sheets  each;  twenty-one  8*^  x 
11  in.  sheets  of  facts  and  figures 
“boiled  down”  to  a  single  graphic 
picture  8^2  x  11  in.  where  each  month 
may  be  compared  with  all  the  other 
months  of  that  year  and  also  with  the 
same  months  of  the  preceding  year. 
The  chart  shows  all  the  trends  and 
“spreads,”  at  a  single  glance. 

This  chart  with  a  financial  condition 
report  of  each  company  in  which  he  is 
interested  is  on  the  executive’s  desk 
not  later  than  the  second  day  of  each 
month;  the  prompt  information  being 
possible  by  use  of  accounting  methods 
that  not  only  keep  the  general  ledgers 
in  perpetual  “balance,”  but  almost 
automatically  provide  a  proved  and 
tested  abstract  of  the  entire  month’s 
operations  by  departments  within  a 
few  minutes  after  the  last  shipment  is 
billed. 

Other  charts  than  this  are  compiled 
by  the  owner’s  personal  secretary  from 
the  standard  financial  reports  re¬ 
ceived,  the  whole  forming  a  comprehen¬ 
sive  analysis  of  all  features  of  both 
operating  and  financial  statements  of 
each  company,  for  all  companies  com¬ 
bined,  and  for  the  seven  to  nine  de¬ 
partments  in  each  company,  so  that 
the  answer  to  almost  any  question 
brought  up  by  this  “key  chart”  may 
readily  be  found  on  some  one  of  the 
sheets  in  the  same  binder. 

The  owner  usually  plots  this  sheet 
himself  from  the  standard  reports  as 
they  are  received,  as  this  involves  a 
searching  analysis  of  each  report  and 
gives  him  in  a  few  minutes  an  excellent 
grasp  of  the  conditions. 

Other  charts,  compiled  a  little  later 
in  the  month,  show  close  comparisons 
by  companies  and  departments,  of 
mark-up,  turnover,  and  percentages  of 
expense  and  net  operating  profit  which 
give  a  deeper  insight  into  the  under¬ 
lying  causes  which  have  operated  to 
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produce  the  specific  effects.  The  first 
chart,  however,  readily  shows  him 
which  company  and  department  is 
most  in  need  of  early  attention;  what 
results  have  occurred  from  policy 
changes  last  made,  and  how  well 
instructions  have  been  followed.  When 
this  point  is  reached,  the  manager  of 
the  weakest  company  is  apt  to  be 
called  into  consultation.  Before  this 
is  done,  however,  a  thorough  analysis 
is  made  of  the  healthier  ones,  so  that 
information  of  their  methods  may  be 
given  to  the  chap  it  may  help  the 
most.  Herein,  it  seems  to  me,  lies  one 
of  the  best  features  of  the  whole  thing; 
enhanced  by  the  fact  that  results  are 
known  so  quickly  after  the  close  of  the 
month. 

Very  truly  yours, 

A.  M.  Strickland 

THE  INDUSTRIAL  SURVEY  IN 
OPERATION 

The  Refractories  Manufacturers  As¬ 
sociation,  with  headquarters  in  Pitts¬ 
burgh,  has  begun  an  industrial  survey 
among  the  users  of  refractory  brick  to 
ascertain  the  behavior  of  the  various 
refractory  bricks  under  operating  con¬ 
ditions.  A  questionnaire  has  been 
drawn  up,  and  this  will  be  sent  to  the 
consumers  in  the  13  industries  which 
consume  the  bulk  of  the  product.  It 
is  expected  that  the  answers  will  dis¬ 
cover  a  mass  of  information  in  regard 
to  furnace  conditions  and  results  which 
could  not  be  otherwise  secured.  The 
survey  will  take  the  better  part  of  two 
years  to  complete,  partial  reports  being 
made  from  time  to  time  as  the  work 
progresses. 

The  underlying  purpose  of  the  survey 
is  to  suit  the  product  more  closely  to 
the  needs  of  its  users.  Lack  of  informa¬ 
tion  as  to  the  requirements  of  the  con¬ 
sumer  or  the  conditions  under  which 
the  brick  is  to  be  used  have  in  many 


cases  resulted  in  the  use  of  refractories 
which,  though  apparently  well  adapted 
for  the  particular  purpose  in  view, 
failed  or  fell  short  of  expectation  under 
operating  conditions.  A  study  of 
furnace  conditions  conducted  on  so 
extensive  a  scale  should  develop  the 
causes  of  such  failures  and  greatly 
benefit  both  producer  and  consumer. 

In  connection  with  this  survey  the 
Refractories  Manufacturers  Associa¬ 
tion  sends  out  the  following  request : 

Editor  Administration: 

The  success  of  the  survey  depends 
upon  the  individual  users  of  refractory 
brick  and,  since  every  manufacturer 
who  uses  high  heat  uses  refractory 
brick,  we  have  a  great  field  in  which 
to  work.  But  it  may  be  difficult  to  get 
these  users  to  see  the  benefit  they  will 
derive  through  co-operation. 

And  we  are  wondering  if  you  will  see 
it  this  way,  too — and  will  tell  your 
readers  that  they  will  be  helping  them¬ 
selves  if  they  get  behind  this  work  and 
help  to  push  it  to  a  successful  con¬ 
clusion. 

Very  truly  yours, 
Frederic  W.  Donahue 
Secretary 

A  FINANCIAL  PROBLEM 

In  Chronicle  and  Comment  for 
January  a  letter  from  Thomas  R. 
Lill  criticized  the  discussion  of  a  bond 
issue  by  Pierre  Zaldari  in  Chronicle 
and  Comment  for  October.  Lack  of 
space  prevented  the  publication  of 
Mr.  Zaldari’s  reply  in  the  January 
number,  and  this  reply  is  now  pre¬ 
sented  below: 

Editor  Administration: 

Will  you  kindly  publish  in  Ad¬ 
ministration  the  following  comments 
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on  Mr.  Lill’s  answer  to  “A  Financial 
Problem : 

First:  I  do  not  make  any  com¬ 
parisons  between  Federal  or  Joint 
Stock  Land  Bank  Bonds  and  the 
bonds  of  a  municipality;  because  the 
first  have  been  authoritatively  ac¬ 
cepted  as  United  States  government’s 
instrumentalities  and  therefore  they 
do  not  practically  differ  from  United 
States  government  bonds — and  this 
notwithstanding  the  fact  that  the 
method  of  their  issuance  and  especially 
the  time  of  their  maturity  as  com¬ 
pared  to  the  repayment  of  the  farm 
loans  do  not  correspond.  But  I  com¬ 
pare  the  taxpayer  who  becomes  the 
real  debtor  through  his  municipality 
to  the  farmer  who  is  the  debtor  of  the 
Land  Banks,  and  debtors  are  always 
debtors  whatever  they  may  be  or 
represent — government,  municipalities, 
corporations,  farmers,  or  individuals. 

Second:  A  student  of  the  amorti¬ 
zation  plan  of  any  loan  whatsoever,  of 
say  $4000  to  an  individual  farmer  or 
billions  to  governments,  can  easily 
find  out  that  the  amortization  plan  is 
not  a  new  scheme  at  all,  but  is  merely 
the  sinking  fund  plan  and  the  serial 
bond  plan  combined  and  containing 
all  their  advantages  and  none  of  their 
disadvantages. 

Mr.  Lill  says: 

For  instance  in  the  table  presented  on 
page  500  the  debt  is  shown  reduced  by  the 
first  year’s  amortizement  of  $1047.62.  It 
will  quickly  be  seen  that  bonds  cannot  be 
called  for  this  odd  amount,  so  that  if  the 
issue  is  a  callable  bond,  which  it  would 
have  to  be  under  the  conditions  described, 
the  best  that  could  be  done  would  be  to 
retire  one  $1000  bond  or  other  even 
denomination  and  hold  the  balance  until 
the  subsequent  payments  were  received. 

He  further  says: 

Even  if  the  suggested  plan  were  followed 
and  modified  to  the  extent  that  only  even 
bonds  were  retired,  the  funds  to  be  used  for 


the  retirement  of  the  bonds  would  have  to 
be  placed  in  the  hands  of  a  commission. 
Under  these  conditions  it ’would  be  not 
much  different  from  a  Sinking  Fund 
Commission. 

This  is  absolutely  correct  with  the 
following  difference: 

That  the  calculation  of  the  number 
of  bonds  of  a  loan  to  be  amortized 
periodically  (generally  annually,  and 
seldom  semiannually)  must  be  made 
very  carefully  and  is  always  based  on 
the  following  theorem.  That  the  suc¬ 
cessive  amortizements  have  the  form 
of  a  geometrical  progression  at  the 
rate  of  1+i. 

That  the  unit  may  have  any  de¬ 
nomination  of  1  =  dollars,  francs,  pounds 
sterling,  or  bonds. 

The  bonds  being  units  may  repre¬ 
sent  $100  or  $1000  as  the  case  may  be, 
based  on  the  magnitude  of  the  loan  and 
not  on  the  Wall  Street  practice  which 
does  not  mean  anything  more  than  a 
unit  for  business  transactions. 

That  the  bonds  are  called  in  by  lot 
periodically  and  canceled. 

An  amortization  table  for  $50,000 
25  years,  5  per  cent  bonds  may  be 
worked  out  on  this  basis  that  will  show 
exactly  the  amount  of  bonds  to  be 
paid  off  annually.  Under  these  con¬ 
ditions  there  is  no  need  whatsoever  of 
a  sinking  fund  commission  because 
automatically  this  plan  takes  the  same 
line  of  procedure  as  that  of  the  serial 
bonds,  with  the  exception  of  the  draw¬ 
ing  by  lot  of  the  numbers  of  bonds  to 
be  paid  off. 

In  the  meantime  it  is  superior  to  the 
serial  plan  bonds  in  case  of  bank¬ 
ruptcy  of  the  municipality  or  cor¬ 
poration  in  that  all  the  investors  have 
equal  chances  for  repayment  of  a 
part  of  their  bonds  before  the  actual 
bankruptcy  takes  place.  On  the  other 
hand,  the  serial  bonds  give  a  marked 
advantage  to  the  short-term  bond¬ 
holders.  Besides,  the  burden  of  the 
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loan  on  the  municipality  or  corpor¬ 
ation  is  very  heavy  during  its  first 
half  period  by  a  serial  bond  issue,  while 
the  amortization  plan  divides  the 
burden  equally  among  the  several 
years  of  the  life  of  the  loan. 

No  mention  is  necessary  of  the 
difference  which  certainly  occurs  be¬ 
tween  amortizements  of  a  few  odd 
dollars,  always  less  than  half  a  bond  or 
$50,  because  if  a  proper  record  is  kept 
and  these  differences,  either  in  the 
credit  or  debit  side  of  the  loan  as  may 
happen,  are  invested  at  the  same  rate 
of  interest  as  the  loan,  there  will  be 
practically  no  difference — merely  a  few 
cents. 

Besides,  by  the  annual  repayment  of 
the  bonds  and  cancellation  of  the  same 
on  the  amortization  plan,  there  is 
practically  an  accumulation  of  the 
sinking  fund  at  the  same  rate  of 
interest  as  the  loan  instead  of  that  of  a 
savings  bank  account. 

Also  it  must  be  remembered  that  if 
serial  bonds  were  issued  and  the 
$50,000  were  to  be  equally  divided 
among  the  25  years,  there  would  be 
due  the  first  year  $2000  for  principal 
and  $2500  for  interest  which  means  an 
amount  of  $4500  to  be  raised  by 
taxation  the  first  year.  As  a  munici¬ 
pality  cannot  add  or  deduct  taxes  every 
year,  there  must  be  a  planned  budget 
for  several  years  ahead  that  will  care 
for  all  changes  that  have  to  be  made. 

Furthermore,  it  must  be  remembered 
that  a  municipality  as  well  as  a  govern¬ 
ment  has  no  capital  of  importance  (if 
it  ever  had  any)  at  its  command,  and 
that  it  is  nothing  more  than  a  body 
of  individuals  joined  together  to  get 
in  common  certain  necessities  or  ad¬ 
vantages  that  could  not  be  had  pri¬ 
vately,  therefore  each  member  of  that 
municipality  or  government  has  to  pay 
for  these  in  the  form  of  taxes.  Such 
payments  cannot  be  made  at  once 
because  they  are  frequently  heavy  and 


the  community  consists  of  both  rich 
and  poor — yet  all  are  equally  en¬ 
titled  to  the  necessities  and  privileges 
incident  to  community  life,  i.e.,  edu¬ 
cation,  safety  for  life  and  property,  etc. 
Therefore  the  municipality  must  in 
most  cases  go  into  debt. 

In  my  25  years’  experience  in 
government  and  private  finance  in 
this  country  as  well  as  abroad,  I 
have  never  heard  of  any  abuse  what¬ 
soever  of  the  amortization  plan  issue 
of  bonds. 

To  end  this  paper  I  must  confess 
that  the  following  statement  by  Mr. 
Lill  aroused  my  interest: 

In  the  case  at  issue,  as  between  the 
10-year  serial  bonds  and  the  25-year  sinking 
fund  bonds,  the  comparative  total  costs 


would  be  as  follows: 

Per  Serial  Bond  Methods . $63,750 

Per  Sinking  Fund  Method .  92,058 


Difference .  $28,308 


I  take  from  this  that  the  compar¬ 
ative  cost  is  to  the  municipality.  I 
have  not  yet  found  a  comparison  of 
costs  between  10-year  and  25-year 
issues  of  bonds  made  in  dollars  and 
cents,  without  any  consideration  given 
to  the  number  of  years.  In  this  case  I 
believe  the  best  way  of  comparison 
would  have  been  to  consider  at  what 
rate  of  interest  the  municipality  bor¬ 
rowed  the  10-year  loan  and  at  what 
rate  the  25-year  loan,  because  if  25 
years’  life  is  given  to  the  serial  bonds 
issue  the  comparative  costs  would  be 
as  follows: 


Per  Serial  Bond  Issue .  $82,500 

Per  Sinking  Fund  Issue .  92,058 

Difference .  $9,558 


This  difference  of  $9558  against  the 
sinking  fund  issue  partly  comes  from 
the  accumulation  of  the  sinking  fund 
at  a  savings  bank  rate  of  interest  of 
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4  per  cent,  because  $579.57  if  invested 
semiannually  at  4  per  cent  per  annum 
compounded  semiannually  will  accum¬ 
ulate  to: 

$579.57  x  86.270991  =  $50,000 
and  at  5  per  cent  will  accumulate  to: 

$579.57  x  99.9215!=  $57,911.49 

and  partly  comes  from  the  smaller 
payments  made  the  first  half  life  of 
the  loan  by  the  sinking  fund  bond 
issue. 

Yours  very  truly, 

Pierre  Zaldari. 

AN  ORGANIZATION 
PROBLEM 

In  the  January  number  of  Adminis¬ 
tration  suggestions  were  asked  for  a 
trusteeship  or  some  arrangement  of 
the  kind  whereby  stockholders  in  an 
American  Legion  clubhouse  might  if 
they  so  desired  turn  in  their  stock  in¬ 
terests  for  the  common  benefit,  and  at 
the  same  time  permit  such  stock¬ 
holders  as  wished  to  retain  their  hold¬ 
ings  as  an  investment.  The  following 
plan  is  suggested: 

1  Zaldari’s  “Financial  Encyclopedia.” 


Editor  of  Administration: 

Mr.  Ernest  Child’s  thought  of  a 
trusteeship  to  solve  his  American 
Legion  clubhouse  problem  seems  to 
me  correct.  If  I  understand  him,  the 
prospective  donors  wish  to  give  to  the 
village  their  equity  in  the  clubhouse. 
If  there  be  a  trust  company  in  the 
village  or  in  the  county  of  the  village  it 
would  be  the  best  trustee;  but  if  none, 
then  name  five  substantial  men  of  the 
village  as  a  board  of  trustees  with 
power  to  select  their  successors. 

It  might  be  well  for  the  prospective 
donors  to  hold  a  meeting,  choose  their 
trustee  or  board  of  trustees,  and  de¬ 
cide  just  what  they  wish  done  with  the 
income  from  dividends.  Then  any  ex¬ 
perienced  lawyer  could  draw  up  the 
trust  agreement  and  arrange  for  the 
transfer  of  stock,  etc.  The  trust  agree¬ 
ment  might  be  so  drawn  that  later 
donors  could  come  in  on  the  same  basis 
without  the  necessity  of  preparing  new 
papers. 

Yours  very  truly, 

Charles  Q.  DeFrance, 
Advertising  Manager,  Lincoln 
Trust  Company,  Lincoln,  Ne¬ 
braska. 


FINANCIAL  AND  GENERAL  CONDITIONS 


THE  FINANCIAL  SITUATION 

BY  H.  PARKER  WILLIS* 


IN  opening  the  year  1923,  a  favorable 
industrial  and  financial  beginning 
has  undoubtedly  been  made,  and  a 
reasonably  hopeful  prospect  lies  be¬ 
fore  the  community  for  the  nearer 
months  of  the  year.  What  will  happen 
during  the  later  spring  season  and  the 
early  summer  is  still  a  matter  of  con¬ 
jecture.  Too  many  large  questions 
are  still  open;  too  much  uncertainty 
surrounds  our  relations  with  foreign 
countries;  the  policy  of  our  govern¬ 
ment  is  too  ill-defined  at  many  points 
to  permit  of  very  definite  forecasts. 
More  than  usually  it  is  true,  therefore, 
that  the  student  of  business  and 
financial  conditions  finds  a  hand-to- 
mouth  policy  forced  upon  him  and  is 
compelled  to  limit  himself  very  largely 
to  the  setting  forth  of  tendencies,  and 
these  only  in  their  broader  aspects. 

The  Securities  Outlook.  Figures  for 
the  output  of  new  securities  during 
1922  show  an  increase  of  about  $789,- 
000,000  over  1921,  the  aggregate 
issued  being  $3,424,000,000.  This  in 
some  measure  reflects,  no  doubt,  the 
relative  investment  and  speculative 
activity  of  1922  as  compared  with 
1921,  although  it  leaves  open  the 
question — what  proportion  of  the  se¬ 
curities  were  “water”?  It  also  sug¬ 
gests  that  the  market  at  the  present 
time  is  fairly  well  engaged  with  al¬ 
ready  issued  securities,  a  fact  which  is 
also  indicated  by  the  apparent  “slow¬ 
ing  down”  which  has  occurred  in  a 
number  of  branches  of  trade  within 
the  past  three  weeks.  It  will,  how¬ 
ever,  require  a  rather  longer  experience 

‘Editor,  The  Journal  of  Commerce,  New  York  City. 


in  the  new  year  to  make  sure  what  the 
situation  in  this  respect  is  likely  to  be. 

Relatively  little  change  in  the  se¬ 
curities  situation  has  occurred  so  far 
as  prices  go.  The  month  of  December, 
on  the  whole,  was  a  negative  period, 
with  prices  (both  of  stocks  and  bonds) 
showing  but  little  in  the  way  of 
“trend”  along  any  line,  and  obviously 
awaiting  the  advent  of  some  new  and 
definite  influences  which  would  suffice 
to  show  in  what  direction  the  wind  was 
blowing.  January  has  continued  that 
condition.  As  things  stand,  the  move¬ 
ment  of  stock  prices  has  now  recovered 
just  about  50  per  cent  of  the  amount 
of  the  “dip”  from  the  high  point, 
which  occurred  during  the  autumn 
of  1922,  but  the  market  shows  very 
great  difficulty  in  getting  above  this 
half-way  point  in  response  to  the 
effort  of  traders  to  struggle  on  towards 
decidedly  higher  levels.  Again  and 
again  a  slight  upward  movement  has 
taken  place,  only  to  fail  because  of  the 
unfavorable  technical  position  assumed 
by  the  trading  community,  and  the 
necessity  of  restoring  a  more  even 
balance  by  making  sales.  In  bonds 
the  index  of  prices  published  by  The 
Wall  Street  Journal  shows  for  Decem¬ 
ber  a  level  of  74.11  as  against  74.10  for 
the  preceding  month. 

This  tendency  towards  practical 
stability  now  appears  likely  to  be  con¬ 
tinued  and  maintained  for  some  time, 
and  during  the  month  of  January  thus 
far  no  new  upward  trend  in  bond 
values  has  been  evident.  Possibly  the 
most  distinct  change  in  the  situation 
that  has  taken  place  from  time  to 
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time  lias  been  seen  in  foreign  securi¬ 
ties,  particularly  foreign  government 
bonds,  which  have  tended  to  change 
more  or  less,  following  fluctuations  in 
the  value  of  the  various  foreign 
currencies.  For  the  immediate  future, 
there  would  seem  to  be  no  decisive 
reason  to  expect  any  pronounced  up¬ 
ward  trend  in  stocks  or  bonds,  but 
rather  a  continuance  of  substantially 
the  present  situation,  pending  the 
coming  of  some  decidedly  new  devel¬ 
opments  in  production  or  trade,  or  in 
costs  and  prices.  Isolated  cases  of 
buoyancy  are  no  doubt  to  be  found  as 
the  result  of  specially  favorable  con¬ 
ditions  in  individual  lines  of  business. 
No  such  general  upward  movement  is, 
however,  in  sight. 

Volume  of  Output.  This  tendency 
on  the  part  of  securities  values  to 
hesitate  and  hold  back  is  not  due  to 
lack  of  a  large  volume  of  production. 
On  the  contrary,  the  productive  out¬ 
put  is  apparently  good.  The  year-end 
figures  for  1922  have  shown  that  the 
output  of  that  year  was  exceptionally 
large  in  a  very  substantial  number  of 
industries.  Indeed,  some  observers  are 
now  of  the  opinion  that  the  general 
level  of  business  is  about  up  to  what 
it  was  during  the  active  production 
period  of  1920.  It  is  not  necessary  to 
go  as  far  as  that  to  recognize  that  em¬ 
ployment  is  very  satisfactory,  wages 
good,  and  total  output  large,  except  in 
those  lines  in  which  a  given  industry 
is  largely  dependent  upon  foreign 
markets  for  its  product.  It  is  also  to  be 
remembered  that  these  conditions  were 
anticipated  by  the  stock  market  in  the 
level  of  prices  established  by  it  some 
four  or  five  months  ago.  What  the 
stock  market  wishes  to  anticipate  to¬ 
day  is  the  general  condition  of  pro¬ 
duction  and  trade  that  is  to  be  looked 
for  six  months  or  so  from  now.  But 
this,  of  course,  is  far  more  difficult  to 
forecast  on  any  basis,  while  moderate 


and  reasonable  predictions  can  of 
course  not  assume  any  such  expansion 
of  production  as  took  place  during 
1922.  There  is  no  probable  demand 
for  any  such  enlarged  volume  of  goods 
as  would  correspond  to  such  additional 
growth,  even  if  there  were  the  physical 
plant  to  turn  it  out.  It  may  be  said, 
generally  speaking,  therefore,  that  the 
productive  situation  furnishes  very 
little  in  the  way  of  indication  that 
further  decisive  advances  in  stocks  or 
bonds  will  be  likely  to  occur  in  the 
immediate  future  in  so  far  as  they  may 
be  expected  to  result  from  business 
changes.  The  unfilled  tonnage  report 
of  United  States  Steel  for  December 
shows  a  drop  of  95,000  tons  and  there 
are  various  other  indications  that 
there  may  be  minor  recessions  rather 
than  advances,  during  coming  weeks. 

Retail  and  Wholesale  Trade.  One  of 
the  encouraging  factors  in  the  business 
situation  is,  however,  undoubtedly 
seen  in  the  great  improvement  of 
retail  and  wholesale  trade.  For  the 
holiday  season  many  establishments 
reported  a  gain  of  20  per  cent  over  the 
same  period  in  1921  and  general 
reports  from  all  over  the  country  point 
to  a  very  high  level  of  activity.  This 
is  partly  to  be  explained  by  the  fact 
that  wages  in  manufacturing  districts 
are  still  very  high,  being  somewhat 
above  the  price  level,  relatively  speak¬ 
ing,  while  employment  has  continued 
very  full,  the  result  being  to  place  in 
the  hands  of  buyers  a  large  purchasing 
power.  Inasmuch  as  stocks  of  goods 
had  become  considerably  reduced 
during  the  autumn  of  1922,  it  is  now 
necessary  for  merchants  in  a  good 
many  lines  to  replenish,  the  effect  being 
to  afford  good  promise  of  a  substan¬ 
tially  large  trade  for  the  spring  months 
of  the  present  year.  This  may  be 
continued  over  into  the  later  months, 
depending,  however,  on  the  question 
as  to  how  well  employment  is  sustained. 
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The  unfavorable  element  in  the  out¬ 
look  continues  to  be  the  relative  “lag” 
in  the  purchasing  power  of  the  farmer, 
who  is  still  retarded  in  the  growth  of 
his  ability  to  buyv  as  compared  with 
,  that  of  producers  of  manufactured 
articles.  The  tendency,  at  the  present 
time  is  apparently  to  accentuate  the 
,  prices  of  consumers’  goods  both  at 
retail  and  wholesale,  while  foods,  and 
in  general  necessaries,  advance  at  a 
slower  rate.  This  is  somewhat  the 
same  kind  of  situation  that  existed 
during  the  last  upward  “swing”  of 
business,  before  prices  were  advanced 
to  their  high  point  early  in  1920.  It 
undoubtedly  tends  to  help  the  advent 
of  a  period  of  greater  prosperity  in  the 
technical  sense  as  well  as  high  profits 
in  the  distributive  industries — a  con¬ 
dition  which  is  reflected  in  the  very 
decided  advance  of  values  of  the  shares 
of  corporations  in  this  particular 
group. 

The  Price  Situation.  Prices  are  un¬ 
doubtedly  continuing  their  advances 
although  on  a  moderate  scale.  The 
Bureau  of  Labor’s  index  for  January  19, 
showed  no  change  in  level  during  De¬ 
cember,  standing  at  156  while  the 
Federal  Reserve  Board’s  current  index 
shows  a  decline  of  one  point  standing 
at  164.  Commercial  index  numbers 
for  recent  weeks  show  a  tendency  to 
increase  although  only  moderately, 
and  there  would  seem  to  be  no  doubt 
that  there  is  a  prevailingly  upward 
tendency  in  the  price  field,  generally 
speaking.  This  is  explained  by  some 
on  the  ground  that  agricultural  com¬ 
modities,  which  have  lagged  so  much 
behind  have  at  last  taken  a  start  and 
are  doubtless  “catching  up”  with 
manufactures.  It  is  true  that  there 
have  been  pronounced  advances  in 
cereals  and  in  cotton  within  the  past 
30  to  60  days,  and  it  is  also  true  that 
further  advances  in  these  items  are 
predicted  by  competent  observers. 


These  may  be  sufficient  to  account  for 
a  relatively  slight  total  increase 
in  the  price  index  number  as  a  whole, 
but  the  fact  remains  that  such  in¬ 
creases  are  going  on  in  agricultural 
products  and  are  not  offset  by  any 
drop  in  manufactures.  This,  on  the 
most  moderate  interpretation,  must 
mean  that  the  price  level  is  “evening 
up”  rather  than  down. 

Internal  evidence,  however,  points 
also  to  somewhat  higher  prices  for 
many  manufactures.  There  have  been 
recent  advances  in  building  materials 
as  well  as  minor  advances  in  copper, 
and  textiles  show  a  distinct  upward 
price  trend  both  in  cottons  and 
woolens.  On  the  whole,  therefore,  it 
seems  reasonable  to  expect  a  con¬ 
tinuance  of  an  upward  movement  un¬ 
less  it  is  soon  checked  by  curtailment 
of  credit  or  by  restriction  of  demand 
and  volume  of  trade.  Just  at  present, 
neither  of  these  limiting  factors  ap¬ 
pears  to  be  in  sight,  but  instead  the 
trade  volume  seems  likely  to  be 
tolerably  constant,  while  the  prospects 
evidently  favor  a  growth  in  the  ex¬ 
tension  of  the  credit  rather  than  a 
decline  therein. 

As  seen  in  former  discussions  the 
expansion  of  commercial  bank  demand 
deposits  during  1922  has  probably 
been  not  less  than  $2,000,000,000,  and 
the  indications  of  the  early  weeks  of 
the  new  year  suggest  that  this  growth 
is  continuing,  although  it  has  not  defi¬ 
nitely  reached  the  larger  banks  of  the 
cities  thus  far.  The  country  banks 
and  the  banks  in  the  smaller  places, 
which  were  the  last  to  respond  to  the 
contraction  influences  of  eighteen 
months  ago,  have  been  the  first  to 
respond  to  the  expansion  of  recent 
weeks. 

Banking  and  Money  Prospects.  These 
conditions  undoubtedly  emphasize  once 
more  the  question  of  banking  and 
money  prospects.  Within  the  past 
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month  the  demand  for  an  advance  in 
federal  reserve  rates  from  their  present 
4-4}^  per  cent  level  to  at  least  a 
uniform  level  of  4^  per  cent  and  per¬ 
haps  even  to  a  higher  level,  has  been 
increasing  in  strength.  The  ordinary 
rates  for  commercial  paper  and  for 
time  funds,  after  showing  a  slight 
normal  backward  reaction  in  early 
January,  have  appeared  at  an  unex¬ 
pectedly  early  date  to  respond  to 
the  stronger  condition  of  demand  and 
are  now  distinctly  higher  than  at  the 
beginning  of  the  month.  Time  money 
is  fairly  rigidly  “pegged”  around 
43^~4^.  Call  funds  have  fluctuated  a 
good  deal  of  the  time  and  during  the 
middle  of  the  month  were  low  al¬ 
though  commercial  paper  has  been 
firm  around  the  5  per  cent  figure. 

An  advance  in  federal  reserve  rates 
will  probably  be  followed  by  a  still 
further  advance  in  commercial  rates, 
and  would  almost  certainly  be  ac¬ 
companied  by  an  increase  in  call  and 
time  rates.  On  the  other  hand,  even  if 
action  in  the  federal  reserve  system 
should  be  deferred  for  some  time,  the 
natural  shortening  of  the  credit  “  slack” 
tends  to  give  current  rates  a  stronger 
tendency.  In  this  situation  it  is  hard 
to  resist  the  opinion  that  the  short¬ 
term  money  market  is  headed  upward, 
and  that  commercial  borrowing  is 
likely  to  cost  more  in  the  coming 
weeks  than  it  has  cost  during  the  latter 
part  of  1922. 

As  for  investment  yields,  advances 
in  current  values  of  money  naturally 
tend  to  result  in  the  employment  of 
funds  in  short-term  lending  rather 
than  in  bond  purchases,  and  this  shift 
of  buying  power  operates  to  reduce 
bond  values.  True,  as  already  seen, 
the  latest  bond  index  (for  December) 
shows  stability,  and  there  have  been 
days  during  January  when  a  distinct 
power  of  increase  appeared  to  inhere  in 
many  issues.  The  money  market 


conditions  referred  to,  however,  work 
against  this  tendency  to  stability,  and 
on  the  whole  appear  to  foreshadow  a 
further  settling  down  of  bonds  upon  a 
slightly  lower  level. 

The  Foreign  Debt  Situation.  Ne¬ 
gotiations  with  Great  Britain  have  at 
last  “come  to  a  head,”  through  the 
arrival  of  a  Debt  Funding  Commission 
which  conducted  negotiations  from 
January  9  to  January  19.  This  com¬ 
mission,  representing  Great  Britain’s 
best  financial  ability,  confessedly  came 
to  this  country  in  the  belief  that  it 
could  secure  more  favorable  terms  as  to 
the  time  within  which  the  British  debt 
to  our  government  is  to  be  paid,  and 
perhaps  a  modification  of  rates  of 
interest.  While  there  has  been  a  tem¬ 
porary  deadlock  as  to  these  conces¬ 
sions,  there  is  a  prospect  of  adjustment, 
but  it  remains  to  be  seen  what  Con¬ 
gress  will  determine  in  the  matter, 
inasmuch  as  the  limits  of  what  can 
be  done  are  definitely  settled  by  the 
act  creating  the  funding  commission 
which  is  tolerably  rigid  in  its  terms. 
There  has  been  some  growth  of 
opinion  in  Congress  in  favor  of  re¬ 
laxing  the  terms  set  forth  in  the  act, 
in  order  to  give  Great  Britain  a 
more  favorable  basis  of  settlement. 
Should  this  be  done,  it  would,  of 
course,  be  hard  to  deny  at  least  an 
equally  favorable  basis  of  settlement 
to  other  foreign  debtors  if  they  indi¬ 
cate  a  desire  to  begin  serious  negoti¬ 
ations. 

Meantime  the  repeated  assevera¬ 
tions  of  the  British  representatives  that 
they  intend  to  settle  with  the  United 
States  in  full,  dollar  for  dollar,  at  . 
some  time,  has  naturally  tended  to 
strengthen  the  quotation  of  sterling, 
and  that  currency  has  accordingly 
reached  a  higher  level,  notwithstanding 
that  other  exchanges,  for  reasons  to  be 
referred  to  presently,  have  dropped  to 
a  lower  point.  The  settlement  of  the 
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British  indebtedness  to  the  United 
States  on  a  recognized  basis  would  un¬ 
questionably  pave  the  way  to  a 
restoration  of  the  parity  between 
sterling  and  the  American  dollar,  and 
this  restoration  would  go  far  toward 
bringing  about  a  condition  in  which  the 
convertibility  of  Bank  of  England 
notes  would  once  more  be  possible. 

Franco-German  Difficulties  a  Market 
Factor.  These  favorable  indications  in 
our  relations  with  Great  Britain  are  in 
striking  contrast  with  the  depressing 
situation  that  has  developed  in  Fran¬ 
co-German  relationships.  The  ad¬ 
vance  of  France  into  the  Ruhr  region 
during  the  last  weeks  of  January 
naturally  had  the  effect  of  impairing 
confidence  in  any  early  settlement  of 
reparations  upon  a  peace  basis  and 
both  marks  and  francs  accordingly 
dropped  off  heavily,  marks  going 
well  toward  24,000  to  the  dollar.  De¬ 
spite  subsequent  technical  recoveries, 
the  effect  of  the  movement  has  un¬ 
doubtedly  been  to  impair  confidence  in 
continental  exchanges,  and  as  a  result 
to  hurt  the  quotation  and  the  demand 
for  all  such  foreign  securities  in  the 
United  States.  Holders  of  such  se¬ 
curities  have  accordingly,  in  many 
cases,  been  disposed  to  sell  them,  which 
they  have  been  able  to  do  by  reason  of 
the  fact  that  there  is  still  artificial 
support  for  many  of  the  most  recent 
issues.  In  consequence,  some  con¬ 
centration  of  such  foreign  bonds  in  the 
hands  of  their  original  issuers  has 
apparently  taken  place,  while  the 
prospect  of  floating  further  European 
securities  in  the  United  States  has 
been  injured  and  a  more  pessimistic 
attitude  toward  German,  French,  and 
Italian  borrowers  has  developed. 

While  these  conditions  might  more 
or  less  speedily  be  repaired  if  a  satis¬ 
factory  and  apparently  permanent 
reparations  readjustment  be  attained, 
no  such  outcome  now  seems  to  be  in 


sight.  There  is,  therefore,  a  substantial 
development  of  pessimism  on  the  whole 
subject.  Notwithstanding  this  con¬ 
dition  our  export  trade  as  a  whole  has 
continued  to  hold  up  well,  showing  a 
total  for  December  of  $344,000,000, 
while  trade  with  Great  Britain  has 
decidedly  improved.  Our  tariff  on  the 
one  hand,  and  the  disturbed  condi¬ 
tions  on  the  continent  on  the  other, 
have  hurt  the  trade  so  that  it  is  far 
below  what  ought  to  have  been  real¬ 
ized,  but  the  present  condition  is 
nevertheless  more  satisfactory  than  had 
been  feared  by  many. 

Some  Conclusions.  The  present  in¬ 
dustrial  and  trade  outlook  shows  but 
little  sign  of  deterioration  but  has  held 
up  unexpectedly  well  after  the  close  of 
the  Christmas  holiday  trading.  There 
are  good  forward  orders  in  many  lines, 
and  the  recession  which  has  occurred 
in  unfilled  steel  orders  and  in  some 
other  branches  of  basic  industry  is 
probably  technical,  rather  than  real. 
Wholesale  and  retail  trade  show  sub¬ 
stantial  strength  in  most  parts  of  the 
country.  The  banking  situation  is 
satisfactory,  although  still  indicating 
fairly  definite  signs  of  coming  inflation. 
Prices  are  slightly  tending  upward,  and 
from  all  appearances  are  likely  to  con¬ 
tinue  their  movement  toward  higher 
levels,  although  perhaps  at  a  low  rate 
of  speed.  Stocks  and  bonds  have 
apparently  been  fairly  stabilized  around 
present  figures,  but  there  is  nothing  to 
indicate  any  “peak”  prices,  or  even 
material  advances,  in  the  early  future. 
On  the  contrary,  the  tendency  is  likely 
to  be  downward  in  both,  even  if  only 
slightly.  Exceptions,  of  course,  are 
to  be  noted  in  each  branch  of  the 
market.  In  foreign  affairs  the  coming 
of  the  British  Debt  Funding  Com¬ 
mission  has  been  a  hopeful  factor 
which,  however,  is  more  than  offset  by 
the  unsatisfactory  conditions  growing 
out  of  France’s  advance  into  German 
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territory.  Our  foreign  relationships 
both  political  and  trade,  therefore, 
continue  as  disturbed  and  uncertain 
as  ever,  although  at  home  the  eco¬ 
nomic  and  financial  outlook  appears  to 
be  tolerably  stable  without  there  being 
thus  far  any  material  indication  of 
distinct  change  in  either  direction. 

Politically,  the  present  prospect  for 
business  has  some  unfavorable  ele¬ 
ments.  As  matters  have  developed  at 
Washington  within  recent  weeks,  it  has 
seemed  as  if  there  might  be  more  un¬ 
favorable  legislation  there  than  had 
been  expected.  Bills  modifying  the 
income  and  profits  taxes  have  been 
urged  by  the  Treasury  Department 
and  there  is  at  least  a  fair  chance  that 
they  will  pass.  A  rural  credits  bill  carry¬ 
ing  substantial  amendments  to  the 
Federal  Reserve  Act  appears  to  be 
practically  assured.  Notwithstanding 
the  size  of  the  deficit  foreseen  by 
President  Harding,  and  of  which  Con¬ 
gress  has  been  fully  warned,  there  is  a 


manifest  disposition  to  enact  very 
large  appropriations  for  rivers  and 
harbors  as  well  as  for  other  develop¬ 
mental  objects,  good  in  themselves  but 
certainly  undesirable  at  this  particular 
moment.  State  legislative  tendencies 
are  hardly  more  favorable;  as  witness 
the  tenor  of  the  measures  planned  at 
Albany  under  the  new  state  adminis¬ 
tration.  These  factors  undoubtedly 
operate  in  some  measure  to  discourage 
business  prospects  which  might  other¬ 
wise  be  considered  more  favorable. 
Taken  with  the  foreign  situation,  the 
increase  of  what  is  ordinarily  called 
“radical  politics”  at  home  has  tended 
to  stimulate,  in  the  minds  of  investors 
and  of  many  who  might  otherwise 
contemplate  new  enterprises,  what  is 
often  called  a  “waiting  attitude.”  This 
tends  to  confirm  the  opinion,  already 
indicated,  that  new  developments  of  a 
striking  kind  are  hardly  to  be  expected 
in  the  business  and  investment  world 
within  the  early  future. 


HOW  FARES  THE  SOUTH  ? 


BY  ARCHER  WALL  DOUGLAS* 


THE  most  striking  feature  of  the 
economic  situation  today  is  the 
change  that  has  come  over  the  southern 
states.  For  the  South  is  a  country 
where  once  tradition  was  deep-rooted 
and  widespread,  and  where  the  ways  of 
the  father  were  those  of  the  sons,  even 
unto  the  third  and  fourth  generation. 
Yet  today,  development  and  progress 
are  abroad  everywhere,  and  new  wine 
is  being  poured  into  old  bottles. 

For  cotton  is  high,  and  the  story  of 
the  South  has  always  been  woven 
around  the  price  and  yield  of  this 
greatest  of  all  fibers.  This  time,  how¬ 
ever,  the  tale  has  a  different  accompani¬ 
ment  and  different  surroundings.  Once 
upon  a  time,  not  much  over  a  genera¬ 
tion  ago,  cotton  was,  all  in  all,  the  sole 
cash  crop  of  any  moment  in  the  South, 
furnishing  revenue  for  the  purchase  of 
many  things  which  that  section  might 
have  produced  itself  save  for  the  one- 
crop  obsession  of  cotton-raising.  The 
invasion  of  the  boll  weevil  has  changed 
all  that  and  has  given  cotton  production 
its  true  place  in  the  drama  of  agricul¬ 
ture,  as  the  leading  instead  of  sole 
figure,  with  a  host  of  supporting  food 
products  which  are  no  longer  bought 
from  the  West,  and  which  have  con¬ 
sequently  reduced  the  price  of  growing 
cotton  in  like  proportion. 

Not  only  did  this  make  the  Grain 
Belt  farmers  of  the  West  seek  new 
markets  in  the  Old  World  for  their  sur¬ 
plus  products,  but  following  hard  upon 
the  greatly  increased  production  of 
foodstuffs  in  the  country  south  of 
Mason  and  Dixon’s  line,  came  the 
necessity  of  cattle  to  consume  the 

*  Chairman  of  the  Committee  on  Statistics  and  Stan¬ 
dards  of  the  Chamber  of  Commerce  of  the  United 
States. 


provender.  So,  with  the  steady  freeing 
of  the  South  from  the  Texas  cattle  tick 
since  1906,  she  found  herself  a  shipper 
of  livestock  to  those  very  sections  north 
of  her  from  which  she  had  formerly 
been  a  large  importer  of  packing-house 
products.  The  dairy  cow  trod  close 
upon  the  heels  of  the  grazing  steer,  and 
domesticated  herself  in  pine  barrens,  in 
swampy  delta  regions,  in  long-stretch¬ 
ing,  broom  sedge  -  covered,  upland 
prairies,  where  before  she  was  known 
only  as  one  of  the  “creeturs”  in 
Uncle  Remus’  stories  to  the  little  boy. 
In  due  time  climate  and  soil  inevitably 
asserted  themselves,  and  early  fruits 
and  vegetables  became  a  part  of  the 
spring  and  summer  shipments  to 
northern  sections  in  literally  thou¬ 
sands  upon  thousands  of  carloads. 

Yet  with  all  this,  much  of  which  is 
only  in  the  beginning,  the  South  is  still 
the  “land  of  cotton,”  and  always  will 
be.  For  cotton  is  the  greatest  money 
crop  of  this  or  of  any  other  country, 
and  not  only  do  we  produce  60  per  cent 
of  all  grown  in  the  world,  but  there  is 
no  sign  as  yet  that  this  proportion  will 
ever  be  changed  to  our  disadvantage, 
despite  much  hasty  and  ignorant  talk 
to  the  contrary.  What  can  be  done 
under  stress  was  shown  in  1914  when 
we  produced  over  16,000,000  bales,  as 
against  the  world’s  consumption  of 
about  20,000,000  bales. 

II 

The  Tobacco  Crop.  It  took  us  a  long 
time  to  realize  that  no  nation,  nor  sec¬ 
tion  of  a  nation,  lives  unto  itself  alone. 
So  it  would  have  been  most  calamitous 
had  the  present  time  found  the  15 
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southern  states  in  the  same  condition 
as  they  were  in  in  the  early  summer  of 
last  year,  when  everything  went  wrong 
and  they  were  sorely  distressed.  Yet  it 
is  not  alone  the  high  price  of  the  cotton, 
but  the  favorable  state  of  all  other 
industries  and  commodities  that  makes 
the  South  today  pre-eminently  the  land 
of  opportunity.  Tobacco  in  portions  of 
the  two  Carolinas,  Virginia,  Kentucky, 
Tennessee,  and  West  Virginia  is  to  the 
growers  of  these  sections  what  cotton 
is  to  the  people  of  the  South  generally, 
for  it  is  the  sole  cash  crop  of  supreme 
importance.  But  like  cotton,  it  brings 
tribulation  to  its  people  in  times  of 
overproduction  when  prices  drop 
below  the  cost  of  raising  it,  and  the 
entire  population  “goes  broke”  and 
practically  suspends  payment.  That 
all  these  sections  are  today  in  better 
shape  than  for  a  long  time,  is  due,  not 
so  much  to  nature’s  bounty,  as  to  a 
co-operative  system  of  marketing,  born 
and  bred  of  bitter  necessity.  For  the 
tobacco  grower,  like  the  cotton  planter, 
had  the  incurable  obsession  of  produc¬ 
ing  all  that  was  possible,  without  regard 
to  what  the  demand  might  be. 

Then  there  was  the  unequal  conflict 
between  the  many  sellers,  who  had  no 
staying  powers  financially,  and  the  few 
large  buyers  who  could  play  a  waiting 
game  and  did.  While  the  seller  could 
take  it  or  leave  it  as  he  chose,  each 
choice  he  made  was  worse  than  the 
other.  It  was  small  wonder  that  the 
growers  were  often  in  desperate  plight 
until  they  found  ways  and  means  to 
finance  and  warehouse  their  crop  until 
the  natural  demand  warranted  its 
being  sold.  And  business  in  all  the 
tobacco  sections  feels  the  impulse  of 
these  sales  as  they  are  made. 

Ill 

Other  Crops  and  Products.  Also  naval 
stores — turpentine,  rosin,  and  the  like 


— in  the  yellow  pine  districts,  have 
recently  come  out  of  the  long  hiber¬ 
nation  they  went  into  after  the  war, 
when  demand  ceased,  for  there  is  call 
for  them  now,  and  at  higher  figures 
than  during  the  distressful  days  of  the 
past.  Besides,  in  these  same  yellow 
pine  forests  which  are  indigenous  to  all 
the  southern  states  the  lumber  mills 
have  more  orders  than  they  can  fill, 
partly  because  of  lack  of  cars,  but  also 
because  of  the  building  and  construc¬ 
tion  being  done  throughout  the  coun¬ 
try,  which  will  continue  for  at  least 
another  six  months.  The  same  story  is 
true  of  the  hill  country  where  hard¬ 
woods  are,  and  the  swamps  of  Arkansas, 
Louisiana,  and  Florida,  where  there  is 
extensive  cypress  timber  still  uncut. 

With  the  long  and  growing  list  of 
agricultural  products  the  South  is 
growing,  must  be  reckoned  the  rice 
fields  of  Louisiana,  Arkansas,  and 
Texas,  with  crops  this  past  season  that 
are  being  marketed  at  far  better  prices 
than  twelve  months  ago;  likewise  the 
extensive  sugar  cane  culture  that  finds 
itself  in  good  shape;  the  peanut  crop 
which  is  one  of  many,  many  millions 
of  dollars,  and  for  which  there  are 
steadily  increasing  uses.  In  Kentucky, 
Tennessee,  Virginia,  West  Virginia,  and 
Arkansas,  the  coal  mines  are  operating 
steadily,  though  not  on  full  schedule, 
and  in  many  sections  they  form  the 
chief  support  of  the  people.  Manu¬ 
facturing  for  many  years  was  a  laggard 
in  the  South  because  the  people  were 
principally  agricultural.  But  those 
days  have  passed  away.  Just  now  the 
iron  and  steel  industry  in  the  Birming¬ 
ham  district  has  the  promise  of  the 
future,  for  there  in  close  proximity  are 
the  iron  ore,  coal,  and  limestone  needed 
for  iron  making,  and  in  such  abundance 
as  cannot  be  matched  elsewhere  in  an 
equal  area. 

On  the  Atlantic  coast,  from  Colum¬ 
bus,  Georgia,  to  some  600  miles  north- 
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eastward  to  Lynchburg,  Virginia,  you 
can  almost  throw  a  stone  from  one 
cotton  mill  to  another.  They  are  very 
busy  and  very  prosperous,  and  there 
are  many  more  building,  for  they  have 
potentialities  of  hydroelectric  power,  of 
increasingly  intelligent  and  efficient 
labor,  and  of  supplies  of  raw  material 
the  possibilities  of  which  have  not  yet 
been  sounded. 

IV 

Need  of  Moderation  in  Cotton  Planting. 
Once  more  the  story  reverts  to  cotton 
as  the  central  figure  in  the  South’s 
economic  drama,  for  all  its  other  crops 
and  all  its  industries  only  add  to  the 
ease  and  certainty  of  raising  cotton 
after  the  fashion  in  which  it  should  be 
raised — not  as  the  one  and  only  crop, 
but  as  the  one  important  crop,  with  all 
manner  of  supports.  It  is  no  longer  a 
matter  of  desperate  necessity  that 
cotton  be  grown  in  great  yields  and  at 
all  hazards,  lest  business  perish  for  lack 
of  its  money-producing  qualities,  but 
rather  that  it  be  produced  more  in 
accordance  with  supply  and  demand, 
and  with  co-operative  methods  of 
marketing  and  more  common  under¬ 
standing,  and  less  of  whims  and  fancies. 

There  will  be  much  business  in  the 
South  these  coming  months,  because  of 
the  things  I  have  narrated— more  than 
for  two  long  weary  years.  But  will  the 
prevailing  high  price  of  cotton  instigate 
such  widespread  planting  of  the  staple 
as  will  again  bring  down  about  the 
heads  of  the  people  the  slowly  growing 
edifice  whose  permanence  is  to  be  found 
in  the  ways  of  moderation?  For  it  is 
the  irony  of  the  economic  production 
and  distribution  methods  of  the  day 
that  the  most  signal  misfortune  that 
can  occur  to  any  agricultural  producing 
country  is  to  raise  more  of  some  great 
essential  staple — cotton,  sugar,  wheat, 


or  livestock — than  it  can  market.  For 
the  inevitable  result  is  unduly  low  and 
unremunerative  prices  to  the  grower, 
with  no  corresponding  benefit  to  the 
consumer. 

V 

Controlling  the  Supply.  The  southern 
cotton  planter  knows  full  well  from 
sweet  and  bitter  experience  what  the 
alternatives  are  which  await  him,  and 
it  is  squarely  up  to  him  to  determine 
whether  there  shall  be  an  intelligent 
and  determined  attempt  to  control  the 
cotton  situation  by  endeavoring  to 
forecast  and  supply  the  world’s  needs, 
and  do  no  more.  Such  a  course,  full  of 
uncertainties  as  it  is,  is  at  least  the 
surest  preventive  of  the  recurrence  of 
past  happenings,  especially  if  it  be 
coupled  with  a  method  of  marketing 
that  matches  supply  to  demand  as  the 
occasion  warrants. 

The  thing  has  been  done  elsewhere — - 
in  California  with  her  innumerable 
products;  in  the  tobacco-raising  sec¬ 
tions — and  it  can  be  done  on  a  larger 
scale  in  the  South  with  the  aid  of  time 
and  patience  and  teamwork.  Other¬ 
wise  there  is  a  likelihood,  almost  a 
certainty,  that  the  opportunity  of  a 
generation  will  be  thrown  away  with 
reversion  to  the  days  of  the  past  when 
overproduction  brought  the  South 
down  to  the  depths  of  misfortune, 
which,  in  turn,  had  its  effect  upon  the 
entire  country. 

It  is  not  likely,  nor  even  desirable, 
that  the  present  abnormal  prices  of 
cotton  should  prevail  another  season, 
but  it  is  possible  and  most  devoutly  to 
be  wished  that  there  should  be  such 
reasonable  remuneration  to  the  farmer 
as  will  prolong  the  present  prosperity 
of  the  South,  not  alone  for  her  own 
welfare  but  for  the  welfare  of  the  entire 
nation. 
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THE  BUSINESS  TREND— A  BAROM 


EXPLANATION  OF  BAROMETER. 

The  trade  barometer  shown  above  is  so 
constructed  that  when  business  is  in  the 
stage  either  of  boom  and  expansion  or  is 
moving  downward  in  the  early  stages  of 
crisis,  the  curves  and  vertical  bars  are  in 
the  upper  area.  When  the  general  busi¬ 
ness  condition  is  that  of  depression  or  the 
beginning  of  recovery,  the  curves  and  bars 
are  in  the  lower  area. 

The  light  line  shows  the  course  of  the 
interest  rate  on  prime  commercial  paper, 
with  adjustment  for  normal  seasonal  vari¬ 
ation.  It  is  based  on  an  index  number,  100 
equaling  5  per  cent.  The  broken  line  shows 
the  federal  reserve  bank  ratio  of  cash  re¬ 
serves  to  note  and  deposit  liabilities,  the 
curve  being  inverted  so  that  an  increase  in 
the  ratio  causes  a  fall  in  the  curve.  The 
heavy  line  shows  the  relation  between  the 
price  level  (Bradstreet’s  index  number  of 
wholesale  prices)  and  the  physical  volume 


Prepared  by  Lewis  H.  Haney, 

of  trade  (car-loadings  X  tons  per  car). 
The  bars  projecting  above  or  below  the 
normal  zone  indicate  the  movement  of 
business  failures  (Dun’s).  Bars  pro¬ 
jecting  above  the  “normal”  area,  show  a 
smaller  number  of  failures  than  normal; 
bars  projecting  below  show  an  excess  of 
failures  over  normal;  the  absence  of  any 
bar  would  show  that  failures  are  normal. 
The  arrows  pointing  up  or  down  from  the 
center  line  of  the  normal  zone  show  by  their 
direction  the  course  of  a  special  six-com¬ 
modity  price  index.  The  stars  indicate 
the  probable  trend  of  the  curves  during  the 
current  month;  the  dotted  bar  the  prob¬ 
able  trend  of  failures. 

THE  BUSINESS  TREND  IN 
DECEMBER  AND  JANUARY 

The  story  of  December  is  told  b,f  the 
downpointing  price  arrow.  Production 
and  trade  in  that  month  were  large  in 


per  cent  (curve  plotted  on  inverted  scale);  for  failures  =  trend  during  40  years. 
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volume,  but  the  price  advance  was 
checked — partly  as  a  result  of  the  large 
physical  volume — and  the  market  de¬ 
mand  for  many  products  did  not  im¬ 
prove. 

The  story  of  January  1923,  is  in  the 
making  as  this  is  written,  but  promises 
improvement.  The  upward  price  trend 
should  be  renewed,  and  if  it  is,  business 
will  follow  suit. 

The  main  reading  of  the  barometer 
is  now  uncertainty.  The  PV  line  has 
sounded  a  warning.  The  indication  of 
the  whole  group  of  factors  is  still  favor¬ 
able,  but  it  remains  true  that  a  further 
decline  in  prices  accompanied  by  in¬ 
creased  physical  volume  would  cause 
trouble. 

An  examination  of  the  several  factors 
in  the  barometer  gives  the  following 
results: 


1.  Probably  the  outstanding  develop¬ 
ment  during  December  was  the  decline  in 
prices,  or  rather  the  checking  of  the  price 
advance.  The  special  six-commodity  index, 
being  very  sensitive,  declined  from  122.2  in 
November  to  120.3  in  December  (the  aver¬ 
age  for  1921  being  100).  This  decline  was 
chiefly  due  to  the  action  of  pig  iron,  although 
the  December  averages  for  wheat  and  tex¬ 
tiles  were  also  lower.  Bradstreet’s  index  on 
January  1,  was  $13.70  against  $13.78  on 
December  1. 

This  decline  undoubtedly  has  caused  a 
halt  in  the  business  advance.  A  further 
gain,  however,  is  forecast  for  January  as  pig 
iron,  silk,  and  cotton  goods  will  be  higher. 

2.  While  the  rate  on  commercial  paper 
has  shown  an  apparent  decline,  this  has 
little  if  any  cyclical  significance,  as  it  is  only 
the  normal  seasonal  movement.  Indeed, 
after  adjustment  for  the  usual  seasonal 
variation,  the  index  number  shows  an  in¬ 
crease.  Barring  a  European  relapse,  it  now 
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seems  that  the  great  demand  for  capital  and 
rising  prices  will  keep  long-time  interest 
rates  up,  thus  tending  to  keep  bond  prices 
down. 

3.  December  failures  showed  good  prog¬ 
ress  toward  normal.  After  allowing  for 
normal  growth  and  the  usual  seasonal 
movement,  the  number  of  failures  in 
December  was  the  smallest  since  July,  1921. 
Apparently  the  conditions  attending  the 
price  setback  in  December  have  somewhat 
increased  the  abnormal  excess  of  failures 
again,  and  January  1923,  may  not  make  so 
good  a  showing.  It  seems  probable,  how¬ 
ever,  that  the  number  of  business  failures 
will  become  normal  this  year. 

4.  The  PV  line,  by  declining  slightly  in 
December,  indicates  a  halt  in  the  upward 
trend  of  business.  The  chief  reason  for  this 
is  the  decline  in  prices.  This  decline, thou  gh 
small,  coming  at  the  same  time  that  physi¬ 
cal  volume  increased,  means  weaker  markets 
and  more  losses  in  business  for  a  time.  It 
is  apt  to  be  attended  by  a  hesitant  and 
“spotty”  stock  market. 

The  increase  in  railway  tonnage  in 
December  was  abnormally  great.  The 
Class  I  railways  reported  a  tonnage  of 
approximately  104,000,000  in  December, 
while  the  normal  for  that  month  would 
have  been  only  about  92,000,000  tons. 
(The  PV  line  has  been  slightly  adjusted  for 
October,  November,  and  December  to 
allow  for  the  abnormally  great  coal  tonnage 
caused  by  the  small  summer  movement. 
This  adjustment  puts  the  PV  line  somewhat 
higher,  but  does  not  affect  its  direction  as 
to  ups  and  downs.) 

While  not  absolutely  certain,  it  now 
seems  that  prices  will  rise  in  January  and 
that  the  very  abnormal  December  increase 
in  tonnage  will  not  be  repeated.  Accord¬ 
ingly,  the  PV  line  should  advance  again  in 


January  and  thus  continue  a  favorable  fore¬ 
cast  for  business  and  the  stock  market.  If, 
however,  there  should  be  a  further  decline, 
a  general  relapse  in  stock  prices  would 
probably  occur  within  four  months. 

5.  During  December  the  federal  reserve 
ratio  declined;  but  the  curve,  which  is 
plotted  on  an  inverted  scale,  only  rose  to 
where  it  was  in  March  and  April,  1922. 
Thus  abundant  credit  is  at  hand,  and  this 
factor  is  favorable  to  higher  stock  quota¬ 
tions.  Apparently  growing  deposits  indi¬ 
cate  that  business  expansion  is  now  being 
financed  to  an  increased  extent  by  means 
of  bank  credit. 

An  important  question  suggested  by 
present  conditions  is — What  will  be  the 
result  when  the  price  advances  of  the 
last  few  months  reach  the  consumer 
more  fully?  The  advances  thus  far 
have  been  chiefly  confined  to  wholesale 
markets.  But  now  “cost  of  living” 
indices  are  beginning  to  rise,  and  retail 
prices  must  go  up  if  wholesale  prices 
continue  advancing.  The  best  opinion 
would  appear  to  be  that  reasonably 
advancing  retail  prices  will  now  cause 
no  serious  reaction.  For  one  thing  the 
increased  sales  of  mail  order  houses  and 
chain  stores  are  such  as  to  indicate  that 
people  are  willing  and  able  to  spend 
more  freely.  Again  the  wages  of  skilled 
labor  at  least  kept  pace  with  cost  of 
living,  and  it  is  estimated  that  the 
purchasing  power  of  the  laborers  of 
New  York  State  increased  during 
December.  In  any  case  the  prevalence 
of  cautious  buying  is  still  a  safeguard 
against  serious  results  to  business  from 
a  “buyers’  strike.” 
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WHY  FRANCE  IS  IN  THE  RUHR 

BY  ROBERT  UNDERWOOD  JOHNSON* 


AT  the  recent  meeting  in  Washing- 
II  ton  of  the  Committee  of  One 
Hundred  on  Foreign  Relations  ap¬ 
pointed  by  the  National  Civic  Feder¬ 
ation,  Mr.  Root,  in  an  illuminating 
address,  deplored  the  general  ignorance 
of  Americans  concerning  foreign  affairs. 
I  am  not  so  much  alarmed  by  the 
ignorance  of  the  mass  of  our  people, 
which  is  natural  from  their  absorption 
in  domestic  politics,  superinduced,  no 
doubt,  by  a  wrong  interpretation  of 
>  President  W ashington ’s  warning  against 
entangling  alliances.”  I  am  much 
more  solicitous  about  the  ignorance  on 
this  subject  on  the  part  of  the  intelli¬ 
gent.  There  seems  to  be  something  in 
the  very  character  of  international 
relations  which  gives  to  some  minds  an 
obliquity  of  vision  regarding  the  sim¬ 
plest  facts  and  considerations,  and  this 
is  shown  in  nothing  more  than  in  the 
views  that  are  taken  in  some  in¬ 
fluential  quarters  of  what  is  called 
“France’s  invasion  of  the  Ruhr.”  In 
response  to  a  request  from  the  editor 
of  Administration ,  I  venture  to  state 
some  facts  which  have  fallen  under  my 
eye,  and  which,  I  think,  have  a  direct 
bearing  on  both  the  justice  and  the 
expediency  of  the  action  of  France, 
which,  I  may  say  at  the  outset,  seems 

*  Formerly  American  Ambassador  to  Italy. 


to  me  not  only  not  to  endanger  the 
peace  of  Europe  but  eminently  to  safe¬ 
guard  it. 

II 

Germany' s  Ability  to  Pay.  It  will  be 
remembered  that  in  accordance  with 
the  Treaty  of  Versailles,  to  which 
Germany  was  a  signatory,  the  amount 
of  the  reparations  to  be  imposed  on  her 
was  determined  by  a  conference  at 
London,  which,  after  hearing  state¬ 
ments  from  the  Allies  as  to  the  losses 
sustained,  placed  the  amount  at  132 
billions  of  gold  marks,  to  be  paid  in 
the  sum  of  two  billions  per  year.  Im¬ 
mediately  there  arose  a  great  outcry 
on  the  part  of  German  sympathizers 
and  even  of  some  German  authorities, 
that  this  amount  was  excessive,  and 
Mr.  Keynes  was  among  those  who 
endeavored  to  demonstrate  this  theory. 

Not  so,  however,  Mathias  Erz- 
berger,  the  distinguished  first  Minister 
of  Finance  of  the  German  Republic, 
the  expert  publicist  who  announced 
in  a  speech  delivered  at  Frankfort  that 
his  country  had  the  capacity  to  pay 
the  amount,  as  the  governmental  in¬ 
come  for  the  preceding  fiscal  year  had 
exceeded  8  billions  of  gold  marks. 
This  significant  statement  seems  to 
have  attracted  very  little  attention. 
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though  it  was  published  in  one  of  the 
American  newspapers  of  Paris  at  the 
time.  Unfortunately  it  did  not  fall 
to  Erzberger  to  have  any  share  in 
carrying  out  the  terms  of  the  London 
conference,  for  shortly  after  this  state¬ 
ment  he  was  assassinated  in  the  Black 
Forest  by  gentlemen  of  the  Imperial 
party.  Had  Germany  at  that  time  in 
good  faith  set  about  carrying  out  the 
agreement,  there  would  have  been 
little  need  to  hold  her  responsible  for 
the  present  situation. 

Immediately,  if  general  rumor  is  to 
be  believed,  the  Germans  of  large 
taxable  interests  began  to  send  their 
cash  and  securities  into  other  countries, 
and  later  the  government  itself  aggra¬ 
vated  the  situation  by  large  issues  of 
paper  money  which  further  demoral¬ 
ized  the  national  exchange.  England 
is  today  the  most  heavily  taxed  country 
in  Europe,  yet  she  is  willing  to  make 
sacrifices  to  pay  her  debt.  If  Germany 
had  approached  the  subject  with  a 
sincere  desire  to  meet  her  obligations, 
she  no  doubt  could  have  found,  as 
France  did  after  the  war  of  1870, 
abundant  resources  for  the  purpose. 

Ill 

The  German  Attitude  towards  Repa¬ 
rations.  Instead  of  this  willingness  to 
meet  the  German  obligations,  what 
have  we  seen?  A  many -faced  policy 
of  “defeatism”  and  evasion  which, 
next  to  the  policy  that  brought  on  the 
war,  is  perhaps  the  most  disgraceful 
chapter  in  the  history  of  nations.  The 
amount  of  the  reparations  already  paid 
has  been  far  below  either  the  possi¬ 
bilities  of  Germany  or  the  reasonable 
expectations  of  the  Allies.  Nobody 
expects  or  desires  that  the  Germans 
shall  eat  humble  pie  but  they  have 
shown,  in  contrast  to  the  French,  a 
deplorable  lack  of  sportsmanship,  and 
it  is  a  mystery  how  anyone  who  plays 


golf  or  bridge  or  even  tiddle-de-winks 
can  sympathize  with  them  in  their 
alternate  policies  of  whining,  threaten¬ 
ing,  cajoling,  and  eleventh-hour  delays. 

Meanwhile  as  contrasted  with  this, 
France  has  heroically  gone  to  work  and 
borrowed  from  her  own  people  95 
billions  of  francs  to  repair  her  dev¬ 
astated  districts,  every  franc  of 
which  should  have  been  provided  by 
Germany.  With  all  this,  as  I  have 
just  learned  from  an  eye-witness,  great 
numbers  of  French  people  in  the 
devastated  districts  are  today  living 
in  dugouts  that  are  buried  in  winter 
snow.  There  is  credible  evidence  that 
the  sympathy  of  the  mass  of  Americans 
is  with  those  who  have  suffered  the 
wrong,  not  with  those  who  have  in¬ 
flicted  it.  But  the  failure  of  many  of 
our  legislators  to  perceive  the  essential 
principle  of  justice  involved  in  this 
whole  question  makes  one  feel  like  com¬ 
posing,  for  any  war  which  may  here¬ 
after  come,  a  prayer  for  defeat  instead 
of  one  for  victory. 

Alert  business  men  of  America  do 
not  need  to  be  reminded  that  there  is 
something  more  involved  than  Ger¬ 
many’s  national  and  commercial  honor. 
Her  whole  attitude  toward  the  pay¬ 
ment  of  the  bill  for  the  wanton  damages 
she  inflicted  upon  France,  Belgium, 
Italy  and  the  other  Allies,  shows  a 
casuistry  which  is  now  seen  to  be 
characteristic  of  her.  She  has  no 
difficulty  in  making  the  worse  appear 
the  better  reason,  and,  as  in  the 
violation  of  the  neutrality  of  Belgium, 
the  end  is  made  to  justify  the  means. 
Contrast  with  this  the  fine  sense  of 
commercial  integrity  that  obtains  in 
France,  where  bankruptcy  is  a  social 
as  well  as  a  commercial  disgrace. 
Germany’s  policy  strikes  at  the  basis 
of  the  whole  international  commercial 
structure  of  good  faith,  in  which  no 
one  is  more  interested  than  the  in¬ 
dustrial  forces  of  the  United  States. 
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IV 

The  French  Attitude.  A  bit  of 
personal  reminiscence  will  accentuate 
the  patience  of  France  in  the  face  of 
this  perfidy.  At  the  San  Remo  con¬ 
ference  of  April  1920,  at  which  I  had 
the  honor  to  represent  my  country  as 
an  “observer,”  I  witnessed  a  scene 
which  has  a  direct  bearing  upon  the 
present  situation.  A  year  and  a  half 
had  passed  since  the  armistice,  and 
many  months  since  the  Treaty  of 
Versailles.  Under  the  Treaty  the 
numbers  of  the  German  army  had  been 
fixed  at  100,000,  of  which  no  more 
than  17,500  were  to  be  assigned  to  the 
district  of  the  Ruhr.  After  repeated 
endeavors  to  get  Germany  to  observe 
the  latter  condition  and  failing  to 
obtain  co-operation  from  Great  Britain 
in  bringing  it  about,  France,  on  her 
individual  responsibility,  for  which  she 
had  the  authority  of  the  Treaty,  took 
possession  of  the  cities  of  Frankfort  and 
Darmstadt  as  hostages  for  the  carrying 
out  of  this  provision.  Of  course 
Germany,  with  her  expertness  in 
drawing  red  herrings  across  a  trail, 
cried  out  that  this  was  imperialism  on 
the  part  of  France,  and  at  the  San 
Remo  Conference  Lloyd-George  fell 
in  with  this  conception  of  the  act  and 
charged,  or  rather  insisted,  that  France 
had  imperialistic  designs.  To  this  M. 
Millerand,  in  a  downright  and  straight¬ 
forward  response  which  was  convincing 
to  his  colleagues,  said  with  a  touch  of 
indignation  that  the  general  policy  of 
France  had  been  so  frequently  and  so 
authoritatively  stated  that  there  was 
no  room  for  misunderstanding  it. 

M.  Millerand  said,  in  effect: 

We  have  but  one  purpose — that  this 
world  cataclysm  shall  not  occur  again. 
The  moment  Germany  reduces  her  troops 
in  the  Ruhr  to  the  number  agreed  upon 
on  the  8th  of  August,  1919,  that  moment 


we  shall  withdraw.  It  is  understood?  We 
shall  withdraw  ( nous  partirons) . 

And  withdraw  France  did,  as  we  with¬ 
drew  from  Cuba,  though,  just  as  we 
were,  she  was  compelled  to  make  a 
second  entry. 

I  think  even  Lloyd-George  was 
convinced  of  M.  Millerand’s  sincerity, 
and  from  that  time  on  the  attitude  of 
France  has  been  that  of  a  sheriff  trying 
to  collect  a  debt  and  not  of  a  conqueror 
bent  on  acquisition  of  territory.  There 
has  not  been  a  moment  from  the  time 
of  the  Treaty  of  Versailles  to  the 
present  time  when  an  honorable  course 
on  the  part  of  Germany,  backed  by 
guarantees,  would  not  have  satisfied 
the  utmost  desires  of  France. 

V 

Acts  Antecedent  to  the  Ruhr  Advance. 
Further  than  this,  at  the  San  Remo 
Conference  this  very  question  of  the 
use  of  force  to  assure  the  payment  of 
the  reparations  was  looked  squarely  in 
the  face.  Germany,  though  evading 
her  promise  to  reduce  the  troops  in  that 
section,  had  the  “assurance”  to  request 
permission  to  double  the  force  of  her 
army  to  200,000  men,  on  the  pretext 
that  it  was  necessary  to  control  strikes 
and  to  repress  revolutionary  move¬ 
ments  such  as  that  of  the  bolshevists. 
This  was  a  mere  pretext,  for  it  must  be 
said  in  favor  of  German  public  opinion 
that  the  soil  of  that  country,  next  to 
that  of  Italy,  probably  is  the  worst  in 
Europe  in  which  to  plant  the  seed  of 
bolshevism.  Her  people  are  thrifty 
and  industrious,  and  not  individual¬ 
ists,  and  they  are  accustomed  to  be 
controlled  by  the  general  opinion  of 
their  superiors. 

It  is  doubtful,  however,  whether 
these  considerations  cut  much  figure 
in  the  decision  of  the  Conference, 
which  finally  concluded  to  “read  the 
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riot  act”  to  Germany.  Accordingly 
a  response  to  her  request  was  sent 
which,  besides  refusing  it,  included  the 
warning  that  unless  she  should  ob¬ 
serve  the  conditions  of  the  Treaty  to 
which  she  had  agreed,  the  Allies  would 
feel  justified  in  taking  whatever  meas¬ 
ures  might  seem  desirable  to  enforce 
them.  This  was  not  a  vague  state¬ 
ment,  for  the  whole  question  of  the  use 
of  military  force  was  discussed  at  great 
length.  M.  Nitti,  the  Italian  premier, 
at  first  strongly  opposed  this  action 
and  it  was  with  great  reluctance  and 
only  after  a  slight  compromise  had 
been  made  in  the  wording,  to  save 
his  face,  that  his  consent  was  obtained 
to  the  dispatch  of  the  document, 
which  was  warmly  urged  not  only  by 
M.  Millerand  but  by  Lloyd-George 
himself.  It  sounds  strange,  therefore, 
at  the  present  time  to  read  that  the 
distinguished  statesman  who  was  so 
lately  and  so  long  the  British  Premier, 
regards  the  advance  to  the  Ruhr  as  a 
grave  mistake.  It  is  a  logical  part  of 
the  policy  which,  as  I  well  remember, 
he  advocated  at  San  Remo  three  years 
ago,  the  mere  announcement  of  which, 
it  was  thought,  would  compel  Germany 
to  keep  her  plighted  word. 

VI 

Germany's  Militaristic  Spirit.  Let 
me  now  speak  of  another  necessity  of 
France,  which  may  even  be  said  to 
exceed  that  of  the  payment  of  the 
reparations.  It  is  absolutely  essential 
to  her  that  she  should  be  guaranteed 
against  the  recurrence  of  another 
attack  from  her  late  enemy  across  the 
Rhine.  Aside  from  any  evidence  of 
peril  it  is  idle  to  say,  in  the  face  of  the 
preponderance  of  Germany  in  popu¬ 
lation  and  her  undevastated  condition, 
that  France’s  solicitude,  anxiety,  or 
even  fears,  are  illusory.  Let  me  cite 
some  instances  out  of  my  own  ex¬ 


perience  that  bear  upon  this  point.  In 
the  autumn  of  1920  a  gentleman  of 
Italian  birth,  but  for  fifteen  years  a 
naturalized  citizen  of  this  country, 
came  from  Paris  to  Rome,  by  way  of 
Germany,  where  he  had  been  making 
an  investigation  for  the  United  States 
government  on  some  subject  con¬ 
nected,  if  I  remember  rightly,  with 
aviation.  He  told  me  that  during  this 
trip  he  had  come  in  touch  not  only  with 
scientific  men  of  high  standing,  but 
with  many  other  classes,  and  in 
response  to  my  inquiry  he  said  that  the 
general  sentiment  of  the  German 
people  at  that  time  might  be  expressed 
in  these  terms :  “We  do  not  regard  the 
last  war  as  anything  more  than  a 
preliminary  trial  of  strength.  We  are, 
of  course,  at  present  at  a  disadvantage, 
but  we  shall  have  it  out  with  France 
when  we  are  ready,  and  then  she  will 
not  have  the  assistance  of  England,  or, 
for  that  matter,  of  the  United  States, 
for  you  went  into  the  war  only  to  safe¬ 
guard  the  financial  obligations  of  the 
Allies  for  money  loaned  to  them.” 

In  November  1921,  I  met  in  New 
York  Honorable  Frederic  C.  Penfield, 
formerly  our  Ambassador  to  Austria. 
Without  telling  him  of  the  above  inci¬ 
dent  I  asked  what  he  had  found  to  be 
the  sentiment  in  the  central  countries 
concerning  the  war.  He  replied: 
“Well,  I  will  give  you  an  instance,” 
and  then  went  on  to  say  that  on  his 
last  trip  to  Europe  he  had  there  met 
an  old  servitor  of  his,  a  German,  who 
had  been  in  the  German  army  during 
the  war.  This  man,  when  he  had  been 
questioned  as  to  the  general  feeling  in 
his  own  country,  replied :  That  of  course 
the  Germans  were  not  satisfied  with  the 
result  of  the  war;  that  they  could  do 
nothing  now,  but  that  a  time  would 
come  when  there  would  be  another 
war  with  France,  and  that  then  she 
would  not  have  the  support  of  Eng¬ 
land,  nor,  for  that  matter,  of  the  United 
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States,  which  went  into  the  war  only 
in  order  to  safeguard  the  debts  of  the 
Allies  for  money  loaned  to  them. 
Evidently  this  sentiment  had  been 
propagated  by  the  intelligentsia  and 
had  sifted  down  to  the  serving  class. 

Further  confirmation  of  the  preva¬ 
lence  of  this  opinion  has  since  been 
furnished  to  me  by  George  Barr  Baker, 
who,  it  will  be  remembered,  was 
Hoover’s  right-hand  man  in  Belgium. 
At  a  meeting  of  the  Allied  Loyalty 
League  in  New  York  early  in  1922,  I 
introduced  Mr.  Baker  to  the  audience, 
and  after  his  address  I  related  the 
above  incidents,  whereupon,  speaking 
for  a  second  time,  Mr.  Baker  said  that 
he  wished  to  confirm  the  point  of  view 
which  they  illustrated.  He  cited  two 
Germans  whom  he  had  recently  inter¬ 
viewed  on  railway  trains,  one  on  the 
way  to  Russia  and  the  other  on  his 
return.  The  reply  in  both  instances 
was  almost  identical  with  the  words  I 
have  given.  These  men  were  of  the 
commercial  class,  and  one  of  them  said 
that  Germany  would  be  ready  for  an¬ 
other  war  with  France  in  eight  years, 
whereas  the  other  placed  the  margin 
of  time  at  twenty  years.  Whatever 
force  these  four  coincidences  may  have, 
it  is  certain  that  France  is  much  better 
informed  than  anybody  else  as  to  the 
menacing  state  of  opinion  in  Germany. 
No  doubt  there  are  many  thoughtful 
Germans  who  do  not  share  it,  and  it 
is  very  much  to  be  hoped  that  it  will 
diminish,  but  it  is  there  and  it  is  a 
peril  not  only  to  the  integrity  of 
France  but  to  the  peace  of  the  world. 


VII 


French  Ideals  and  Actions.  We 
have  declined  to  safeguard  the  peace 


of  the  world  by  our  action  toward  the 
League  of  Nations  and  the  tripartite 
agreement  for  the  defense  of  France  in 
case  she  should  again  be  wantonly 
attacked,  and  this  makes  us  morally 
responsible  for  a  right  public  senti¬ 
ment  toward  her  in  the  enforcement  of 
her  just  claims.  Knowing  from  a 
recent  residence  in  France  of  the 
peaceful  and  even  generous  spirit  of 
the  French  people,  I  am  of  those  who 
believe  that,  despite  the  croakers, 
France  is  likely  to  accomplish  the 
purpose  of  her  movement  to  the  Ruhr. 
She  has  already  showm  a  combination 
of  humanity,  tact,  and  firmness  that 
ought  to  excite  our  admiration.  She 
has  promised  to  retire  whenever  Ger¬ 
many  will  give  satisfactory  guarantees, 
and  as  Millerand  said  at  San  Remo, 
“  France  always  keeps  her  word.”  But 
this  time  they  must  be  genuine 
guarantees,  positive  and  without  shuf¬ 
fling. 

Our  country  at  the  present  time  is 
permeated  with  German  propaganda, 
and  whatever  is  done  in  the  Ruhr  will 
continue  to  be  misrepresented.  But 
nothing  should  be  allowed  to  obscure 
the  fact  that  we  are  dealing  with  the 
same  heroic  and  idealistic  France  that 
for  the  principle  of  human  freedom 
and  with  grim  determination,  threw 
herself  into  the  breach  in  1914.  The 
principle  was  the  same  for  which  un¬ 
sparingly  we,  too,  gave  our  blood  and 
treasure,  and  for  which  we  were  willing 
to  give  the  utmost  drop  and  dollar. 
Let  us  be  proud  that  the  two  nations 
rose  to  so  great  a  moral  height  and  not 
fail  to  remember  that  whatever  re¬ 
actions  we  have  suffered,  the  world  is 
saved  by  the  altitude  it  reaches  in  its 
noblest  dreams. 
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VI— CO-ORDINATING  PURCHASING  WITH  MANUFACTURING  REQUIREMENTS 


BY  WILLIAM  DYKEMAN* 


THE  success  of  any  manufacturing 
program  depends  primarily  on  the 
adequacy  with  which  the  requirements 
of  raw  materials  are  met.  We  believe 
that  the  first  fundamental  of  success¬ 
ful  manufacturing  is  regularity.  While 
sales  may  fluctuate  wildly  from  one 
season  to  another,  and  financial  re¬ 
quirements  vary  from  time  to  time  in 
accordance  with  the  exigencies  of 
business,  manufacturing  should,  as 
nearly  as  possible,  be  based  upon  an 
even  schedule.  Obviously,  it  is  not 
feasible  to  “hire  and  fire”  large 
numbers  of  factory  employees  be¬ 
cause  of  high  sales  one  season  and 
lower  sales  at  another.  Under  such  a 
regime  manufacturing  w7ould  be  ca¬ 
pricious  and  costly. 

The  purchasing  agent’s  responsi¬ 
bility  in  doing  his  part  to  bring  about 
regularity  is  to  provide  for  the  flow 
into  the  plant  of  raw  materials  in  the 
proper  quantities  so  as  to  meet  the 
manufacturing  program. 

An  ideal  case  is  one  wrhere  the  same 
number  of  raw  material  units  are 
required  per  month  in  order  to  com¬ 
plete  the  manufacturing  schedule.  On 
this  basis  a  purchasing  agent  may 
contract  in  advance  for  a  known 
quantity  and  secure  the  benefit  of 
reduced  prices  because  of  his  ability 
to  order  larger  quantities  over  a  period 
rather  than  to  purchase  material  on  a 
hand-to-mouth,  day-to-day  basis.  It 
thus  follows  that  the  difficulties  of 
purchasing  are  measured  by  the  accu- 

*  Vice-President  in  Charge  of  Purchases,  Thomas  A. 
Edison  Industries,  Orange,  N.  J.  In  collaboration  with 
Ralph  H.  Allen  and  Joseph  J.  Mehl. 


racy  writh  which  the  determination  has 
been  made  as  to  when  and  in  what 
quantities  a  commodity  is  required. 
Expressed  in  other  words,  the  diffi¬ 
culties  of  purchasing  are  reduced  in 
direct  proportion  to  the  accuracy 
of  the  manufacturing  forecast.1 

Purchasing  to  a  predetermined  esti¬ 
mate  of  requirements  is  only  another 
name  for  regularity.  Those  who  have 
followed  this  course  have  found  it  to 
have  the  following  advantages: 

1.  It  gives  the  purchasing  agent  oppor¬ 
tunity  to  purchase  to  better  advantage  as 
to  quality. 

2.  It  obviates  many  cases  of  last- 
minute  ordering,  with  consequent  delays 
in  the  receipt  of  goods. 

3.  Better  prices  are  obtainable  when 
purchasing  under  a  definite  contract  for 
requirements  over  a  period. 

These  three  distinct  advantages 
follow  closely  the  three  basic  responsi¬ 
bilities  of  the  purchasing  agent,  gen¬ 
erally  admitted  to  be  as  follows: 

1.  Purchase  what  is  wanted. 

2.  Arrange  to  receive  goods  as  and  when 
required. 

3.  Purchase  at  the  best  price. 

II 

Purchasing  What  is  Wanted.  The 
purchasing  agent  follows  the  trend  of 
national  business  conditions,  their 
effects  upon  the  Edison  Industries,  and 

•See  article  in  February  Administration,  “Con¬ 
trolling  Manufacturing  Schedules,”  by  L.  W.  McChes- 
ney,  Vice-President  and  Primary  Battery  Manager, 
Thomas  A.  Edison  Industries. 


March 
19  2  3 


BUSINESS  FORECASTING 


263 


by  contact  with  the  various  managers 
knows  the  volume  of  business  to  such 
an  extent  that  the  flow  of  goods  is 
constantly  in  mind.  When  he  re¬ 
ceives  requisitions  from  the  various 
divisions  and  departments  to  cover 
requirements  he  is  in  a  position  to 
check  these  requirements  with  his 
general  knowledge  of  the  current 
volume  of  business.  The  requisitions, 
of  course,  are  based  on  the  manu¬ 
facturing  schedules  after  the  various 
businesses  have  analyzed  their  re¬ 
quirements  based  on  the  manufac¬ 
turing  schedules.  In  order  to  insure 
proper  quality,  the  purchasing  agent 
must  of  necessity  co-operate  with  the 
engineering  department  in  connection 
with  the  purchase  of  raw  materials,  and 
of  semifinished  or  finished  parts.  It  is 
the  function  of  the  engineering  depart¬ 
ment  to  provide  specifications  which 
create  limits  as  to  quality  and  di¬ 
mensions,  and  to  inspect  raw  material 
and  parts  when  these  are  delivered  in 
order  to  see  that  they  conform  to  the 
department’s  own  specifications. 

In  the  majority  of  cases  the  engineer¬ 
ing  limitations  are  extremely  impor¬ 
tant,  particularly  in  the  case  of  as  high- 
quality  product  as  the  Edison  Phono¬ 
graph,  where  a  most  rigid  standard  is 
insisted  upon  by  Mr.  Edison  himself. 
A  slight  change  of  dimension  or  change 
of  a  constituent  element  might  alter 
the  final  product  and,  even  if  ever  so 
slightly,  render  it  unsalable  from  the 
standpoint  of  the  rigid  Edison  in¬ 
spection. 

The  same  general  principle  is  true 
of  Edison  Portland  cement,  Edison 
Batteries,  both  Storage  Batteries  and 
Primary  Batteries  and  Edison  Dic- 

Itating  machines.  Mr.  Edison’s  long 
series  of  experiments,  covering  many 
years,  has  shown  that  only  ingredients 
of  the  highest  quality  can  be  used  if 
these  products  are  to  be  kept  up  to  the 
present  high  standard. 


Before  the  engineering  specifications 
are  adopted,  they  are  submitted  to  the 
purchasing  department  to  determine 
what  premium,  if  any,  is  involved  in 
the  purchase  of  the  high  quality 
materials  called  for,  over  the  ordinary 
“market  run.”  Possibly  a  slight 
change  in  the  engineering  specifications 
will  permit  of  purchasing  a  material 
cheaper  without  lowering  the  standard 
of  the  product,  or  it  may  be  decided 
that  the  additional  refinement  in 
engineering  specifications  is  worth  the 
added  purchasing  cost. 

The  purchasing  agent  is  obliged  to 
make  an  exhaustive  study  of  the 
company’s  purchasing  requirements 
as  to: 

1.  Source  of  supply 

2.  Constituent  elements  of  materials  re¬ 
quired 

3.  Possible  uses 

4.  Price  variations  over  a  period  of  time 

5.  Scrap  values  and  by-products 

For  example:  in  the  Edison  Port¬ 
land  Cement  industry  coal  is  the  largest 
single  raw  material  purchased.  It 
must  be  of  a  particular  quality  to  meet 
the  exacting  requirements  of  the  proc¬ 
ess.  This  necessitates  exhaustive 
study  of  coal-producing  fields,  and  the 
selection  of  two  or  more  sources  of 
supply  sufficiently  remote  from  each 
other  to  furnish  offsetting  conditions 
that  will  insure  a  continuous  flow  of 
coal  from  one  or  another  throughout 
the  season.  As  a  result  of  such  study 
and  determination  the  coal  orders  are 
divided  up  between  the  sources  of 
supply,  so  that  in  the  event  of  a  strike 
or  other  delay  on  one  railroad,  others 
will  be  able  to  ship  sufficient  coal  for 
the  needs  of  the  business ;  or  if  there  is 
an  insufficient  supply  of  coal  on  one 
railroad,  shipments  can  be  increased 
on  the  others. 

Other  factors  entering  into  the  pur¬ 
chasing  of  coal  (which  is  simply  used 
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here  as  an  example)  and  necessitating 
very  critical  study  and  constant  analy¬ 
sis,  are  as  follows: 

1.  Car  supply 

2.  Embargoes 

3.  Weather  conditions,  such  as  excessive 
snowfalls 

4.  Distance  between  shipping  points 

5.  Mining  conditions,  strikes,  wage  set¬ 
tlements 

6.  Legislation  affecting  mines  and  miners 

Another  maxim  which  may  be 
applied  to  purchasing  what  is  wanted 
is  that  of  dealing  with  the  original 
source  of  supply  as  far  as  possible. 
From  this  the  following  advantages  are 
found  to  accrue: 

1.  Elimination  of  the  middleman’s  profit 
which  naturally  means  better  prices. 

2.  First-hand  information,  which  is  al¬ 
ways  of  very  great  importance. 

In  other  words,  the  consumer,  by 
getting  in  direct  touch  with  the 
original  manufacturer,  is  better  en¬ 
abled  to  secure  exactly  the  kind  and 
quality  of  material  that  is  required  for 
his  particular  needs. 

Ill 

Receiving  Goods  as  and  When  Re¬ 
quired.  Under  ideal  conditions  all 
purchasing  would  be  made  according 
to  a  definitely  prearranged  schedule. 
This,  however,  as  a  whole  is  practically 
impossible.  Variations  arise  even  in 
the  best  regulated  businesses,  and 
these  have  to  be  taken  care  of  by 
emergency  orders  which  may  result 
in  purchases  of  a  lower  grade  and  of  a 
higher  price.  A  prearranged  pur¬ 
chasing  budget  results  in  higher  grade 
and  lower  price. 

It  must  not  be  thought  that  pur¬ 
chasing  to  a  prearranged  schedule 
means  that  the  purchasing  agent  is 
given  a  year’s  requirements  in  ad¬ 


vance,  with  authority  to  go  out  and 
stock  up  the  bins.  On  the  contrary, 
the  inflow  of  purchased  material  must 
be  at  such  a  rate  that  the  stock  on 
hand  at  all  times  is  at  a  minimum. 
What  that  minimum  is,  is  based  upon 
the  interruption,  if  any,  in  the  inflow 
of  additional  supplies.  For  example, 
with  goods  flowing  in  at  the  same  rate 
as  consumption,  no  stock  on  hand 
would  be  necessary.  To  the  extent 
that  this  flow  is  interrupted  stock  on 
hand  must  be  kept.  The  minimum 
required  varies  with  different  classes 
of  stock.  For  example,  bar  copper, 
which  may  be  required,  according  to 
the  manufacturing  schedule,  at  the 
rate  of  250  tons  per  month,  should  be 
kept  in  the  company’s  raw  material 
stockroom  only  in  such  minimum 
quantities  as  will  provide  for  the  time 
it  would  take  to  secure  additional 
bar  copper  from  the  supplier.  Let  it 
be  understood  that  this  is  of  course 
only  a  general  rule  which  may  be 
modified  by  conditions.  For  instance, 
because  of  price  fluctuations  it  might 
conceivably  be  desirable  to  contract 
for  the  purchase  of  a  certain  material 
for  a  long  period  in  advance.  We  have 
seldom,  if  ever,  found  it  desirable 
actually  to  bring  in  such  material  and 
put  it  in  idle  stock  because  in  practice 
the  anticipated  price-saving  is  gener¬ 
ally  more  than  the  cost  of  carrying  the 
investment.  In  other  words,  contract 
in  advance  if  you  anticipate  increase  in 
prices,  but  do  not  bring  the  goods  in 
until  required. 

IV 

Purchasing  at  the  Best  Price.  Per¬ 
haps  the  first  fundamental  involved  in 
purchasing  at  the  best  price  is  com¬ 
petitive  bidding.  Price,  so  often  placed 
first  in  purchasing,  is  in  this  article 
given  third  place  because  of  the 
author’s  belief  that  quality  and  service 
are  considerations  which  should  pre- 
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TABLE  1.  PURCHASING  DEPARTMENT— ESTIMATE  OF  PURCHASES 

Month  of  March,  1923 


Musical  Phonograph: 

Cabinets . 

Other  material* . 

Advertising . 

Equipment . 

Storage  Battery: 

Steel . 

Chemicals . . 

Other  materials* . 

Advertising . 

Equipment . 


Total 


Expense 


Inventory 


Plant 


$xxx 

XXX 

XX 

XX 


$xxx 

XXX 


XXX 

XXX 

XXX 

XX 

X 


XXX 

XXX 

XXX 


X 


Portland  Cement: 

Coal . 

Bags . 

Other  material* . . . 

Advertising . 

Equipment . 

Primary  Battery: 

Zinc . 

Copper . 

Other  material* . . . 

Advertising . 

Equipment . 


XX 

XX 

XX 

XX 

XX 


XX 


XX 

XX 

XX 


XX 

XX 

XX 

XX 

X 


XX 


XX 

XX 

XX 


X 


Ediphone  : 
Materials* . 
Advertising 


XX 


XX 


Other  Businesses: 
Materials* . 


xx 


X 


Total 


$xxxx 


$xxx 


$xxxx 


$xx 


*  To  be  detailed. 


cede  that  of  price.  Following  these  the 
bidder  with  the  best  price  gets  the 
order.  By  service  we  mean  the  at¬ 
tention  which  the  vendor  constantly 
gives  to  his  customer.  In  the  case  of 
ordinary  materials  for  consumption, 
this  service  takes  the  form  of  regularity 
in  deliveries,  keeping  promises,  etc.  In 
the  case  of  equipment,  service  very 
often  follows  the  delivery  of  the  goods 


for  a  period  of  time,  and  establishes 
the  guaranteed  performance. 

As  far  as  possible  at  least  two  sources 
of  supply  of  all  necessary  materials  are 
kept  available.  In  this  manner,  in  case 
of  fire  or  other  catastrophe  to  the 
supplier,  the  Edison  businesses  may 
turn  to  its  other  source  or  sources  of 
supply,  and  not  be  hindered  in  pro¬ 
duction  schedules.  In  other  words. 
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dual  sources  of  supply,  which  in  some 
cases  represent  keeping  two  suppliers 
going,  with  possibly  a  slight  additional 
cost  to  the  purchaser,  are  usually  a 
desirable  form  of  insurance  against 
shut-downs  on  articles  that  are  not 
commercially  common,  and  particu¬ 
larly  on  articles  the  manufacture  of 
which  is  hazardous.  The  plan  is 
usually  the  cheapest  in  the  long  run. 

V 

Financing  the  Purchases — Buying 
the  Goods.  Knowing  what  is  wanted, 
when  it  will  be  required,  and  the  prices 
to  be  paid,  the  purchasing  agent  pre¬ 
pares  his  estimate  on  the  first  of  each 
month. 

A  copy  of  this  estimate,  shown  in 
Table  1,  is  sent  to  the  executive  in 
charge  of  finances  for  his  information 
and  also  for  use  in  preparation  of  the 
“  Balance-Sheet-Profit-and-Loss  State¬ 
ment.”2  The  purchasing  estimate  in¬ 
dicates  the  extent  to  which  inventories 
and  accounts  payable  will  be  changed 

2  “ Balanee-Sheet-Profit-and-Loss  Statement,”  by- 
Ralph  H.  Allen  and  Joseph  J.  Mehl,  in  October 
Administration. 


through  purchases.  It  also  indicates 
the  extent  of  purchases  which  are 
chargeable  to  expense  and  to  plant. 

Another  copy  is  sent  to  the  treasurer, 
who  is  thereby  placed  in  position  to  fore¬ 
see  coming  cash  disbursements  for  use 
in  preparation  of  the  treasurer’s  budget.3 

The  right  kind  of  purchasing  agent 
will  always  see  salesmen.  The  sales¬ 
man  is  the  man  who  will  look  after  the 
order,  keep  the  purchasing  agent  ad¬ 
vised  as  to  conditions  in  the  trade  in 
his  line,  supply  information  respecting 
coming  advances,  or  suggest  the  hold¬ 
ing  off  of  a  purchase  because  of  a  com¬ 
ing  drop.  It  is  therefore  entirely  to  the 
purchasing  agent’s  advantage  not  to 
keep  the  salesman  “cooling  his  heels” 
while  the  purchasing  agent  is  doing 
something  that  can  be  just  as  well  done 
when  the  salesman  has  had  his  inter¬ 
view. 

Honesty  is  the  best  policy.  Re¬ 
member  that  the  majority  of  firms  w*ith 
whom  dealings  are  had  are  just  as 
honest  and  have  as  high  ideals  as  the 
one  for  whom  the  purchases  are  being 
made. 

s‘‘Cash  Conservation  by  Means  of  the  Budget,” 
by  Harry  F.  Miller,  Treasurer  of  Thomas  A.  Edison 
Industries,  in  November  Administration. 


GRADING  THE  OFFICE  JOB 


I— A  SCALE  FOR  GRADING  BANKING  JOBS 

BY  FORREST  A.  KINGSBURY  * 


THE  problem  of  grading1  jobs  is  by 
no  means  a  new  one.  From  time 
immemorial,  people  have  distinguished 
between  higher-grade  and  lower-grade 
jobs  in  the  business  world.  They  have 
thought  of  the  former  as  demanding 
more  exacting  preparation  and  per¬ 
sonal  qualifications  than  the  latter  and 
as  meriting  higher  compensation.  But 
in  actual  practice  the  methods  of  mak¬ 
ing  these  distinctions  have  been  crude 
in  the  extreme  and  scientific  methods 
of  solving  the  problem  have  hardly 
been  more  than  suggested. 

The  related  problem  of  grading 
workers  has  received  more  attention. 
This  aspect  of  personnel  measurement, 
by  means  of  tests,  ratings,  records  of 
productiveness,  and  other  devices,  is 
being  actively  developed,  although  it 
is  still  in  its  infancy.  We  must  be 
careful  to  distinguish  between  these 
two  undertakings — grading  men  and 
grading  jobs.  The  latter  problem 
alone  will  concern  us  here. 

At  the  same  time,  we  should  not 
forget  that  the  distinction  between  the 
man  and  the  job  is  not  a  hard-and- 
fast  one.  To  treat  it  as  such  implies 
that  the  relation  between  the  man  and 
the  job  is  casual  instead  of  vital.  It 
implies  that  the  worker  can  be  dropped 
into  or  pulled  out  of  the  job,  like  a  peg 
in  a  hole,  without  materially  affecting 
either.  Such  a  notion  is  detrimental 
to  the  best  interests  of  both  employer 

*  Assistant  Professor  of  Psychology,  University  of 
Chicago,  Chicago,  Ill. 

•Although  the  term  “job  classification”  has  been 
suggested  for  what  is  here  called  “job  grading,”  the 
latter  term  seems  preferable,  for  the  reason  that  classi¬ 
fying,  while  an  essential  step  in  the  procedure,  does  not 
imply  so  definitely  the  assignment  of  these  job-classes  to 
higher  or  lower  levels. 


and  employee.  Under  ideal  conditions, 
the  man  makes  his  job,  in  part,  and  the 
job  in  turn  helps  to  make  the  man. 
But  with  this  word  of  caution,  we  do 
recognize  that  within  limits  the  dis¬ 
tinction  is  valid.  A  man  may  fit  his 
job  well  or  badly.  When  a  position 
becomes  vacant,  the  personal  quali¬ 
fications  which  it  demands  of  the  man 
to  be  selected  are  recognized  as  fairly 
definite.  Hence  the  problem  of  esti¬ 
mating  the  relative  difficulty  or  im¬ 
portance — “the  grade” — of  the  many 
positions  in  a  large  organization  be¬ 
comes  one  of  genuine  concern. 

While  business  men  have  long  been 
conscious,  more  or  less  definitely,  of 
the  inadequacies  of  current  practice, 
the  situation  has  been  aggravated  by 
the  war  and  post-war  employment 
conditions  and  the  consequent  gross 
inconsistencies  found  everywhere  be¬ 
tween  wages  paid  in  certain  jobs  and 
the  relative  importance  of  those  jobs. 
Emergency  employees  demanded — and 
received — exorbitant  pay  for  relatively 
unimportant  duties,  while  old  em¬ 
ployees  in  responsible  positions  hesi¬ 
tated  to  ask  for  increased  wages.  The 
precedents  thus  set  have  been  slow 
in  righting  themselves. 

Considerations  such  as  these,  among 
others,  led  the  writer  some  months 
ago,  in  co-operation  with  the  econo¬ 
mist  of  a  leading  national  bank  in  the 
city  of  Chicago,  to  undertake  the 
preparation  of  a  scale  designed  to 
permit  the  more  accurate  grading  of 
jobs  below  official  rank  in  that  in¬ 
stitution  and  the  consequent  deter¬ 
mination  of  equitable  salary  gradation 
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Later  the  investigation  was  repeated 
in  a  leading  national  bank  in  Detroit 
with  slight  modifications — simplifica¬ 
tions  rather  than  material  changes — 
in  the  scale  used,  with  the  result  that 
the  method  seems  to  be  one  that  could 
reliably  be  used  for  such  purpose  in 
any  larger  banking  institution.  That 
the  experiment  rests  upon  a  sufficiently 
extensive  basis  to  warrant  certain 
generalizations  seems  evident  when  we 
note  that  in  the  Chicago  institution 
over  300  jobs,  giving  employment  to 
more  than  1200  people;  and  in 
Detroit  about  150  jobs,  involving 
over  300  employees,  were  thus  graded. 
This  account  concerns  itself  wholly 
with  details  of  these  two  investigations 
and  the  interpretations  of  the  problem 
in  its  various  aspects  suggested  by 
them. 

II 

Peculiarities  of  the  Problem.  The 
problem  of  grading  the  many  jobs  in  a 
large  bank  as  to  their  importance  to 
the  organization,  as  well  as  problems  of 
rating  the  workers  in  such  an  insti¬ 
tution,  is  complicated  by  peculiar 
difficulties.  It  is,  of  course,  out  of  the 
question  to  estimate  the  money  value 
of  the  contribution  made  by  each  of 
the  many  workers  who  handle  the 
documents  or  records  involved  in  a 
given  transaction.  But  even  direct 
comparison  methods,  which  have  been 
found  practicable  in  the  analysis  of 
many  kinds  of  business,  are  impossible 
in  a  large  bank,  for  many  reasons.  The 
duties  in  such  an  organization  are 
highly  specialized  and  varied,  largely 
unstandardized  and  frequently  chang¬ 
ing  in  character;  there  is  a  large  pro¬ 
portion  of  one-man  jobs  affording  no 
basis  for  direct  comparisons;  condi¬ 
tions  of  employment  and  promotion 
necessitate  unusual  attention  to  per¬ 
sonal  qualities  of  the  less  tangible  sort. 
In  short,  any  personnel  studies,  whether 


of  men  or  jobs,  compel  us  to  place 
more  than  ordinary  dependence  on 
factors  which  cannot  readily  be  tested 
and  measured  in  objective  ways. 
Added  to  these  is  the  complicating  fact 
that  in  a  large  bank  there  is  likely  to 
be  no  one  who  can  know  the  details  of 
all  jobs  thoroughly  enough  to  rank 
them  with  finality  as  to  grade. 

In  one  of  the  few  known  cases2 
where  scientific  job  grading  has  been 
undertaken,  a  “master  scale”  of  jobs, 
comprising  14  distinguishable  grades, 
was  prepared,  and  a  committee  graded 
the  various  jobs  by  comparison  with 
these  key  jobs.  The  larger  the  insti¬ 
tution,  the  more  difficult  does  such  a 
direct  comparison  of  jobs  become  with¬ 
out  the  aid  of  some  definite  method  of 
weighing  the  various  factors  which 
determine  the  grade  of  the  jobs. 

The  task,  then,  is  twofold:  job 
analysis  and  job  grading.  Job  analysis 
implies  the  accumulation  and  analysis 
of  an  accurate  body  of  detailed  in¬ 
formation  about  each  job,  the  nature 
of  its  duties,  the  conditions  of  work 
prevailing,  and  the  requisite  personal 
qualifications  demanded.  Job  grad¬ 
ing,  on  the  other  hand,  means  the 
measurement  of  the  importance  of  each 
analyzed  job  by  means  of  a  scale  which 
indicates  just  how  much  weight  should 
be  assigned  to  each  of  the  significant 
factors  in  that  job  description.  The 
devising  of  such  a  scale  constitutes,  of 
course,  the  most  difficult  problem. 
With  a  well-devised  scale  the  work  of 
applying  it  could  be  handled  more  or 
less  as  a  matter  of  routine. 

Ill 

The  Job  Analysis.  The  significant 
facts  about  each  job  in  the  two  in- 

2  “A  Procedure  in  Wage  Adjustment,”  unpublished 
bulletin  of  The  Scott  Company.  See  also  F.  Meine, 
“Job  Specifications,”  bulletin  of  Federal  Board  for 
Vocational  Education,  Employment  Management 
Series  No.  3,  pp.  58-59;  and  A.  W.  Procter,  “Principles 
of  Public  Personnel  Administration,”  pp.  93-100,  for 
other  statements  of  the  job-grading  problem. 
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vestigations  were  obtained  with  the 
aid  of  job-analysis  questionnaires,  de¬ 
signed  to  reveal  the  minimum  or 
standard  duties,  conditions,  and  re¬ 
quirements  for  each  kind  of  work  done. 
Where  the  duties  of  two  or  more 
workers  could  be  described  in  identical 
terms,  a  single  questionnaire  sufficed 
for  that  job  group.  These  were  supple¬ 
mented  by  detailed  descriptions  of  the 
duties  of  each  job  by  the  department 
manager  concerned,  and  in  the  Detroit 
investigation  by  each  employee  as  well. 
The  questionnaire  blank  was,  as  statis¬ 
tical  experts  recommend,  so  designed 
as  to  permit  the  great  majority  of  the 
questions  to  be  answered  unambigu¬ 
ously  and  quickly  by  a  check-mark  or 
a  single  word  or  figure.  While  the 
six-page  questionnaire  included  many 
questions  that  might  at  first  seem 
repetitions,  the  practice  of  getting 
at  details  from  a  variety  of  angles 
made  possible  a  critical  cross-checking, 
and  this,  when  it  revealed  inconsisten¬ 
cies,  led  the  inquiry  back  to  the  job 
itself,  where  the  actual  facts  were  ob¬ 
tained  at  first  hand.  The  methods  by 
which  the  relative  reliability  of  these 
items  was  thus  established  will  be 
described  more  fully  in  the  succeeding 
articles  of  this  series.  In  the  course  of 
several  reviews  the  data  thus  gathered 
reached  what  seems  to  be  a  fair  degree 
of  accuracy. 

While  the  job  grading  was  one  of  the 
principal  purposes  for  which  the  analy¬ 
sis  was  originally  undertaken,  other 
purposes  were  also  sought,  which  de¬ 
termined  in  part  the  details  of  the 
inquiry.  Among  these  purposes  were 
the  preparation  of  job  specifications 
for  the  use  of  the  chief  clerk  (who  is 
responsible  for  employment),  the  deter¬ 
mination  of  what  job  qualities  should 
be  used  in  a  personnel  rating  scale, 
and  others  as  well,  into  none  of  which 
shall  we  go  in  detail,  confining  our¬ 
selves  here  to  the  job-grading  feature. 


From  the  questionnaires  first  com¬ 
pleted,  a  list  of  possible  differentiating 
factors  was  prepared.  Each  of  these 
was  subjected  to  critical  examination 
by  a  variety  of  statistical  methods,  to 
determine  whether  it  was  a  factor 
which  did  actually  help  to  distinguish 
between  high-grade  and  low-grade 
jobs.  Many  of  these  were  eventually 
eliminated,  proving  not  to  be  differ¬ 
entiating  factors;  that  is,  they  were 
job  requirements  found  to  occur  as 
frequently  in  low-grade  as  in  high- 
grade  jobs.  In  the  case  of  others  it 
was  found  that  the  weights  originally 
assigned  had  to  be  altered. 

IV 

The  J ob-Grading  Scale.  In  its  final 
form  the  scale  included  eleven  factors 
whose  significance  for  distinguishing 
job  grades  had  been  proved.  To  each 
of  these  factors  was  assigned  a  certain 
amount  of  weight,  varying  for  each 
job  in  accordance  with  the  minimum 
or  standard  requirements  for  employ¬ 
ment  found  to  prevail.  While  as  a  rule 
the  requirement  stated  in  the  job 
specifications  represents  the  minimum 
for  that  position,  there  are  modifying 
circumstances  in  certain  cases  which 
make  the  phrase  “standard  require¬ 
ments”  fit  the  situation  a  little  more 
accurately.  For  example,  in  a  given 
position  of  responsibility  the  usual 
minimum  age  is  25,  but  its  incumbent 
may,  because  of  unusual  intelligence, 
experience,  and  other  unusual  per¬ 
sonal  qualifications  be  regarded  as  the 
best  available  man  to  fill  it — the  “one 
man  in  a  thousand” — even  though  he 
be  only  22.  Hence,  our  job  require¬ 
ments  should  be  regarded  not  as 
absolutely  inflexible,  but  as  repre¬ 
senting  the  “standard”  condition 
which,  nine  times  out  of  ten  or  oftener, 
is  undeniably  the  safe  minimum.  The 
assigning  of  weights  to  the  different 
factors,  it  was  found,  could  be  made 
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quite  definite  and  precise  by  the  aid  of 
a  set  of  carefully  revised  definitions, 
which  will  be  described  in  full  in  a 
succeeding  article.  The  factors  and 
the  weight-range  assigned  to  each 
were  as  follows: 


Personal  contacts  with  public,  1 
Sex  (male),  1 
Minimum  age  (25),  6 
Minimum  general  education  (high-school 
completed),  3 

Special  training  courses  (bookkeeping, 


POINTS 

1.  Complexity  of  duties . 1  to  3 

2.  Executive  responsibility  involved . 0  to  6 

3.  Responsibility  for  money  or  securities . 0  to  4 

4.  Personal  contacts  with  the  public . 0  or  1 

5.  Sex;  weighted  if  man  is  required . 0  or  1 

6.  Minimum  age  at  which  candidates  are  ordinarily  considered  for  the  position; 

one  point  for  approximately  each  two  years  above  14 . 1  to  10 

7.  Minimum  general  education  necessary . 1  to  5 

8.  Minimum  special  training  courses  necessary;  where  technical  information 

or  skill  are  required,  ordinarily  from  1  to  3  points;  rarely  more  than  4  or 
5  points . 0  or  more 

9.  Previous  experience  demanded . 0  to  7 

10.  Personal  qualities  considered  essential . 0  to  8 

(Eight  qualities  were  found  to  be  of  differentiating  significance;  one 
point  for  each,  viz:  vitality,  appearance,  courtesy,  perseverance,  judgment, 
initiative,  adaptability,  directing  ability,  each  to  the  degree  specified  in 
the  definitions.) 

11.  Minimum  degree  of  general  intelligence  necessary . 2  to  5 


The  weights  of  these  eleven  factors 
were  then  summed.  For  any  job  this 
sum  constitutes  what  is  termed  the 
“grade  index.”  In  other  words,  the 
grade  index  is  the  numerical  indicator 
of  the  relative  importance  of  a  job.  In 
the  list  of  jobs  in  one  institution,  the 
grade  indexes  were  found  to  range 
from  7  to  44,  almost  every  integer  be¬ 
tween  these  extremes  being  repre¬ 
sented.  It  will  be  remembered,  of 
course,  that  this  includes  no  positions 
of  official  rank,  since  nothing  higher 
than  department  managerships  were 
graded  and  not  even  these  when  the 
managers  held  official  title. 

The  composition  of  a  given  grade 
index  may  be  illustrated  by  reference 
to  one  rather  responsible  position  which 
was  graded  as  follows: 

Grade  of  duties  (varied),  2 
Executive  responsibility  (one  assistant),  1 
Responsibility  for  money  or  negotiable 
securities,  4 


elementary  banking,  negotiable  instru¬ 
ments  law),  3 

Experience,  3 

Personal  qualities  essential  (appearance, 
vitality,  courtesy,  perseverance,  judgment, 
initiative),  6 

General  intelligence  (grade  “B”),  4 

Total  (grade  index),  34. 

V 

Determining  the  Validity  of  the  Scale. 
During  the  progress  of  both  investi¬ 
gations,  the  weights  and  definitions 
were  constantly  tested  by  whatever 
standards  were  available  and  where 
necessary  they  were  changed,  so  that 
the  final  weights  and  definitions  repre¬ 
sent  judgments  which  have  been  found 
valid  for  all  of  the  jobs  graded,  nearly 
500  in  number.  Among  the  checks 
used  were  lists  of  jobs  within  each 
department  ranked  in  order  of  esti¬ 
mated  importance  by  the  department 
manager  and  also  ranked  independ¬ 
ently  by  the  chief  clerk — the  executive 
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who  had,  in  each  bank,  a  more  intimate 
knowledge  of  the  details  of  the  work  of 
all  departments  and  employees  than 
any  other  individual.  Again,  each 
questionnaire  showed  the  actual  and 
possible  lines  of  promotion  to  and 
from  that  job,  affording  another  basis 
for  testing  the  validity  of  the  scale  by 
comparing  grade  indexes  of  different 
jobs  in  each  promotion  sequence. 

This  procedure  gave,  within  each 
department,  and  to  a  certain  extent 
in  related  departments  between  which 
transfers  and  promotions  are  common, 
several  criteria  of  the  relative  im¬ 
portance  of  the  various  jobs.  When 
these  were  not  in  exact  accord,  the 
details  of  the  job  and  of  the  promotion 
sequence  were  scrutinized,  as  well  as 
the  structure  of  the  scale,  and  cor¬ 
rections  made  to  bring  them  into 
harmony.3  Then,  as  an  additional 
check,  various  comparative  lists  of 
similar  or  related  jobs  in  different 
departments  wrere  prepared  and  inter¬ 
departmental  comparisons  made,  until 
it  seemed  that  further  attempts  at 
correction  would  be  unprofitable,  and 
that  the  scale  was  demonstrated  to  be 
valid  for  every  type  of  banking  job. 
In  final  verification,  the  gradings  of 
similar  jobs  in  the  two  banks  were 
checked  against  one  another,  and 
after  making  allowance  for  differences 
in  practice  in  the  two  places,  the  in¬ 
dependent  gradings  of  such  positions 
were  found  to  correspond  so  closely 
as  to  prove  that  the  worth  of  the  scale 
was  not  limited  to  a  single  institution. 

VI 

Theory  of  the  Scale.  If  the  scale  and 
method  can  be  said  to  have  a  “theo¬ 
retical  basis,”  as  seems  to  be  the  case, 
that  basis  may  be  found  in  such  con¬ 
siderations  as  those  following.  If, 
however,  the  reader  is  interested  in 

*  Since  salary  revision  was  one  of  the  ends  sought,  no 
effort  was  made  at  this  point  to  check  grade  indexes 
against  salaries. 


practice  and  not  in  theory,  this  section 
of  the  present  article  may  be  omitted 
without  interfering  with  the  descrip¬ 
tion  of  the  procedure. 

From  one  point  of  view,  the  scale 
may  frankly  be  admitted  to  be  essen¬ 
tially  a  systematization  and  organi¬ 
zation  of  the  opinions  of  the  depart¬ 
ment  managers  and  chief  clerks.  In 
judging  whether  a  job  is  “high-grade” 
or  “low-grade,”  and  how  it  ranks  in 
comparison  with  other  jobs,  the  exec¬ 
utive  has  implicit  in  the  background 
of  his  thinking  certain  standards  which 
he  rarely  if  ever  takes  time  to  formu¬ 
late  explicitly,  even  to  himself.  The 
scale  represents  an  effort  to  discover 
these  standards  and  to  give  them 
formal  quantitative  expression.  The 
extended  experience  with  the  scale 
seems  to  indicate  that  these  factors 
have  been  identified  with  consider¬ 
able  success. 

The  factors  which  go  to  determine 
the  grade  of  a  job  are  varied,  since 
jobs  vary  in  so  many  dimensions.  As 
the  statistician  would  put  it,  no  one 
factor  correlates  perfectly  with  the 
grading  of  the  job.  What  makes  one 
job  high-grade  will  be  very  different 
from  that  which  characterizes  an¬ 
other  job  of  equally  high  grade.  One 
position  is  of  the  importance  indicated 
by  a  grade  index  of,  say,  26,  chiefly 
because  of  the  money  responsibility 
involved  and  because  that  responsi¬ 
bility  is  ordinarily  regarded  as  ne¬ 
cessitating  a  certain  degree  of  ma¬ 
turity  in  the  employee;  hence  that  job 
grades  high  on  the  factors  of  money, 
responsibility,  and  age.  Another  posi¬ 
tion  of  equal  grade,  so  far  as  grade 
index  and  detailed  job-to-job  com¬ 
parison  indicate,  may  involve  neither 
the  maturity  nor  the  responsibility  for 
money  demanded  by  the  other.  Its 
peculiar  importance  may  be  due  to  its 
bringing  the  employee  into  constant 
contact  with  the  public  in  some  expert 
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capacity,  and  thus  demanding  of  him 
certain  personal  qualities  and  special¬ 
ized  training  not  necessary  in  the  other 
job. 

In  each  of  these  cases  the  grade 
index  is  arrived  at  by  a  different  com¬ 
bination  of  factors,  but  in  the  end,  no 
one  is  able  to  say  that  either  is  higher 
than  the  other,  although  they  are  very 
unlike  in  detail.  Such  a  method  of 
building  up  a  composite  score  has  been 
made  familiar  in  other  fields.  We  may 
mention,  for  example,  the  general  in¬ 
telligence  test  score,  which  is  the  sum 
of  the  various  partial  scores  on  the 
separate  tests  which  make  up  the 
general  intelligence  scale.  We  may 
mention  also  the  perhaps  even  more 
familiar  economic  “index  numbers” 
(which  suggested  the  term  “grade 
index”),  by  which  such  complex  facts 
as  general  price  levels  may  be  repre¬ 
sented  concisely. 

In  all  of  these  simplifications  there  is, 
of  course,  a  certain  artificiality  and 
distortion  of  the  facts,  such  as  in¬ 
evitably  arise  from  the  attempt  to 
represent  a  many-dimensional  reality 
on  a  one-dimensional  scale.  Psychol¬ 
ogists  are  insisting  that  there  are 
different  kinds  of  intelligence,  and 
not  merely  different  degrees  of  one 
kind.  Likewise,  jobs  differ  widely  in 
kind  as  well  as  in  grade.  Nevertheless 
there  are  so  many  advantages  in  rep¬ 
resenting,  for  certain  purposes,  these 
complex  values  along  a  one-dimen¬ 
sional  scale,  that  the  artificiality  it 
implies  may  be  pardoned,  at  least  for 
the  time  being. 

A  question  may  be  raised  concerning 
the  nature  of  the  factors  in  the  scale. 
Some  of  them  (numbers  1,  2,  3,  4  in 
the  list)  are  distinctly  job  factors; 
others  point  to  the  standard  quali¬ 
fications  required  of  the  worker  in  that 
job.  In  a  later  article  the  significance 
of  these  various  factors  will  be  dis¬ 
cussed  in  greater  detail,  but  the  reason 


for  this  inclusion  of  personal  as  well  as 
job  factors  may  be  stated  here.  As 
has  been  pointed  out,  we  cannot  make 
a  clean-cut  separation  between  man 
and  job.  As  is  evident  in  most  “Help 
Wanted,  Male”  advertisements,  the 
employer  sizes  up  any  vacancy  in  his 
staff  largely  in  personal  terms.  His 
particular  analysis  of  the  personal 
qualities  required  may  be  open  to 
criticism,  but  it  is  his  natural  way  of 
gauging  the  job.  He  might,  of  course, 
specify  in  objective  detail  the  duties, 
responsibilities,  and  conditions  of  that 
job.  But  his  experience  has  shown 
him  that  usually  these  details  imply 
certain  characteristics  in  the  man  who 
is  worth  considering  for  that  job, 
and  these  personal  characteristics  are 
the  considerations  by  which  he  fills  the 
position  and  by  which  he  gauges  its 
value  in  his  organization.  Because 
such  personal  qualifications  do  lend 
themselves  to  reliable  quantitative 
statement  and  evaluation,  their  place 
in  such  a  scale  seems  justified. 

Still  another  theoretical  problem  is 
involved.  Emphasis  today  in  all 
personnel  measurement  is  in  the  di¬ 
rection  of  more  objective  methods.  To 
admit  that  this  scale  is  an  “organiza¬ 
tion  of  opinions”  is  perhaps  to  con¬ 
demn  it  in  the  eyes  of  certain  devotees 
of  objective  mental  measurements, 
who  may  label  it,  as  rating  scales  are 
often  labeled,  as  “subjective”  and 
“unverifiable.”  But  to  reject  per¬ 
sonal  opinions  as  a  valid  source  of 
scientific  knowledge  is  dogmatically 
to  deny  the  value  of  that  which,  after 
all,  is  the  basis  for  nine-tenths  of  our 
daily  decisions,  including  those  on  the 
most  crucial  issues  of  life.  The 
opinions  of  executives  who  have  had 
long  and  varied  experience  in  super¬ 
vising  these  kinds  of  work  and  who 
have  ability  above  the  average — 
opinions  which  are,  furthermore,  being 
daily  subjected  to  colleagues’  criti- 
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cisms  and  to  practical  test  in  the  mill 
of  the  day’s  routine — cannot  reason¬ 
ably  be  dismissed  in  summary  fashion. 
Particularly  is  this  true  when  those 
opinions  have  been  subjected  to  the 
sort  of  critical  analysis,  evaluation,  and 
revision  we  have  been  describing. 
Comparisons  of  opinions  of  different 
officials  about  the  relative  importance 
of  specific  jobs  do  actually  reveal  a 
high  degree  of  uniformity,  higher  in¬ 
deed  than  their  agreement  about 
rating  of  individuals.  This  indicates 
that  when  put  to  the  test  executives 
do  tend  to  think  about  job  require¬ 
ments  in  fairly  definite  and  uniform 
ways. 

In  short,  while  we  should  continue 
to  urge  the  devising  and  adoption  as 
rapidly  as  possible  of  adequate  in¬ 
struments  for  objective  measurement 
in  every  phase  of  personnel  work,  we 
should  recognize  also  that  the  pros¬ 
pects  in  a  good  many  directions  for  the 
success  of  such  efforts  are  as  yet  very 
meager,  particularly  in  such  highly 
specialized  and  varied  occupations  as 
those  we  are  considering.  It  seems 
evident,  then,  that  one  immediate  and 
pressing  obligation  is  in  the  direction 
of  a  better  standardization,  evalu¬ 
ation,  correction,  and  refinement  of 
personal  opinions. 

VII 

Organizing  Results  for  Practical  Use. 
While  the  first  grading  and  revisions 
were  made  on  “summary  grading 
sheets,’’  showing  all  jobs  in  each  de¬ 
partment  or  of  one  kind  together,  these 
gradings  were  later  transferred  to  job- 
specification  sheets,  one  sheet  for  each 
job.  These  specification  sheets  con¬ 
tain  other  information  besides  details 
of  grading,  and  especially  such  in¬ 
formation  about  duties,  qualifications, 
and  prospects  as  the  employment 
office  has  occasion  to  use.  If  these 


sheets  are  made  in  triplicate,  one  copy 
can  be  retained  for  reference  and  re¬ 
search  purposes,  one  put  into  the 
hands  of  the  chief  clerk  for  his  guid¬ 
ance  in  selecting,  assigning,  and  trans¬ 
ferring  employees,  and  the  third  filed 
with  the  departmental  manager  con¬ 
cerned.  Periodical  revision  of  these 
specifications  and  gradings  would  in¬ 
sure  the  up-to-date  worth  of  the 
information. 

Once  a  grade  index  has  been  com¬ 
puted  for  each  job,  it  is  possible  to  pre¬ 
pare  a  chart  showing  graphically  the 
relation  between  the  relative  impor¬ 
tance  of  the  job  and  the  salaries  now 
being  paid  to  employees  in  that  job. 
On  such  a  chart  the  parallel  columns, 
appropriately  headed,  represent  the 
different  jobs;  the  course  of  a  line 
drawn  across  these  shows  what  may 
be  called  the  standard  of  compen¬ 
sation  as  determined  by  the  grade 
indexes;  while  dots  placed  in  each 
column  in  accordance  with  a  scale  on 
the  left-hand  margin  indicate  indi¬ 
vidual  salaries  paid.  Thus,  the  ab¬ 
normally  high  or  abnormally  low 
salaries  are  made  conspicuous  and 
point  out  the  cases  needing  earliest 
attention. 

The  scale  does  not,  of  course,  pre¬ 
tend  to  indicate  what  constitutes  a 
“fair  salary”  for  any  one  job;  that  is 
a  far  more  complicated  problem,  in¬ 
volving  far-reaching  economic  and 
social  considerations  upon  which  econ¬ 
omists  themselves  are  not  agreed. 
All  that  the  scale  can  do  is  to  show  at 
what  points  individual  salaries  deviate 
from  the  general  trend  of  salaries  paid 
in  the  institution.  Whether  the  general 
salary  level  is  higher  or  lower  than  it 
should  be,  is  another  question.  Nor 
is  it  thought  that  there  should  be  no 
deviation  from  the  salary  norm  as 
indicated  by  the  scale  and  chart.  There 
are  good  reasons  for  arguing  that  for 
any  given  type  of  work  the  “proper” 
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salary  is  not  a  fixed  amount,  but  is 
rather  a  moderate  salary  range,  within 
the  limits  of  which  certain  personal 
factors  beyond  the  grade  of  the  job 
will  determine  the  amount  that  su¬ 
perior  individuals  should  receive.  But 
these  facts  do  not  alter  the  signifi¬ 
cance  or  the  value  of  such  a  compar¬ 
ative  picture.  The  specifications  and 
grading  furnish  evidence  which  can 
hardly  be  successfully  disputed  to  jus¬ 
tify  changes  where  the  discrepancy  be¬ 
tween  salary  and  grade  of  job  is  serious. 

While  the  experiences  of  those  who 
have  been  intimately  associated  with 
the  two  investigations  have  convinced 
them  that  the  gradings  made  with  the 
use  of  the  scale  are  much  more  accu¬ 
rate  than  the  unaided  judgments  of  any 
individual  or  group  of  individuals, 
they  are  aware  that  it  is  essentially  a 
scale  for  bank  jobs,  where  working 


conditions  and  specialization  of  duties 
present  a  situation  not  exactly  paral¬ 
leled  in  other  lines  of  business.  Hence 
there  is  no  disposition  to  assert  that  the 
scale  in  its  present  form  is  fitted  for 
use  with  equal  success  in  other  lines,  of 
business  enterprise,  or  even  in  banks 
with  only  a  few  employees;  although 
the  lower  size-limit  where  the  scale 
can  be  successfully  applied  is  not  yet 
determined.  Perhaps  it  will  prove  to 
work  as  well  for  small  as  for  large 
banks.  Nevertheless,  it  does  seem 
highly  probable  that  the  general 
method  is  one  which  is  capable  of 
adaptation  to  and  legitimate  use  in 
many  other  sorts  of  business,  after 
making  such  necessary  changes  in  the 
weighted  factors  and  the  degree  of 
importance  attached  to  each  as  are 
found  to  be  appropriate  for  those 
businesses. 


( The  second  article  of  Professor  Kingsbury's  series,  discussing  job  analysis,  will 
appear  in  the  April  number  of  “  Administration .”) 


A  SURVEY  OF  DELIVERY  OPERATIONS 


III— DEVELOPING  TIME  STANDARDS  FOR  DELIVERY  OPERATIONS 

BY  HAROLD  B.  WESS* 


THE  investigator  of  delivery  oper¬ 
ations  returns  at  the  end  of  the  day 
with  four  kinds  of  facts: 

I.  The  time  consumed  by  the  driver  in 
performing  duties  which  do  not  depend 
on  the  number  of  pieces  delivered.  These 
duties  are 

1.  Reporting  for  work,  which  includes 
(a)  Attending  to  vehicle 
(b)  Bringing  vehicle  to  store 

2.  Assignment  of  load 

3.  Time  required  to  reach  the  route 

4.  Time  of  returning  from  the  route 
to  the  store 

II.  The  time  consumed  by  general  work 
This  depends  on  the  size  of  the  load 
General  work  consists  of 
1.  Loading 

2.  Sorting  on  the  route 

3.  Entering  on  record  the  C.  O.  D.  de¬ 
liveries 

4.  Making  returns  at  the  end  of  the 
day  and  settling  with  the  cashier 

III.  The  time  consumed  by  moving  from 
one  house  stop  to  another 

IV.  The  time  consumed  in  making  direct 
deliveries  from  the  wagon  to  the  customer 

II 

Confidence  in  the  Individual  Obser¬ 
vations.  Before  we  may  so  organize 
our  facts  as  to  determine  how  much  a 
driver  can  accomplish  during  a  work¬ 
ing  day,  we  must  determine  the  aver¬ 
age  time  consumed  by  each  major 
operation.  In  order  to  establish  some 
reliable  standard  for  each  major  oper¬ 
ation,  we  must  take  the  individual 
observations  brought  to  us  by  the 

♦With  R.  H.  Macy  and  Company,  Inc.,  New  York 
City. 


various  investigators  and  temper  them 
to  a  point  of  reliability  and  confidence. 

The  major  operation  of  delivering  a 
package  must  be  built  up  or  synthe¬ 
sized  from  the  individual  observations 
which  we  have  for  convenience  called: 

A.  Walking  from  wagon  to  house 

Ai.  Walking  to  house  on  a  backload 

A1.  Walking  from  one  house  stop  to  an¬ 
other 

B.  Locating  the  customer  or 

B1.  Walking  from  one  customer  to  an¬ 
other  in  the  same  house 

C1.  Waiting  for  customer  to  appear 

C.  Handing  the  package  to  customer 

D.  Leaving  customer  and  reaching  street 

E.  Walking  back  to  wagon 

F.  The  wait  before  starting  to  deliver 
again 

In  the  survey  we  made  our  several 
investigators  supplied  us  with  many 
thousands  of  stop-watch  readings  taken 
in  hundredths  of  a  minute. 

How  do  we  know  that  these  obser¬ 
vations  are  reliable?  How  do  we 
know  whether  these  observations  really 
lend  themselves  to  measurement?  After 
all  we  are  dealing  with  motions  over 
which  we  have  no  control.  We  are 
confronted  with  operations  which  de¬ 
pend  on  so  many  variable  factors  as  to 
make  us  doubt  the  wisdom  of  expend¬ 
ing  time,  energy,  and  money  for  the 
purpose  of  trying  to  determine  some 
time  standard  for  them. 

Ill 

Delivery  Time  Variables.  We  began 
sifting  these  observations.  Several 
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underlying  principles  rapidly  loomed 
up.  The  time  for  each  of  these  indi¬ 
vidual  motions  was  dependent  on  un¬ 
mistakable  variables,  which  are  as 
follows : 

1.  Density  of  the  Territory 

(a)  When  the  buying  population  within 
a  specific  territory  is  rather  dense,  the 
average  time  it  takes  the  vehicle  to 
move  from  one  house  to  another  is 
proportionately  small. 

(b)  The  walking  between  house  stops 
for  the  helper  when  delivering  on  back- 
loads  is  proportionately  small. 

(c)  The  actual  time  of  delivering  a  piece 
of  merchandise  in  a  house  is  pro¬ 
portionately  less  because  there  are 
more  customers  in  each  house  and 
therefore  more  pieces  delivered  per 
house. 

2.  Types  of  Houses 

(a)  The  observations  B,  B1,  and  D 
(finding  a  customer  and  leaving  her) 
take  more  time  in  an  elevated  house 
than  in  a  walk-up  or  private  house. 

3.  Type  of  Customer 

The  time  to  make  a  transaction  (C) 
varies  with  the  kind  of  customer  and 
the  latter  can  generally  be  gauged  by 
the  type  of  house. 

4.  Traffic  in  the  Particular  Zone 

Walking  from  the  wagon  to  the  house 

(A)  and  back  to  the  wagon  (E)  will 
depend  on  the  traffic  conditions  within 
the  zone. 

5.  The  Kind  of  Package 

It  is  more  difficult  to  deliver  a  C.  O.  D. 
package  than  a  paid  one. 

6.  Seasonal  Business 

When  business  is  heavy  there  is  less 
moving  between  house  stops  and  each 
customer  makes  more  purchases  and 
hence  she  receives  more  packages. 
The  number  of  packages  a  driver  can 
deliver  will  vary  with  the  amount  of 
business. 

IV 

Sorting  the  Observations.  We  must, 
therefore,  so  group  the  observations  as 
to  eliminate  as  many  variables  as 


possible.  It  stands  to  reason  that 
some  variables  cannot  be  eliminated 
unless  we  wish  to  conduct  such  survey 
on  a  scientific  basis,  disregarding  ex¬ 
pense  and  the  practical  value  of  ex¬ 
treme  accuracy. 

On  the  other  hand,  we  cannot  pro¬ 
ceed  to  find  reliable  standards  for  the 
motions.  A,  B,  C,  etc.,  unless  we  group 
each  of  them  in  such  a  manner  as  to 
make  observations  of  them,  as  nearly 
as  possible,  on  a  uniform  basis. 

If  we  averaged  all  of  the  B  obser¬ 
vations  without  regard  to  the  type  of 
houses  in  which  they  were  taken,  we 
would  secure  a  mongrel  figure  which 
would  not  be  representative.  It  would 
be  like  averaging  10  oranges,  10  apples, 
and  10  pears.  The  most  we  could  say  is 
that  the  average  is  10  pieces  of  fruit. 
This  is  equally  true  of  the  observations 
D  and  C. 

If  we  averaged  all  of  the  A  and  E 
observations,  without  regard  to  the 
zone  in  which  they  were  taken,  the 
resulting  figures  could  not  be  applied 
to  any  particular  zone.  The  average 
thus  secured  would  not  have  the  sem¬ 
blance  of  reality. 

The  following  observations  were, 
therefore,  classified  by  zones: 

A.  Walking  from  wagon  to  front  of  house 

Ai.  From  wagon  to  house  on  a  backload 

A1.  Walking  from  house  to  house 

Ei.  Returning  to  wagon  from  a  backload 

E.  Returning  to  wagon  from  a  direct 
delivery 

The  following  observations  were 
classified  according  to  types  of  houses, 
thus  eliminating  a  very  strong  variable : 

B.  Locating  the  customer  or  going  from 
the  front  of  the  house  to  customer’s  door 

B1.  Going  from  one  customer’s  door  to 
another  in  the  same  house 

D.  Leaving  the  customer  and  returning 
to  the  front  of  the  house 

The  subsequent  observations  were 
first  grouped  in  accordance  with  the 
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kind  of  purchase,  whether  the  obser¬ 
vation  is  taken  on  a  C.  O.  D.  or  paid 
package — and  then  each  of  these 
major  groups  was  further  subdivided 
into  the  types  of  houses  where  the 
readings  were  taken. 

V 

Does  It  Look  Possible?  Before  con¬ 
ducting  the  survey  it  had  been  urged 
upon  the  writer  by  many  people  that 
delivery  operations  were  subject  to 
so  many  variables  as  to  make  them 
most  difficult  to  measure  and  certainly 
impossible  of  any  consistent  treatment. 
However,  the  difficulty  wxas  far  from 
being  insurmountable. 

The  observations  thus  grouped  as 
stated  above  were  arranged  within 
each  group  in  the  order  of  magnitude 
placing  the  lowest  observation  first 
and  the  highest  observation  last. 

Distribution  charts  showing  the  per 
cent  of  the  total  number  of  obser¬ 
vations  which  fall  within  the  specific 
time  limits,  were  prepared.  These 
charts  were  certainly  comforting.  Some 
of  them  accompany  this  article  and  the 
reader  will  easily  be  convinced  that 
even  so  difficult  a  task  as  measuring 
delivery  observations  is  within  bounds 
of  possibility  and  reasonable  con¬ 
sistency.1 

Of  about  3000  observations  of  A  and 
E,  we  find  80  and  90  per  cent  of  the 
observations  respectively  falling  below 
0.2  of  a  minute. 

Of  about  600  observations  taken  on 
motion  B  for  walk-up  houses,  we  find 
60  per  cent  of  them  falling  below  0.89 
of  a  minute.  Considering  that  0.89  of  a 
minute  is  the  average  of  these  600 
observations,  it  is  certainly  a  result 
which  should  inspire  us  with  con¬ 
fidence. 

Were  it  really  necessary,  the  writer 

1  See  Figures  1-5  in  which  the  curves  show  the 
general  trend  of  the  distribution,  the  actual  distribution 
being  indicated  by  the  indicia  along  the  curves. 


could  enumerate  a  long  list  of  similar 
proofs  that  these  observations  are  real, 
and  represent  an  underlying  principle 
of  operation  which  can  with  practical 
consistency  be  determined. 


Observations  on  “A”  Operation 

Let  us  examine  just  one  more  proof 
of  this  consistency.  When  we  con¬ 
sider  that  customers’  whims  and 
habits  make  for  a  great  deal  of  vari¬ 
ation  in  the  time  consumed  by  the 
driver  in  delivering  a  C.  O.  D.  pack¬ 
age,  receiving  his  money  and  probably 
returning  change,  we  realize  how  little 
consistency  we  should  expect  in  obser¬ 
vations  taken  of  this  particular  oper¬ 
ation.  Moreover,  there  were  the 
peculiar  traits  of  four  investigators. 
The  average  time  for  the  C  operation 
for  a  C.  O.  D.  package  in  a  walk-up 
house  for  the  different  investigators 
was  1.21,  1.18,  1.23,  and  1.08  minutes, 
respectively.  When  we  consider  that 
these  observations  were  taken  by  four 
different  men,  each  having  surveyed 
different  zones,  and  each  confronted 
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by  various  types  of  customers,  and 
that  in  spite  of  these  factors  they 
secured  results  so  nearly  alike,  we 
cannot  help  but  feel  that  we  are  on 
the  road  to  a  practical  solution  of  our 
problem. 

VI 

What  is  a  Fair  Standard?  From  all 
of  the  hundreds  of  observations  we 
must  arrive  at  a  standard  time  for  each 
of  the  motions  studied. 

What  is  a  fair  standard? 

In  school  we  were  rated  anywhere 
from  zero  to  one  hundred.  The  average 
is  midway  between  the  lowest  and 
highest  rating,  or  50  per  cent.  Fifty 
was  never  accepted  as  a  passing  mark. 
The  minimum  passing  mark  was  at 
least  60  per  cent  and  in  many  insti¬ 
tutions  75  per  cent.  What  shall  be  our 
basis  of  measuring  the  productivity  of 
the  delivery  men?  Certainly  not  the 
average.  In  fairness  to  the  good 
workers  in  every  organization  and  to 
sound  business  standards,  we  must 
find  a  figure  between  the  average  and 
the  best — a  figure  as  typical  of  the 
school  standard  as  60  per  cent  or  75 
per  cent. 

VII 

Three  Methods  in  Developing  the 
Standard.  In  developing  a  standard 
for  operations  A  and  E  for  each  zone, 
for  B  and  D  for  each  type  of  house,  and 
a  distinct  standard  for  C  for  each  type 
of  house,  as  well  as  for  C.  O.  D.  and 
for  paid  packages,  three  methods  of 
approach  were  employed. 

I.  For  A  and  E,  for  instance,  we 
found  that  the  driver  was  responsible 
for  the  magnitude  of  time  only  to  the 
degree  of  50  per  cent — the  other  half 
responsibility  being  due  to  factors 
over  which  he  had  no  control.  If  we 
took  the  average  of  all  the  obser¬ 
vations  as  a  standard  we  would  adopt 
a  very  low  standard  as  a  basis.  We 


decided,  however,  that  our  standard 
should  lie  somewhere  between  this 
average  and  the  best. 

In  this  method,  we  first  found  the 
average  of  all  the  observations.  Of 
all  the  observations  above  the  average 
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Figure  2.  Distribution  of  Total 
Observations  on  “C”  Operation 


we  discarded  the  upper  50  per  cent, 
thus  retaining  only  the  lower  half  of 
the  number  of  observations  above  this 
average.  The  remaining  observations, 
viz.,  all  the  observations  below  the 
average  and  50  per  cent  of  the  number 
of  observations  above  the  average, 
were  added  again,  and  divided  by  the 
total  number  of  observations  thus 
added.  A  new  and  corrected  average 
was  thus  secured  and  adopted  as  the 
standard  under  the  first  method. 

II.  The  first  method,  however, 
assumed  that  the  driver  was  entirely 
responsible  for  the  upper  50  per  cent 
of  the  observations  above  the  average. 
That  might  have  been  unfair.  Al¬ 
though  he  bore  a  50  per  cent  respon¬ 
sibility,  we  had  no  assurance  that  this 
responsibility  charged  him  with  all  of 
the  highest  observations. 

For  example:  suppose  there  were 
250  observations,  and  150  observations 
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were  below  the  average,  with  the  other 
100  observations  above  the  average. 
It  might  be  unfair  to  assume  that  of 
the  100  observations  above  the  aver¬ 
age  the  driver  was  entirely  responsible 
for  the  highest  50,  and  for  this  reason 
eliminate  them  entirely  and  only  take 
a  new  average  of  the  other  200  else¬ 
where.  We,  therefore,  took  the  entire 
hundred  observations  above  the  aver¬ 
age  and  added  them.  This  total  was 
then  divided  by  two  and  added  to  the 
sum  of  the  150  observations  below  the 
average.  The  total  time  thus  added 
was  divided  by  200  and  a  standard 
average  was  secured  by  this  second 
method. 

This  method  took  into  account  even 
the  largest  observation,  crediting  the 
driver  with  the  half  responsibility  over 
which  he  had  no  control. 

In  developing  standards  for  B,  A,1 
and  D,  our  investigation  showed  that 
the  driver  was  responsible  for  90  per 
cent  of  the  time  to  be  consumed  by 
each  of  these  observations.  In  these 
operations,  the  time  consumed  de¬ 
pended  almost  entirely  on  his  skill, 
while  in  A  and  E  it  depended  to  some 
degree  on  traffic  conditions,  over  which 
he  had  no  control. 

In  ascertaining  standards  for  C1,  for 
the  delivery  of  a  C.  O.  D.  package  and 
a  paid  package  in  each  type  of  house, 
we  found  that  60  per  cent  of  the  mag¬ 
nitude  of  C  was  chargeable  to  the 
customer,  while  the  driver’s  skill  af¬ 
fected  it  to  the  extent  of  40  per  cent. 
The  driver  may  be  clumsy  in  making 
change;  he  may  be  talkative;  he  may 
be  slow  in  adding  up  the  bill,  etc. 

In  using  standards  I  and  II  for  these 
operations,  we  only  charged  the  driver 
with  90  per  cent  or  40  per  cent  respec¬ 
tively  of  the  observations  above  the 
average,  instead  of  50  per  cent  as  in 
the  case  of  A  and  E. 

III.  In  the  third  method  we  did  not 
discard  any  of  the  observations.  The 


average  of  all  the  observations  was 
found. 

The  best  driver  in  each  case  was 
found.  The  best  driver  was  dis¬ 
covered  by  consulting  the  production 
records  of  the  past  and  by  reviewing 


Figure  3.  Distribution  of  Totals  of  all 
Observations  on  “C”  Operation 

the  written  opinion  submitted  about 
him  by  at  least  two  different  in¬ 
vestigators. 

The  average  of  all  the  observations 
for  the  best  driver  was  then  added  to 
the  average  of  all  the  observations  for 
all  the  drivers  and  a  new  average 
secured.  This  new  average  was  some¬ 
where  between  the  general  average  and 
the  performance  of  the  best  driver. 
In  this  way  we  secured  standards  for 
A,  Ai,  A1,  B,  Bl,  C,  D,  E,  Ei,  by^the 
third  method. 

VIII 

Are  These  Standards  Consistent?  It 
was  significant  to  discover  how  close 
the  results  were,  although  developed  in 
three  distinct  ways. 

In  one  zone  the  average  of  A  and  E 
by  the  three  methods  was  as  shown  in 
(1);  in  another  zone  the  results  were 
as  in  (2);  and  in  a  third  zone  they 
were  as  in  (3)  as  given  in  the  table 
on  page  280. 
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Method  I 

Method  II 

Method  III 

(1)  A . 

0.12  min. 

0.15  min. 

0.15  min. 

E . 

0.13  min. 

0.17  min. 

0.17  min. 

(2)  A . 

0.11  min. 

0.13  min. 

0.13  min. 

E . 

0.19  min. 

0.23  min. 

0.25  min. 

(3)  A . 

0.10  min. 

0.11  min. 

0.12  min. 

E . 

0.10  min. 

0.11  min. 

0.12  min. 

The  standards 

resulting  from 

bv  method  III, 

and  the  average 

methods  II  and  III  were  so  con¬ 
sistently  close  that  the  writer  felt  safe 
to  assume  that  the  fair  standard  was 
somewhere  between  the  two.  The 
results  of  the  second  and  third  methods 
were  averaged  and  the  final  standards 
for  each  of  the  operations  in  question 
were  determined. 


of 

these  two  gave  us  1.29  minutes  as  the 
standard  for  this  operation. 

In  this  way  the  standards  for  each 
of  these  unit  operations  were  developed. 
The  fact  that  two  of  the  three  methods 
employed  were  so  consistently  similar 
in  their  results  gave  us  confidence  in 
the  standards. 
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Figure  4.  Distribution  of  Totals  of  all 
Observations  on  “D”  Operation 


The  delivery  of  a  C.  O.  D.  package  in 
a  high-class  elevated  apartment  for 
the  C1  operation  was  1.75  minutes 
by  method  II,  and  1.69  minutes  by 
method  III.  The  standard  adopted 
for  C  in  this  case  was  1.72  minutes. 

C1  for  a  paid  package  in  a  walk-up 
office  was  0.18  minutes  by  method 
III  and  0.16  minutes  by  method  II. 
The  standard  for  this  particular  oper¬ 
ation  was,  therefore,  0.17  minutes. 

B  for  a  walk-up  house  was  0.59 
minutes  by  method  II  and  0.64  by 
method  III,  with  a  resulting  standard 
of  0.61  minutes. 

B  for  an  elevated  office  was  1.20 
minutes  by  method  II  and  1.38  minutes 


IX 

Uniting  Unit  Operation  Standards 
into  One  for  Wagon  to  House  Delivery 
per  House  Stop.  To  arrive  at  the 
average  time  consumed  by  a  delivery 
from  wagon  to  house  and  return  to 
wagon,  it  is  necessary  to  add  all  of  the 
operations  from  A  to  E  for  each  zone. 

How  can  we  add  the  B,  B1,  C  and  D 
to  the  A  and  E  of  each  zone?  We  have 
a  different  standard  for  each  type  of 
house  and  hence  as  many  B’s,  and 
C’s,  etc.,  as  there  are  types  of  houses 
in  a  zone. 

It  was,  therefore,  necessary  to 
determine,  as  accurately  as  possible, 
what  percentage  of  all  the  houses 
within  each  zone  was  distributed 
among  the  various  classified  types. 
Since  every  zone  was  covered  by  two 
different  investigators  the  reports  made 
by  them  on  Figure  4  exhibited  in  the 
first  article  of  the  series,2  were  com¬ 
pared  and  their  observations  averaged. 

To  be  more  certain  of  our  picture  of 
each  zone,  we  employed  another 
method.  On  Figure  2  exhibited  in  the 
first  article,3  the  investigator  indicated 
in  the  column  marked  “House”  the 
type  of  house  in  which  the  observations 

2  See  January  Administration,  page  25. 

3  Ibid.,  page  22. 
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were  made.  The  total  number  of 
houses  visited  by  each  investigator  was 
analyzed  and  the  percentage  of  each 
type  determined.  We  thereby  found 
the  percentage  of  each  type  of  house 
within  a  zone.  Two  investigators 
having  covered  the  zone,  we  therefore 
had  two  more  sets  of  figures  showing 
the  types  of  houses  within  a  zone. 
With  the  other  figures  secured  from 
Figure  4,  we  were  in  possession  of 
fairly  reliable  data,  enabling  us  to 
determine  definitely  the  per  cent  of 
each  type  of  house  within  the  various 
zones. 

Our  next  task  was  to  find  one 
standard  B  and  D  for  each  zone.  Since 
there  were  as  many  B’s  and  D’s  for 
each  zone  as  there  were  house  stops, 
the  task  appeared  rather  difficult. 


Observations  on  “E”  Operations 

It  was,  therefore,  necessary  to  as¬ 
sume  that  within  each  zone  there  was 
an  Average  House  Stop.  This  average 
house  stop  was  composed  of  a  certain 
fraction  of  each  kind  of  house. 


In  a  zone,  for  example,  where  there 
were  40  per  cent  walk-ups,  30  per  cent 
private  houses,  and  30  per  cent  ele¬ 
vated  apartments,  the  average  house 
stop  was  40  per  cent  walk-up,  30  per 
cent  private,  and  30  per  cent  elevated. 

In  determining  the  B  and  D  for  the 
average  house  stop  within  a  zone,  it 
was  necessary  to  take  only  that  per 
cent  of  the  B  and  D  standard  for  each 
type  of  house  within  the  zone  which 
was  equal  to  its  percentage  strength 
within  the  zone. 

In  our  example,  we  would  take  40 
per  cent  of  the  standards  of  B  and  D 
for  a  walk-up  house,  30  per  cent  of  the 
standards  for  a  private  house,  and  30 
per  cent  of  the  standards  for  an  ele¬ 
vated  house.  Adding  the  three  results, 
we  arrive  at  the  standard  B  and  D  for 
the  average  house  stop  within  each 
zone.  In  Figure  6  a  complete  synthesis 
for  the  standard  time  per  house  stop 
is  shown. 

In  the  case  of  a  standard  B1  for  each 
zone,  we  must  first  find  the  proportion 
of  all  the  Bl  observations  for  each  type 
of  house  to  the  total  B  observations 
taken  within  the  zone. 

These  percentages  are  used  as  factors 
by  which  the  B1  standard  for  each 
type  of  house  is  reduced,  thus  securing 
an  average  B1  standard  for  each  zone, 
which  is  representative  of  the  types 
of  houses  within  that  zone. 

The  average  house  stop,  however, 
cannot  be  charged  with  full  B1  time, 
inasmuch  as  every  house  stop  within 
the  zone  does  not  necessarily  have 
more  than  one  customer.  The  reader 
will  recall  that  B1  is  the  time  it  takes 
to  walk  from  one  customer’s  door  to 
another  within  the  same  house. 

In  order  that  we  may  make  our 
synthesis,  we  must  convert  all  of  our 
information  into  an  average  house  stop 
and  in  this  case  we  need  to  find  what 
fraction  of  an  additional  customer 
stop  does  the  average  house  stop  have. 
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B— OPERATION 


TYPE  OF  HOUSE 

STANDARDIZED 

TIME 

(Minutes) 

FACTOR  (Ratio  of 
No.  of  Houses  of 
each  Type  to  Total 
No.  House  Stops) 

NET  TIME 
(Minutes) 

Walk-up . 

0.72 

0.21 

0.15 

Elevated  office . 

1.03 

0.33 

0.34 

Walk-up  office . 

0.66 

0.15 

0.10 

Hotel . 

0.41 

0.05 

0.02 

Store . 

0.04 

0.07 

0.003 

Furnished  house . 

0.03 

0.04 

0.001 

Private  house . 

0.15 

1.00 

0.61 

D— OPERATION 


TYPE  OF  HOUSE 

STANDARDIZED 

TIME 

(Minutes) 

FACTOR  (Ratio  of 
No.  of  House  Stops 
of  Each  Type  to 
Total  No.  House 
Stops) 

NET  TIME 
(Minutes) 

Walk-up . 

0.35 

0.21 

0.07 

Elevated  office . 

0.76 

0.33 

0.25 

Walk-up  office . 

0.11 

0.15 

0.02 

Hotel . 

0.27 

0.05 

0.01 

Store . 

0.02 

0.07 

0.00 

Furnished  house . 

0.02 

0.04 

0.00 

Private  house . 

0.15 

1.00 

0.35 

B1— OPERATION 


TYPE  OF 
HOUSE 

STANDARD¬ 
IZED  TIME 
(Minutes) 

FACTOR  1 
(Ratio  of  B’s 
in  Each  Type 
of  House  to 
Total  B’s) 

RESULT  1 

FACTOR  2 
(No.  Customers 
per  House 
Stop) 

NET  TIME 
PER  EVERY 
HOUSE  STOP 
(Minutes) 

Walk-up . 

0.28 

0.23 

0.06 

Elevated  office.  . 

1.36 

0.28 

0.38 

Walk-up  office. .  . 

0.51 

0.41 

0.21 

(.67x10) 

Hotel 

0.30 

0.08 

0.02 

Store . 

(  ioo  ) 

Furnished  house. 

Private  house .  .  . 

1.00 

0.67 

1.10 

0.07 

C— OPERATION 


Type  of  House 

Standardized 
Time  (Minutes) 

Factor  1 — Type 
of  House-Result 

Factor  2 — Type 
of  Package 

Factor  3 

C.  O.  D. 

Paid 

C.  O.  D. 

Paid 

Per 

Cent 

C.  O.  D. 

Per 

Cent 

Paid 

Result 

Paid  ave. 
Pcs.  per 
House 
Stop 

Time  per 
House  Stop 
(Minutes) 

0.85 

1.50 

0.97 

1.53 

1.24 

1.53 

1.57 

0.24 

0.37 

0.15 

0.59 

0.46 

0.25 

0.26 

0.18 

0.50 

0.15 

0.08 

0.09 

0.06 

0.24 

0.05 

0.12 

0.02 

0.03 

0.03 

0.01 

0.04 

(1.30  X  30) 
(+.30  X  70) 

.60  X  1-22 

Elevator  office. .  . 
Walk-up  office. . . 

Furnished  house. 
Private  house . .  . 

(ioo) 

Total . 

1.30 

0.30 

30 

70 

0.60 

1.22 

0.73 
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A .  0.21 

B .  0.61 

B1 .  0.07 

C .  0.73 

D .  0.35 

E .  0.23 


2.20  Average  time  per  house  stop 


Figure  6.  Standardized  Time  to  Make  Delivery  to  an  Average  House  Stop 


If  within  the  zone  there  were  100 
house  stops  and  110  customer  stops, 
it  follows  that  the  average  house  stop 
had  1.1  customer  stops.  We  can  only 
charge  the  average  house  stop  with 
one-tenth  of  B1  time  and  this  is  done 
in  Figure  1. 

On  developing  one  standard  C  for 
each  zone,  the  test  is  more  difficult. 
The  following  must  be  taken  into  con¬ 
sideration. 

1.  We  have  a  different  C  standard  for 
each  type  of  house. 

2.  We  have  a  different  C  standard  for  a 
C.  O.  D.  package  and  a  paid  package. 

3.  The  average  house  stop  within  the 
zone  has  more  than  one  package,  and  since 
we  are  trying  to  find  a  standard  C  for  a 
house  stop,  it  is  necessary  to  find  it  in 
terms  of  the  number  of  pieces  chargeable 
to  the  average  house  stop  within  the  zone. 

From  past  records  it  should  be  de¬ 
termined  as  to  what  proportion  of  the 
total  pieces  delivered  for  each  zone 
were  C.  O.  D.  pieces  and  the  percentage 
of  paid  pieces. 

The  C  standard  for  each  type  of 
house  should  be  multiplied  by  the 
percentage  of  each  type  of  house  to  the 
total  house  stops  in  the  zone.  This 
will  give  the  standard  C  for  a  C.  O.  D. 
package  for  the  average  house  stop 
within  each  zone.  A  similar  procedure 
for  the  paid  C  standard  of  a  paid 
package  for  each  type  of  house  will  give 


us  a  standard  paid  C  for  the  zone 
representative  of  all  the  house  stops. 

If  the  tendency  shows  30  per  cent 
C.  O.  D.’s  and  70  per  cent  paid’s,  the 
average  package  within  the  zone  is 
composed  of  a  30  per  cent  C.  O.  D. 
piece  and  70  per  cent  of  a  paid  piece. 

Take  30  per  cent  of  the  C  standard 
for  a  C.  O.  D.  package  and  70  per  cent 
of  the  C  standard  for  a  paid  package, 
we  can  by  adding  the  results  secure  a 
C  standard  for  the  average  package  for 
the  average  house  stop  within  the  zone. 

This  standard  C  represents  the  time 
consumed  by  the  average  package.  If 
there  is  more  than  one  package  within 
the  zone,  the  C  time  consumed  will  be 
greater. 

A  study  of  the  number  of  house 
stops  reported  by  each  investigator 
within  a  definite  area  daily,  and  the 
number  of  pieces  delivered  within  that 
area,  will  give  us  the  number  of  pieces 
per  house  stop. 

For  example,  if  for  every  100  house 
stops  covered  there  were  122  pieces, 
the  number  of  pieces  for  the  average 
house  stop  is  1.22  per  cent.  We  must, 
therefore,  credit  each  house  stop  with 
0.22  per  cent  of  C  in  addition  to  the 
regular  C. 

The  A  and  E  is  standard  for  every 
zone.  By  adding  these  to  the  B,  B1, 
C  and  D,  we  finally  obtain  the  average 
time  per  wagon  to  house  delivery  for 
each  zone. 


{The  next  article  of  the  series  will  appear  in  the  April  number  of  “  Ad¬ 
ministration ’  and  will  discuss  various  methods  of  delivery  used  by  different 
drivers — how  they  affect  the  amount  of  “production  ”  and  how  they 
may  be  standardized.) 


THE  GREAT  LAKES-ST.  LAWRENCE  SHIP  CHANNEL 


BY  R.  S.  MacELWEE* 


IN  the  October  1922,  number  of 
Administration,  appears  an  article 
by  R.  W.  Wishart,  entitled  “The  St. 
Lawrence-Great  Lakes  Ship  Canal.” 
I  wish  to  refute  some  of  its  statements. 
It  will  not  be  possible  in  a  short  article 
to  go  into  all  of  my  reasons  for  believ¬ 
ing  in  the  Great  Lakes-St.  Lawrence 
Ship  Channel — these  have  already 
been  published  in  book  form,1  and  I 
would  merely  say  that  subsequent  in¬ 
vestigations  have  only  confirmed  the 
conclusions  reached  in  that  work. 

The  proposed  channel  (I  prefer  the 
word  “channel”  to  the  word  “canal”) 
includes  only  about  55  miles  of  canal 
in  the  entire  route,  25  miles  of  which,  the 
Welland,  are  now  70  per  cent  complete. 
The  channel  is  composed  of  dredged 
and  undredged  fairways  through  a 
long  stretch  of  navigable  water  in  the 
Gulf  of  St.  Lawrence,  the  St.  Lawrence 
River,  and  the  Great  Lakes,  with  their 
connecting  links.  Most  of  it  is  of  suf¬ 
ficient  width  and  depth  at  the  present 
time  to  accommodate  all  but  the  very 
largest  vessels.  In  fact,  this  traffic  now 
reaches  the  growing  port  of  Montreal. 
Only  at  certain  points  is  it  necessary 
to  dredge  a  channel  similar  to  the  Am¬ 
brose  Channel  that  enters  New  York 
Harbor,  or  to  the  channels  that  enter 
almost  every  large  port,  of  our  seaboard 
states. 

A  canal  (that  is,  a  constructed  water¬ 
way  of  definite  limitation)  is,  as  just 
stated,  only  necessary  for  a  short  dis¬ 
tance — less  than  in  the  case  of  the 
Panama  Canal ;  somewhat  longer  than 
in  the  case  of  the  Manchester  Canal, 

*  Professor  of  “Ports  and  Terminal  Facilities”  and 
“Export  Sales  Practice,”  Georgetown  University. 

1  MacElwee  and  Ritter,  “The  Economic  Aspects  of 
the  Great  Lakes-St.  Lawrence  Ship  Channel,”  1921. 


and  very  much  shorter  than  was  neces¬ 
sary  in  constructing  the  Suez  or  the 
Kiel  canals. 

The  canal  portion  of  the  St.  Lawrence 
project  consists,  first,  of  some  30  miles 
between  Montreal  and  Ogdensburg, 
with  six  lift  locks  and  three  guard 
locks.  This  is  all  the  canal  that  must 
be  constructed  to  unlock  the  Great 
Lakes  to  world  shipping.  Beyond  this, 
between  Lake  Ontario  and  Lake  Erie, 
there  is  the  Welland  Canal  that  is  now 
about  70  per  cent  complete  and  is  25 
miles  long,  with  seven  locks.  These 
locks  are  of  great  size,  800  x  80  feet, 
with  30  feet  over  the  miter  sills  of  the 
locks.  A  draught  of  30  feet  at  mean 
low  water,  which  is  one  to  several  feet 
under  the  usual  level,  is  sufficient  to 
accommodate  all  the  ships  in  the  world 
except  approximately  100  of  the  very 
largest  vessels  that  need  not  be  con¬ 
sidered  for  this  type  of  service.  So 
much  for  the  misconception  in  the  title 
of  Mr.  Wishart’s  article. 

Next,  as  to  the  opening  statement: 
“Certain  organizations  in  the  United 
States  are  agitating  for  the  develop¬ 
ment  of  our  inland  waterways,  includ¬ 
ing  the  St.  Lawrence  River,  etc.  .  .  .  ” 
There  are,  it  is  true,  certain  organiza¬ 
tions  in  the  United  States,  such  as  the 
National  Rivers  and  Harbors  Con¬ 
gress,  the  Mississippi  Valley  Associa¬ 
tion,  the  Atlantic  Coastal  Canal  Asso¬ 
ciation,  and  others  that  are  generally 
interested  in  waterway'  development; 
but  the  agitation  for  the  improvement 
of  the  St.  Lawrence  River  to  overcome 
the  rapids  and  to  make  it  navigable  for 
ocean-going  ships,  while  at  the  same 
time  utilizing  the  great  volume  of  water 
for  power,  is  the  specific  purpose  of  but 
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one  organization — the  Great  *  Lakes- 
St.  Lawrence  Tidewater  Association. 
This  association  is  the  mouthpiece  of 
18  of  our  great  middle  western  states. 
These  states,  through  official  act  of 
their  governors  or  legislatures,  or  both, 
have  bound  themselves  together  into 
this  organization  for  the  joint  expres¬ 
sion  of  a  common  aim.  Therefore,  Mr. 
Wishart’s  statement  is  not  entirely 
correct. 

II 

Power  Development.  In  the  opening 
paragraph,  this  statement  is  made: 
“Just  what  connection  there  is  be¬ 
tween  a  water-power  development  and 
a  ship  canal,  why  one  supplements  the 
other,  or  why  the  need  for  one  should 
imply  the  need  for  the  other  is  not 
clear.”  This  statement  would  indicate 
that  Mr.  Wishart  has  not  kept  up  with 
inland  waterway  development  through¬ 
out  the  world.  It  is  thoroughly  under¬ 
stood  by  all  engineers  interested  in 
transportation  or  power  that,  wherever 
possible,  river  improvements  are  made 
for  the  joint  purposes  of  navigation  and 
water  power. 

This  fact  is  illustrated  by  the  water¬ 
power  development  of  the  New  York 
State  Barge  Canal  itself.  In  all  those 
levels  of  the  Barge  Canal  where  there 
is  sufficient  water,  the  fall  of  the  spill¬ 
ways  is  used  to  drive  water-wheel  (tur¬ 
bine)  generators,  and  these  develop  suf¬ 
ficient  power  to  operate  the  gates  and 
to  light  the  canal  along  a  considerable 
distance  of  its  course.  The  water  in 
the  Erie  Canal  is  not  of  sufficient  quan¬ 
tity  (except  in  the  Mohawk  River)  to 
make  possible  an  industrial  electrical 
development,  but,  as  estimated,  there 
is  enough  water  to  drive  a  fair  sized 
water-wheel  and  therefore  to  utilize  the 
fall  of  the  spillway  for  light  and  power. 

In  every  important  waterway  proj¬ 
ect  contemplated  at  the  present  time 
or  being  constructed,  close  attention  is 


being  given  to  the  use  of  the  spillway 
fall  for  power  development.  Also,  on 
the  other  hand,  wherever  power  devel¬ 
opments  are  being  made,  such  as  those 
at  Muscle  Shoals  and  elsewhere,  due 
consideration  is  given  to  the  fact  that 
the  backed-up  waters  or  pools  above 
the  dams  should  also  be  connected  by 
locks  to  make  them  available  for 
navigation. 

The  point  is  not  whether  one  needs 
the  other,  but  whether  as  a  matter  of 
economy  the  two  things  may  not  be 
developed  at  the  same  time,  just  as  in 
our  modern  steel  industry  reheating  is 
avoided,  and,  wherever  possible,  plants 
are  laid  out  to  carry  the  metal  from  the 
cupola  clear  through  to  the  finished 
castings  without  reheating. 

Ill 

Construction  Cost.  In  the  next  para¬ 
graph  of  Mr.  Wishart’s  article  it  is 
stated  as  coming  from  the  engineers, 
that :  “The  canal  can  be  built  at  a  cost 
of  a  vast  number  of  millions  of  dollars, 
the  exact  amount  being  in  dispute.” 
The  engineers  give  an  estimate,  with  a 
30-foot  channel,  of  approximately  $275,- 
000,000,  including  the  installation  of 
the  electrical  power-house.  Should 
such  an  amount  be  spent  by  the  rail¬ 
roads  on  repairing  existing  damaged 
freight  cars,  it  would  hardly  make  a 
splash.  Assume  $300,000,000 — it  seems 
a  good  deal  of  money,  yet  it  is  only 
about  $2.50  a  head,  single  payment,  for 
all  the  people  in  the  United  States  and 
Canada.  For  this  amount  we  are  add¬ 
ing  a  through  trunk  line  for  commerce 
from  the  middle  and  far  west  that  will 
be  over  2,000  miles  long — that  is,  if  we 
only  consider  the  service  that  it  would 
give  to  New  England,  cut  off  from  the 
continental  United  States  as  it  now  is 
with  respect  to  transportation. 

The  traffic  of  the  United  States 
doubles  every  ten  years — it  has  been 
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doubling  now  for  two  decades  without 
any  material  increase  in  facilities,  either 
in  line,  rolling  stock,  or  terminals.  The 
fall  months  witnessed  fruit  crops 
throughout  the  country  rotting  on  the 
ground,  and  embargoes  placed  on  many 
lines  so  that  they  could  not  move  the 
freight  that  was  offered.  This  general 
condition  still  holds.  To  catch  up  with 
the  needs  of  the  country  in  rail  trans¬ 
portation  will  take  $18,000,000,000, 
according  to  recent  estimates  of  the 
Railway  Age.  Now,  $18,000,000,000  is 
exactly  sixty  times  as  much  as  the  esti¬ 
mated  cost  of  the  connecting  link  in  the 
St.  Lawrence  River.  In  other  words, 
it  would  require  a  tax  of  $150  per  head 
for  everyone  in  the  United  States  and 
Canada  to  bring  the  United  States  rail¬ 
roads  to  the  point  of  efficiency  that 
they  should  have  already  reached  if 
they  had  not  been  interfered  with  by 
the  various  agencies  of  government  and 
labor. 

Of  course,  the  improvement  of  the 
St.  Lawrence  River  will  not  obviate 
the  necessity  for  the  improvement  of 
our  railroads.  It  will,  though,  take  a 
large  weight  off  the  railroads  at  that 
time  of  the  year  when  they  are  most 
heavily  overtaxed.  In  this  connection 
it  must  be  borne  in  mind  that  although 
many  railroad  men  think  that  they 
make  their  money  on  the  peak  load, 
this  is  not  true  from  the  standpoint  of 
economies,  because  they  must  main¬ 
tain  an  equipment  for  the  peak  load 
throughout  the  rest  of  the  year.  If 
they  could  abandon  the  peak  load  to 
some  other  agency,  or  be  relieved  of  a 
portion  of  it  and  only  equip  themselves 
to  handle  a  large  but  not  the  maximum 
volume,  they  would  make  more  money 
throughout  the  year. 

In  the  figures  given,  we  have  con¬ 
sidered  navigation  only,  but  we  know 
that  the  power  alone  could  pay  for  the 
entire  cost  of  construction.  Mr. 
Wishart,  however,  goes  on  to  say:  “It 


will  have  to  come  out  of  the  pockets 
of  the  taxpayers.”  There  has  been  no 
legislative  act  or  private  statement  to 
that  effect.  One  of  the  favorite  plans 
suggested  for  the  financing  of  the  de¬ 
velopment  is  for  the  two  governments 
to  sell  development  bonds  to  the  in¬ 
vesting  public.  In  view  of  the  fact 
that  the  market  is  at  hand  to  absorb 
from  the  start  a  large  proportion  and 
eventually  all  of  the  water  power  at 
prices  that  will  pay  interest  and  amor¬ 
tize  the  bonds,  this  is  a  good  business 
proposition.  It  cannot  be  compared 
with  the  investment  of  $175,000,000  in 
the  Barge  Canal  for  commerce  alone, 
because  the  electrical  powers  developed 
will  be  in  such  quantity  and  in  such 
proximity  to  market  that  these  could 
bear  the  entire  cost  if  it  were  not  equi¬ 
table  to  charge  some  of  it  to  those  40,- 
000,000  beneficiaries  from  cheapened 
transportation. 

IV 

The  New  York  State  Barge  Canal. 
The  debates  between  Governor  Miller 
and  Governor  Allen  were  not  “acri¬ 
monious,”  as  stated  by  Mr.  Wishart. 
I  heard  them.  An  excellent  spirit  pre¬ 
vailed  throughout  and  all  present  en¬ 
joyed  hearing  the  two  able  debaters. 
There  were  no  judges,  as  at  college,  to 
say  who  won;  therefore  each  partisan 
knew  that  his  man  had.  Nor  would  it 
be  correct  to  say  that  Governor  Miller 
spoke  for  New  York  and  Governor  Allen 
for  Kansas.  Governor  Allen  of  Kansas 
spoke  for  18  states  and  over  40,000,000 
of  people  that  are  behind  this  move¬ 
ment  and  will  benefit  from  it.  Gov¬ 
ernor  Miller  spoke  for  some  persons 
outside  of  the  state  of  New  York,  but 
not  for  all  of  the  citizens  of  the  great 
Empire  State.  For  instance,  although 
New  York,  Albany,  and  Buffalo  are, 
for  reasons  best  known  to  themselves, 
violently  opposing  the  St.  Lawrence 
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Canal — just  as  the  weavers  broke  up 
the  first  power  loom  because  they  felt 
that  they  might  lose  something — the 
fact  remains  that  a  large  part  of  north¬ 
ern  New  York  appreciates  the  benefits 
that  will  result  to  it  through  the  pro¬ 
posed  development  in  the  St.  Lawrence 
River. 

It  has  been  pointed  out  many  times, 
that  there  is  very  little  comparison  pos¬ 
sible  between  the  problem  of  the  New 
York  State  Barge  Canal  and  the  Great 
Lakes-St.  Lawrence  Ship  Channel. 
The  comparison  between  the  water¬ 
ways  is  that  of  a  500-ton  barge  canal 
with  a  10,000-ton  ship  channel.  One 
is  a  restricted  artificial  waterway,  12 
feet  deep  (supposedly),  70  feet  wide  at 
bottom  and  90  feet  in  the  curves, 
crossed  with  hundreds  of  bridges  of 
only  \5}/2  feet  clearance  throughout  a 
length  of  339  miles.  There  are  39 
locks  to  be  passed  (310  x  45  x  12  feet). 
The  30  miles  of  canals  around  the 
rapids  of  the  St.  Lawrence  are  220  feet 
bottom  with  9  locks — 3  of  these  only 
guard  locks — (800  x  80  x  30  feet),  with 
no  bridges  obstructing  navigation.  In 
the  few  miles  of  dredged  channel  the 
width  is  600  feet  to  1,000  feet.  The 
remainder  of  the  distance  is  through 
great  lakes  or  a  wide,  straight  river 
with  great  depth  and  volume  of  water 
that  maintains  an  almost  constant 
water  level. 

The  next  point  to  be  mentioned  in 
this  connection  is  that  the  history  of 
world  navigation  has  shown  that  a  ship 
once  loaded  will  proceed  inland  as  far 
as  possible  to  avoid  breaking  bulk  and 
to  avoid  the  land  haul.  This  rule  will 
hold  good  wherever  a  ship  from  over¬ 
seas  has  a  navigable  channel  to  go  in¬ 
land.  Loaded  vessels  have  gone  to 
Odessa,  Petrograd,  Baku,  and  Riga  for 
centuries.  This  rule  does  not  apply  in 
the  case  of  the  Barge  Canal,  as  to  date 
it  is  necessary  to  break  bulk  at  both 
ends. 


Mr.  Wishart  is  right  in  stating  that 
increasing  traffic  will  cheapen  transpor¬ 
tation.  He  expresses  the  opinion,  how¬ 
ever,  that  the  new  waterway  will  not 
afford  the  cheapest  transportation.  All 
that  can  be  done  here  is  to  refer  to  the 
book  cited  above.2  It  may,  however, 
be  mentioned  that,  while  ocean  rates 
and  operation  have  come  down,  rail 
rates  have  stayed  up  since  this  book 
was  written.  In  freight  rates,  Chicago 
is  twice  as  far  from  the  sea  and  world 
markets  as  before  the  war.  Several 
chapters  show  that  by  avoiding  break¬ 
ing  bulk  the  proposed  waterways  will 
give,  by  a  large  margin,  the  cheapest 
transportation  from  the  interior  of  the 
United  States  to  coastwise  or  oversea 
ports. 

The  argument  that  because  the 
Barge  Canal  has  not  been  successful, 
the  St.  Lawrence  will  not  be,  is  not  a 
sound  one.  The  two  are  absolutely  dif¬ 
ferent  types  of  transportation  and  can¬ 
not  be  compared.  The  only  fact  in 
common  is  that  in  both  the  traffic  is 
floated  on  water. 

V 

Present-Day  Utility  of  Canals.  Mr. 
Wishart  further  states:  “It  may  be 
taken  as  axiomatic  that  restricted  in¬ 
land  waterways  cannot  compete  with 
railways  for  traffic,  regardless  of  the 
elaborate  argument  to  show  that  they 
can.”  The  question  turns  about  the 
interpretation  of  the  words  “restricted 
inland  waterways.”  The  Panama 
Canal  is  cited  by  Mr.  Wishart  as  a 
short  canal  approximately  50  miles 
long,  connecting  two  great  bodies  of 
water,  and  the  Manchester  Canal  as  a 
much  shorter  waterway — it  is  12  miles 
shorter — connecting  the  heart  of  indus¬ 
trial  England  with  the  ocean  highway. 
Now,  in  the  first  category,  the  Suez  and 

2  “The  Economic  Aspects  of  the  Great  Lakes-St. 
Lawrence  Ship  Channel.” 
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the  Kiel  canals  are  other  examples  of 
ship  canals  connecting  large  bodies  of 
water;  the  Amsterdam  North  Sea 
Canal  is  quite  short.  It  comes  into  the 
category  of  the  Manchester  group. 

If  one  can  emancipate  himself  from 
the  mental  suggestion  that  the  pro¬ 
posed  St.  Lawrence  Ship  Channel  is 
similar  to  the  Barge  Canal,  he  will 
easily  see  that  the  50  miles  of  ship  canal 
of  the  St.  Lawrence  Ship  Channel  nec¬ 
essary  to  connect  the  now"  navigable 
lower  St.  Lawrence  with  the  now  nav¬ 
igable  Great  Lakes  is  in  the  same  cate¬ 
gory  —  to  a  less  degree  —  with  the 
Panama  and  the  Suez  canals,  and  to  a 
greater  extent  than  the  Kiel  Canal. 
The  St.  Lawrence  improvement  falls 
logically  in  the  same  category  as  the 
Manchester  and  the  Amsterdam  canals 
that  connect  industrial  areas  with  the 
high  seas.  One  of  the  world’s  greatest 
industrial  areas,  as  everybody  knows, 
is  in  the  region  bordering  the  Great 
Lakes  up  to  and  including  the  Pitts¬ 
burgh- Youngstown  steel  district— a 
district  that  will  be  tapped  by  the  pro¬ 
posed  barge  canal  from  Ashtabula  to 
Pittsburgh  to  carry  90,000,000  tons  an¬ 
nually.  There  are  scores  of  Manches¬ 
ter  on  the  Great  Lakes. 

Mr.  Wishart’s  logic  “jumps  the 
track”  at  what  the  logicians  call  the 
“ undistributed  middle.”  We  have  the 
syllogism  that  things  equal  to  the  same 
thing  are  equal  to  each  other,  but  Mr. 
Wishart  assumes  a  major  premise  of 
unequal  things.  The  canals  of  the  New 
York  State  Barge  Canal  type,  with  12 
feet  of  water,  39  locks,  and  a  large  por¬ 
tion  of  the  300-odd  miles  through  a  dug 
canal,  is  a  type  of  waterway  that  is  now 
very  much  in  dispute  as  to  its  useful¬ 
ness,  although  there  are  many  examples 
in  Europe  to  prove  that  even  such  a 
canal  can  be  made  profitable  through 
densely  populated  industrial  centers. 
There  is  ample  proof  of  the  value  of 
improved  river  channels,  amounting  to 


long  canals,  to  make  inland  cities  into 
ocean  terminals.  Among  these  are 
Hamburg,  Bremen,  Antwerp,  Bor¬ 
deaux,  London,  Philadelphia,  New 
Orleans,  Baltimore,  and  even  New 
York.  The  element  of  lift  locks  does 
not  appear  in  these  examples,  although 
ships  pass  into  wet  docks  in  several. 
The  estimated  delay  in  passing  the 
locks  in  the  proposed  channels  is  12 
hours,  the  same  time  that  is  required 
to  pass  the  entire  Panama  Canal.  This 
is  an  insignificant  fraction  of  an  ocean 
voyage.  Deviations  of  24  to  36  hours’ 
sailing  as  between  competing  ports  in 
the  U  K  HH  or  North  Atlantic  ranges 
do  not  change  the  freight  rates. 

Mr.  Wishart  further  states:  “The 
proposed  canal  merely  opens  up  an¬ 
other  route  for  low-grade  commodities, 
which  cannot  be  moved  economically 
except  in  combination  with  manufac¬ 
tured  articles,  which  are  not  available  in 
the  territory  tapped.”  This  is  a  strange 
statement  for  a  writer  of  Mr.  Wishart’s 
experience.  The  greatest  industrial 
area  that  the  world  has  ever  seen  is 
about  the  Great  Lakes.  High  school 
students  of  commercial  geography 
should  know  as  much.  The  manufac¬ 
turers  of  Detroit,  Toledo,  Gary,  Chi¬ 
cago,  Milwaukee,  Cleveland,  and  others 
have  all  testified  under  oath  that  they 
need  the  direct  outlet  to  the  sea,  to  be 
able  to  ship  directly,  without  trans¬ 
shipment,  automobiles,  structural  steel, 
machine  tools,  packing-house  products, 
etc. 

It  can  easily  be  proved  that  naviga¬ 
tion  by  water  at  10  knots  an  hour, 
through  this  open  channel,  less  12 
hours  to  pass  the  canals,  will  be  a 
quicker  medium  of  communication 
with  the  great  market  centers  of  the 
world  than  the  present  (accent  on  the 
present)  railroad  freight  shipments  in 
the  United  States  through  terminals  at 
congested  seaboard  ports.  The  freight 
train  may  go  faster,  when  it  goes. 
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The  opening  words  of  Mr.  Wishart’s 
Section  III  include  a  most  unhappy 
illustration  for  his  argument:  “The 
capital  of  Colombia,  Bogota,  is  reached 
by  river  steamers  operating  on  the 
Magdalena  River,  yet  there  is  an  active 
and  persistent  agitation  for  railways  to 
connect  the  interior  with  the  coast  and 
the  outside  world.”  This  very  state¬ 
ment  was  answered  only  recently  by 
Mr.  Frank  E.  Sutton,  of  the  Baldwin 
Locomotive  Works,  when,  speaking  be¬ 
fore  the  Foreign  Credit  Round  Table, 
he  said: 

The  second  problem  which  it  seems  to 
me  demands  immediate  attention  is  the 
obtaining  of  an  outlet  for  the  capital, 
Bogota.  Under  present  conditions,  a 
person  coming  from  the  United  States  or 
Europe  lands  at  the  port  of  Colombia  on  a 
long  pier  that  runs  a  mile  out  into  the 
ocean.  He  disembarks  from  the  ship  to  a 
shuttle  train.  He  transfers  to  a  train  and 
goes  17  miles  to  Barranquilla.  There  he 
transfers  to  a  river  steamer  and  goes 
approximately  600  miles  up  a  tropical 
river,  and  if  he  doesn’t  get  stuck  on  a  sand 
bar  he  may  get  to  Girardot  in  six  days. 
After  the  600  miles  he  transfers  to  El 
Dorado  ftailroad  and  goes  around  the 
rapids  at  Honda.  Then  he  reaches 
Beltram,  and  transfers  to  a  boat  and  goes 
45  miles  up  the  upper  river.  It  takes  him 
from  eight  to  ten  days  and  six  changes 
to  get  to  the  capital  of  the  country. 

The  comparisons  with  rivers  in  China 
and  with  navigation  on  the  early  Mis¬ 
sissippi  and  the  Missouri  rivers  are 
equally  misleading.  The  rivers  of 
China  are  very  peculiar  affairs.  For 
instance,  the  Yangtze  in  its  upper 
reaches  will  rise  70  feet  in  its  channel 
at  flood  time.  The  Hwang  Ho,  or  Yel¬ 
low  River,  of  China  will  wander  all  over 
the  country  and  make  a  new  bed  nearly 
every  year.  Moreover,  even  those 
rivers  that  do  serve  a  large  section  of 
the  country  as  arteries  of  traffic  only 
go  through  certain  sections  of  an  area 
greater  than  that  of  the  United  States. 
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We  might  just  as  well  say,  “Why  do 
we  need  a  railroad  from  Indianapolis 
to  Columbus  when  we  have  the  Mis¬ 
sissippi  River  flowing  through  the  cen¬ 
ter  of  the  United  States.”  Such  com¬ 
parisons  as  these  are  misleading  and 
cast  doubt  on  the  assertions  made  in 
the  rest  of  the  article.  In  fact,  although 
Mr.  Wishart  has  eight  subdivisions  and 
I  have  only  gone  through  three,  the 
rest  of  his  arguments  show  the  same 
inaccuracies,  and  I  feel  that  it  would 
be  tiresome  to  attempt  to  point  out  all 
of  these  discrepancies.  However,  Mr. 
Chas.  P.  Craig,  in  a  letter  to  the  Editor 
of  Administration,  a  copy  of  which  he 
has  sent  to  me,  has  replied  to  some  of 
those  points,  and  it  is  therefore  quite 
appropriate  to  give  his  pertinent  com¬ 
ments  upon  them. 

In  Section  III,  Mr.  Wishart  says:  “It  is 
significant  that  no  competent  transpor¬ 
tation  man  has  endorsed  the  proposed 
canal.” 

There  were  hearings  before  the  Inter¬ 
national  Joint  Commission.  Those  hear¬ 
ings  are  a  matter  of  public  record.  The 
records  are  accessible.  Those  hearings  in¬ 
cluded  appearances  or  written  state¬ 
ments  by  G.  W.  Holdredge,  then  general 
manager  of  the  Burlington  lines  west;  by 
J.  A.  Hannaford,  then  president  of  the 
Northern  Pacific  Railway;  by  Walter  L. 
Ross,  receiver  of  the  Cloverleaf  system; 
by  Julius  H.  Barnes  and  Herbert  Hoover, 
who  have  had  somewhat  to  do  with  trans¬ 
portation;  by  Magnus  Swenson,  president 
of  the  Norwegian- America  Steamship  Com¬ 
pany,  by  C.  T.  Bradford,  traffic  manager 
of  International  Harvester;  by  W.  C. 
Cowling,  traffic  manager  of  the  Ford 
Motor  Company;  by  E.  H.  Lang,  traffic 
manager  of  the  Anaconda  Mining  Com¬ 
pany;  by  A.  W.  McLaren,  traffic  manager 
of  Morris  &  Company;  by  L.  G.  Macom- 
ber,  traffic  manager  of  the  Toledo  Chamber 
of  Commerce;  by  H.  C.  Barlow,  traffic 
manager  of  the  Chicago  Association  of 
Commerce;  by  R.  E.  Reiser,  traffic 
manager  of  the  Duluth  Commercial  Club; 
by  C.  E.  Childe,  traffic  manager  of  the 
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Omaha  Chamber  of  Commerce;  by  Carl 
Jackson,  member  of  the  Wisconsin  Rail¬ 
way  Commission;  by  O.  P.  B.  Jacobson, 
member  of  the  Minnesota  Railway  and 
Warehouse  Commission;  by  Leonard  Way, 
traffic  expert  for  the  Idaho  Public  Utilities 
Commission;  by  J.  W.  Goodman,  traffic 
expert  of  Great  Falls;  and  by  many  other 
witnesses  who  qualified  as  traffic  experts 
or  who  gave  their  statements  from  wide 
experience  with  shipping  conditions. 

Mr.  Wishart  is  confident  that  “It  is 
not  possible  to  find  a  group  of  competent 
economists,  transportation  experts,  or 
bankers  to  endorse  the  project.” 

During  the  hearings  before  the  Inter¬ 
national  Joint  Commission,  a  number  of 
bankers  gave  evidence  at  Detroit,  Chicago, 
Minneapolis,  and  other  places,  and  while 
Administration  for  October  was  on  the 
press  the  American  Bankers  Association 
was  adopting  the  report  of  its  Economic 
Policy  Commission  approving  the  plan 
for  connecting  the  Great  Lakes  and  the  St. 
Lawrence. 

Mr.  Wishart  discusses,  under  Section 
IV,  vessel  movement  under  two  headings. 
Obviously,  he  says,  line  steamers  are 
eliminated  from  this  route.  Tramp  steam¬ 
ers  could  find  no  cargoes. 

This  is  within  the  field  in  which  Mr. 
Wishart  is  described  as  qualified  to  express 
an  opinion.  His  argument  that  no  com¬ 
pany  could  afford  to  maintain  a  permanent 
organization  for  a  navigation  season  of  220 
days  a  year  is  an  argument  which,  if  valid, 
makes  the  commerce  of  Montreal  economi¬ 
cally  impossible.  His  opinion  that  tramp 
steamers  would  not  come  up  the  lakes  and 
that  no  cargoes  could  be  found  for  them 
should  be  weighed  in  the  light  of  the 
evidence  before  the  International  Joint 
Commission  and  the  findings  of  fact  from 
the  evidence.  And  it  should  be  further 
weighed  in  view  of  the  undoubted  fact 
that  if  no  ocean-going  boat  ever  came 
above  Montreal,  the  extension  of  lake 
commerce  to  the  sea  would  amply  justify 
the  undertaking. 

Mr.  Wishart’s  analysis  of  traffic  in  this 
paragraph  and  under  VI  should  be  com¬ 
pared  with  the  evidence  of  Mr.  Bradford  as 
to  movement  of  agricultural  implements, 
of  Mr.  Cowling  as  to  movement  of  auto¬ 


mobile  production,  of  Mr.  Lang  as  to 
movement  of  minerals,  of  Mr.  McLaren  as 
to  movement  of  packing-house  products, 
and  so  on.  They  are  not  at  all  worried  by 
difficulties  which  Mr.  Wishart  finds  in¬ 
surmountable. 

In  Section  VII,  Mr.  Wishart  develops 
the  theory  that  the  traffic  of  western  rail¬ 
roads  would  be  speeded  up  so  much  that 
they  would  be  destroyed.  And  in  Section 
VIII,  he  engages  in  an  excursion  into 
economics  which  goes  somewhat  beyond 
the  limits  of  your  letter  of  introduction. 

Mr.  Wishart’s  views  and  opinions  may 
or  may  not  be  important,  except  as  the 
imprint  of  your  journal  gives  them  cur¬ 
rency.  This  much  I  do  think  is  important, 
that  we  shall  agree  what  it  is  we  are  talking 
about. 

What  is  a  restricted  inland  waterway? 
Is  the  Mediterranean  a  restricted  inland 
waterway?  Is  Lake  Superior  a  restricted 
inland  waterway?  Is  the  chain  of  Great 
Lakes  from  Superior  to  Erie  a  restricted 
inland  waterway?  If  these  are  restricted 
inland  waterways,  is  it  true  that  a  restricted 
inland  waterway  cannot  compete  with  rail¬ 
ways;  and  if  Lake  Superior  and  the  chain 
of  lakes  do  not  constitute  a  restricted 
inland  waterway,  is  it  not  morally  certain 
that  a  short  link  adding  Lake  Ontario  to 
the  chain,  and  another  canal  link,  aggre¬ 
gating  33  miles  to  avoid  the  rapids  of  the 
St.  Lawrence,  connecting  this  system  of 
waterways  with  the  ocean,  will  be  one  of 
the  great  arteries  of  commerce  along  the 
principal  world  trade  route? 

I  am  sure  that  the  readers  will  see 
that  although  some  of  Mr.  Wishart’s 
general  principles  are  correct,  his  exam¬ 
ples  and  applications  are  entirely  erro¬ 
neous,  and  that  although  there  may  be 
difficulties  to  be  overcome  in  the  navi¬ 
gation  of  the  ship  channel,  the  enter¬ 
prise  as  a  whole  offers  advantages  more 
than  enough  to  compensate.  Perfec¬ 
tion  in  all  details  is  not  claimed. 
Nothing  in  this  world  is  perfect — not 
even  the  great  Port  of  New  York,  the 
nation’s  greatest  asset  and  greatest 
national  problem. 
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SOME  fifteen  years  ago,  when  psy¬ 
chological  tests  were  first  being 
introduced  to  sales  management  as  a 
means  of  selecting  salesmen,  a  prom¬ 
inent  sales  manager  remarked  that  the 
system  might  be  all  right  if  life  wasn’t 
so  short  and  the  method  wasn’t  so 
involved.  On  being  questioned  as  to  a 
better  method,  he  remarked: 

If  the  present  methods  are  not  spectacu¬ 
lar  enough,  let  me  suggest  that  the  next 
time  a  sales  manager  wants  to  select  an  all- 
star  salesman  he  should  get  together,  say, 
ten  prospective  candidates,  give  each  a 
mule  and  send  each  out  with  instructions 
to  start  trading  and  return  to  the  office  at 
the  end  of  a  week  with  the  results  of  his 
trade.  You’ll  find  some  will  return  the 
first  day  and  some  the  second  day  without 
the  mule;  some  at  the  end  of  the  third  with 
the  original  mule,  claiming  that  nobody 
wanted  it,  and  so  on.  The  man  selected 
will  be  the  one  who  returns  at  the  end  of 
the  week  with  two  mules,  two  horses,  a 
cow,  a  goat,  and  two  bags  of  corn. 

Times  have  changed.  In  the  old 
days  sales  organizations  were  individ¬ 
ual.  Every  man  worked  out  his  own 
salvation  in  his  own  way.  The  average 
house  had  one  policy — get  the  business 
but  keep  down  the  expense.  The  sales¬ 
man  simply  had  to  earn  a  profit.  He 
could  go  where  he  wanted  to,  stay  as 
long  as  he  liked,  establish  his  own 
policy,  his  own  terms,  allowances,  etc. 
Today,  due  to  the  big  investment  in 
national  advertising,  the  establishment 
of  uniform  prices,  discounts,  terms  and 
allowances,  the  erection  of  high  stand¬ 
ards  of  uniform  quality  and  service, 
and  the  creation  of  consumer  demand 
for  specific  trade-marked  merchandise, 
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a  big  organization  must  adopt  certain 
definite  policies  governing  and  di¬ 
recting  its  salesmen’s  specific  opera¬ 
tions.  This  has  brought  about  the 
change  from  individual  to  institutional 
salesmanship. 

Institutional  salesmanship  requires 
the  management  to  select  men  adapted 
to  carrying  out  specifically  the  national 
policy,  and  then  to  provide  them  with 
concrete  sales  plans  which  carry  clear 
through  to  the  ultimate  buyer.  By 
this  method  the  entire  sales  operation 
is  made  uniform  and  it  advances  as  a 
whole  throughout  the  entire  field  organ¬ 
ization.  Any  salesman  can  step  aside 
at  any  time  and  his  successor  can  pick 
up  the  work  without  interruption  or 
delay. 

II 

Co-ordination  of  Sales  Organization’ s 
Work.  There  are  so  many  different 
factors  entering  into  merchandising 
today  that  the  subject  is  involved  and 
complicated.  The  laws  of  mathematics, 
deduction,  and  logic  can  suggest  solu¬ 
tions  and  prescriptions;  but  after  all 
is  analyzed,  weighed,  and  compared, 
sales  judgment  must  decide  each  oper¬ 
ation  separately. 

When  one  stops  to  consider  that 
there  is  practically  one  retail  store  for 
every  twenty  families  in  the  United 
States,  it  suggests  the  fierce  competi¬ 
tion  and  the  subtle  strategy  that  is 
employed  to  dominate  in  any  partic¬ 
ular  line.  Every  retail  store  on  Main 
Street  is  in  competition  with  every 
other  store  for  the  housewife’s  dollar. 
If  a  dollar  is  spent  for  flour,  it  cannot 
buy  furniture;  if  it  goes  for  furniture, 
it  cannot  buy  paint;  if  it  buys  paint, 


292 


ADMINISTRATION 


Vol.  V 
No.  3 


it  cannot  be  spent  for  amusement.  The 
company  or  dealer  who  makes  the 
strongest  bid,  or  appeal,  gets  the 
greatest  amount  of  business,  for  each 
family  has  only  a  certain  amount  to 
spend. 

This  condition  is  easily  recognized 
by  most  manufacturers  and  truly 
accounts  for  the  wide  difference 
between  the  sales  yield  from  different 
towns  where  conditions  are  practically 
the  same.  The  sales  volume  for  any 
article  is  generally  in  proportion  to  the 
dealer’s  activity  and  effort  in  behalf 
of  the  article. 

Consequently,  in  well-organized  sales 
departments  we  find  a  certain  division 
whose  responsibility  and  function  is  to 
analyze  and  anticipate  future  require¬ 
ments;  study  per  capita  purchasing- 
power  by  towns,  sources  of  income, 
strength  of  competition,  etc.  In  this 
way  the  division  provides  the  basis  for 
complete  merchandising  and  advertis¬ 
ing  campaigns,  which  take  advantage 
of  favorable  conditions  and  fortify  the 
sales  operations  against  unfavorable 
conditions.  At  the  same  time  it  makes 
possible  the  preparation  of  plans  to 
meet  different  local  conditions  in  dif¬ 
ferent  parts  of  the  country,  while 
operating  simultaneously.  The  divi¬ 
sion  must  also  prepare  sales  quotas 
long  in  advance  of  the  actual  sales  in 
order  to  determine  manufacturing  and 
financial  schedules.  It  must  anticipate 
the  consumer  requirements  and  deter¬ 
mine  how  to  supply  them  at  a  profit, 
developing  a  concrete,  co-ordinated 
merchandising,  sales  and  advertising 
plan  which  will  move  forward  without 
delay,  interruption,  or  confusion. 

Ill 

Field  Force  Requirements.  The  best 
plan  in  the  world  will  produce  nothing 
by  itself.  A  plan  is  but  a  chart  and 
compass.  It  takes  salesmanship  to  get 


orders,  win  dealers,  strengthen  good¬ 
will,  and  firmly  establish  a  particular 
line.  Unless  the  field  organization  is 
equipped  in  training  and  ability  equal 
to  the  exact  requirements  of  the  plan, 
the  plan  is  like  an  instrument  in  the 
hands  of  an  unskilled  workman  and  is 
bound  to  fail.  This  is  the  main  reason 
why  most  firms  allow  their  salesmen  to 
do  their  own  happy-go-lucky  planning. 

It  is  a  severe  indictment  against  any 
company  when  its  salesmen  are  allowed 
to  do  their  own  planning;  yet  a  recent 
survey  of  some  2,000  good-sized  firms 
showed  that  only  10  per  cent  had  any 
semblance  of  a  co-ordinated  plan  of 
merchandising  and  selling.  Imagine 
the  waste  and  extravagant  cost  of  dis¬ 
tribution  which  results. 

This  terrific  cost  has  been  the  cause 
of  much  discussion,  and  systems  of 
sales  control  have  been  elaborately 
fashioned  to  flash  red  lights  when  an 
operation  is  running  wild  and  not 
according  to  schedule  or  quota.  These 
systems  have  been  carefully  prepared, 
but  oftentimes  have  to  be  discarded 
because  they  do  not  suggest  the  remedy. 
They  deal  in  effects  rather  than  causes. 
They  report  rather  than  prevent. 
There  is  a  great  future  awaiting  the 
man  who  can  devise  a  system  that 
will  flash  a  red  light  in  time  to  prevent 
a  sales  wreck,  as  against  the  present 
method  of  reporting  the  wreck  after 
it  has  occurred. 

The  effort  to  solve  this  difficulty  has 
generally  been  applied  to  the  wrong 
factor.  In  nine  out  of  ten  cases  where 
a  sales  operation  is  unsuccessful,  the 
difficulty  is  not  with  any  control 
system,  but  with  the  field  sales  force. 
In  a  great  many  cases  we  find  more 
harness  than  horse,  more  methods  than 
men;  and  our  present  systems  of  costly 
distribution  will  continue  so  long 
as  management  continues  to  confuse 
methods  with  men  in  sales  work. 
Substituting  methods  for  men  may 
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work  out  successfully  in  factories  and 
financial  departments,  but  so  long  as 
a  sales  volume  is  the  result  of  sales 
effort,  we  must  transfer  our  attention 
from  methods  of  control  to  methods  of 
selecting,  improving,  and  directing 
men. 

IV 

Building  the  Sales  Organization. 
There  are  two  ways  to  build  a  sales 
organization.  One  is  to  put  it  together 
haphazardly;  the  other  is  to  build  it 
along  predetermined  lines,  having  in 
mind  the  exact  requirements  of  the 
sales  undertaking.  Anybody  can  throw 
together  an  organization  of  salesmen, 
give  them  an  order  book  and  a  cata¬ 
logue,  pump  them  full  of  “pep,”  slap 
them  on  the  back,  and  tell  them  to  “go 
to  it.”  They  will  rattle  around  in  the 
territory,  expose  themselves  to  orders, 
and  stumble  into  some  business;  but 
the  damage  they  do  oftentimes  out¬ 
weighs  the  value  of  the  business 
secured. 

The  building  of  an  adequate  and 
reliable  sales  organization  is  a  serious 
undertaking.  A  knowledge  of  the  com¬ 
plete  specifications  of  a  salesman’s  job 
and  a  method  for  the  determination  of 
his  ability  to  fit  the  specifications  are 
essential.  There  must  be  good  reasons 
why  men  select  different  vocations. 
While  many  men  fall  into  a  job  through 
accident  or  circumstance,  they  con¬ 
tinue  in  the  job  only  if  their  qualifica¬ 
tions  meet  to  some  degree  the  require¬ 
ments  of  the  job.  There  are  a  great 
many  vocational  faculties.  Every  nor¬ 
mal  person  has  the  same  faculties,  but 
their  quality  and  quantity  differ  vastly. 
Hence,  due  to  the  different  combina¬ 
tions  of  quality  and  quantity  of  these 
faculties,  we  have  many  different  voca¬ 
tions.  Neither  science  nor  psychology 
has  definitely  determined  the  exact  fac¬ 
ulties  which  produce  successful  sales¬ 
manship,  but  modern  sales  manage¬ 


ment  is  endeavoring  to  determine  them 
by  studying  experienced  salesmen  who 
are  considered  successful. 

In  the  vocation  of  salesmanship  as 
in  other  vocations,  we  may  divide  men 
into  good,  medium,  and  poor;  the 
good  “put  it  over,”  the  medium  try 
to,  while  the  poor  just  “dub”  along. 
When  any  sales  organization  has  more 
medium  men  than  good  men,  and  more 
poor  men  than  medium  men,  it  is  out 
of  balance.  Imagine  the  fate  of  a 
balanced  sales  and  advertising  plan  in 
the  hands  of  such  an  unbalanced  organ¬ 
ization.  The  chances  of  success  of  any 
co-ordinated  sales  plan  is  in  direct  ratio 
to  the  quality  of  men  in  the  field  force. 
The  operation  of  the  Eighteenth 
Amendment  is  an  illustration  of  a 
standardized,  concrete  plan  suffering 
on  account  of  lack  of  balance  in  the 
ability  of  the  field  force. 

V 

The  Mental  Mixture  of  Salesmen. 
Several  years  ago  the  sales  executives 
of  the  Columbia  Graphophone  Com¬ 
pany  decided  to  investigate  the  causes 
that  made  some  salesmen  good,  while 
others  were  medium  and  poor.  After 
careful  observation  in  the  field  under 
actual  working  conditions,  they  decided 
that  the  reason  salesmen  were  good, 
medium,  and  poor  was  due  to  varia¬ 
tions  in  what  we  chose  to  call  their 
mental  mixture.  They  found  them  in 
some  cases  unbalanced  in  the  elements 
of  their  mental  make-up.  Those  who 
were  strong  in  imagination  and  able  to 
paint  a  picture  no  artist  could  dupli¬ 
cate,  were  usually  weak  in  integrity. 
If  strong  in  industry,  they  were  often 
lacking  in  poise,  and  this  resulted  in 
an  intense  but  wasteful  application  of 
energy.  If  strong  in  language,  they 
were  weak  in  observation  and  also 
in  precise  information  about  impor¬ 
tant  facts. 
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In  most  cases  the  salesmen  were  tem¬ 
peramentally  like  the  branch  manager 
who  selected  them.  If  the  manager 
was  a  strong-arm  man  of  the  type  “  It- 
shall-be-done,”  then  the  salesmen  were 
of  his  kind.  If  he  was  a  sociable,  good 
fellow  of  the  win-the-dealer  type,  his 
men  were  likely  to  pattern  after  him. 
In  other  words,  few  men  had  been  se¬ 
lected  on  the  basis  of  their  ability  with 
respect  to  the  requirements  of  the  job, 
and  the  machine  was,  in  consequence, 
out  of  balance. 

Let  us  work  out  a  simple  but  illumi¬ 
nating  illustration,  taking  the  parts  of 
an  automobile  to  represent  certain 
mental  faculties  used  in  sales  work. 
Let  us  assume  that: 

1.  The  engine  of  the  auto  is  industry — 
the  energy  or  driving  force  that  makes 
things  go. 

2.  The  brakes  are  the  caution  which 
slows  up  and  stops  action  when  danger  is 
imminent  or  the  necessity  for  action  is 
absent. 

3.  The  flywheel  is  imagination,  which 
keeps  industry  turning  over. 

4.  The  crank  shaft  which  drives  the 
wheels  is  specific  knowledge. 

5.  The  radiator  may  be  likened  to  poise 
— it  keeps  energy  from  getting  too  hot. 

6.  The  throttle  is  judgment,  controlling 
the  energy  and  speed. 

7.  The  four  wheels  might  be  repre¬ 
sented  by  personality,  dignity,  appearance, 
and  social  qualities. 

If  any  of  the  parts  of  this  machine 
are  weak  or  idling,  they  retard,  delay, 
and  hamper  the  smooth  operation  of 
the  other  parts.  Every  part  is  related 
to  and  dependent  on  the  others.  If  one 
fails  to  function,  it  results  in  the  whole 
mechanism  going  to  the  garage  for  in¬ 
spection  and  repair.  While  an  auto¬ 
mobile  is  a  co-ordinated  mechanism,  its 
co-ordinated  operation  cannot  compare 
with  that  of  the  vocational  faculties  of 
the  brain. 

Sales  management  must  take  the  re¬ 
sponsibility  of  knowing  salesmen  and 


knowing  how  to  improve  them  when 
they  are  weak  or  idling.  In  order  to 
know  them,  it  must  know  them  by 
parts,  and  by  parts  that  have  defini¬ 
tions.  Once  a  part  is  known  in  respect 
to  its  peculiarities  and  weaknesses,  the 
method  of  adjustment  and  improve¬ 
ment  suggests  itself.  Pity  the  sales 
manager  who  knows  something  is 
wrong  with  a  man’s  mental  mixture, 
but  does  not  know  where  or  why.  How 
can  he  correct  it  so  that  it  will  stay 
permanently  corrected?  The  biggest 
responsibility  of  sales  management  is 
its  responsibility  for  the  selection, 
training,  and  improvement  of  sales¬ 
men;  in  other  words,  for  building  a 
balanced  sales  organization. 

VI 

Determination  of  a  Salesman's  Facul¬ 
ties.  Today,  when  the  company  hires 
a  salesman  we  look  at  him  as  an  oper¬ 
ator  of  twelve  mental  faculties.  We 
are  interested  in  how  each  of  these 
faculties  measures  up  to  the  standards 
we  have  set  up  for  the  requirements  of 
our  type  of  sales  work.  We  determined 
the  faculties  by  studying,  testing,  and 
analyzing  our  successful  men  from  vari¬ 
ous  angles  under  the  actual  working 
conditions  found  in  the  field.  The 
twelve  faculties  we  selected  are: 

1.  Observation 

2.  Memory 

3.  Imagination 

4.  Judgment 

5.  System  and  order 

0.  Language 

7.  Defense 

8.  Industry 

9.  Integrity 

10.  Stability 

11.  Dignity 

12.  Economy 

We  also  found  that  there  were  ten 
definite  conditions  which  influenced  a 
salesman’s  production : 
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1.  Age 

2.  Health 

3.  Appearance 

4.  Personality 

5.  Optimism 

6.  Married  life 

7.  Social  life 

8.  General  knowledge 

9.  Knowledge  of  merchandising 

10.  Previous  experience 

After  we  determined  the  above  fac¬ 
ulties  and  conditions,  a  short,  concise 
definition  of  each  was  determined  upon 
as  a  means  of  location  and  measure¬ 
ment,  for  without  a  proper  definition 
investigation  becomes  involved  and  the 
result  is  confused.  A  proper  definition 
is  essential  to  an  understanding  of  each 
faculty  and  how  it  operates,  co¬ 
ordinates,  and  influences  the  other  fac¬ 
ulties.  Following  is  a  brief  sketch  of 
several  of  those  faculties  and  conditions. 

Optimism  we  determine  inversely  by 
gauging  whether  the  man  is  a  “knocker” 
or  not.  If  a  salesman  “knocks,”  he  is 
inclined  to  be  negative.  A  five-minute 
talk  with  him  will  give  the  answer. 
Personality  we  rate  by  deciding,  after 
a  short  conversation,  whether  the  man 
is  one  you  want  around  you.  Do  you 
feel  at  home  with  him,  or  are  you  in¬ 
different  to  him,  or  do  you  wish  he 
were  outside  the  door?  As  for  health, 
does  he  radiate  physical  strength,  vital¬ 
ity,  and  good  spirits?  With  reference 
to  imagination,  does  he  talk  in  pictures, 
illustrations,  and  similes?  His  powers 
of  judgment  are  determined  by  whether 
or  not  he  can  answer  promptly  yes  or 
no  on  questions  of  everyday  business 
principles.  Has  he  convictions  and 
opinions?  As  to  his  integrity,  are  his 
statements  clean-cut  and  within  the 
bounds  of  reason? 

While  the  above  refers  to  the  selec¬ 
tion  of  prospective  salesmen,  the  one 
main  problem  of  most  sales  organiza¬ 
tions  is  to  improve  the  work  of  25  per 
cent  of  the  organization,  known  as  the 


“tail-enders.”  In  order  to  do  justice 
to  everyone,  we  set  up  nine  consider¬ 
ations  which  invariably  point  out  the 
exact  weakness  in  a  salesman  when 
used  in  conjunction  with  the  definitions 
of  the  above-described  faculties  and 
conditions : 

1.  Length  of  time  the  salesman  has  been 
in  the  present  territory,  and  the  condition 
of  the  territory  when  he  took  it  over. 

2.  Specific  development  of  the  territory 
during  the  past  six  months,  as  compared 
with  a  similar  territory  operating  under 
parallel  conditions. 

3.  Does  salesman  possess  the  good-will 
of  his  trade  and  dealers?  This  is  deter¬ 
mined  by  the  supervisor’s  investigation. 

4.  Does  the  salesman  respond  to  direc¬ 
tion?  Is  he  inclined  to  resent  constructive 
criticism  and  suggestions,  and  is  he  slow 
to  put  them  in  operation?  This  is  one  of 
the  principal  causes  for  low  territorial 
yield. 

5.  Does  the  salesman  respond  to  reason 
or  to  emotion?  This  is  an  all-important 
consideration  when  it  comes  to  handling 
him.  When  a  salesman  fails  to  respond  to 
direction,  the  fault  generally  is  caused  by 
mismanagement.  The  reasoning  salesman 
wants  specific  facts,  while  the  emotional 
type  responds  to  the  glitter  and  the  glam¬ 
our.  Each  is  bored  by  what  interests  the 
other. 

6.  Comparison  of  sales  cost  per  $1,000 
business  secured  over  a  six  months’  period, 
and  of  a  salesman’s  territory  with  another 
of  similar  size,  working  conditions,  and 
sales  possibilities. 

7.  Comparison  of  sales  cost  per  order 
over  a  six  months’  period. 

8.  Comparison  of  ratio  of  number  of 
calls  to  orders  secured  over  a  six  months’ 
period. 

9.  Comparison  of  average  number  of 
calls  per  day  over  a  six  months’  period. 

This  list  of  considerations  attempts 
to  set  up  standard  regulations  which 
will  afford  a  means  for  comparing  oper¬ 
ating  conditions  and  of  arriving  at 
remediable  weaknesses  in  a  salesman’s 
operation  and  production  methods. 
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VII 

Rating  Faculties  to  Forecast  Their 
Production.  Inasmuch  as  all  men  are 
good,  medium,  or  poor  in  the  perform¬ 
ance  of  their  duties,  it  is  logical  to 
assume  that  each  faculty  can  also  be 
rated  good,  medium,  or  poor,  and  for 
convenience  this  may  be  indicated  on 
our  charts  and  records  by  A,  B,  or  C. 

In  order  to  arrive  at  the  rating  of  an 
individual,  we  keep  in  mind  one  man 
in  the  organization  who  is  considered 
grade  A  for  a  particular  faculty.  When 
we  think  of  a  man  in  connection  with 
personality,  for  example,  we  mentally 
compare  him  with  the  one  man  in  the 
organization  who  typifies  grade  A  in 
that  respect.  It  may  be  noted,  in  pass¬ 
ing,  that  principle  involves  the  old-time 
method  of  “sizing  him  up,”  but  it  also 
necessitates  the  consideration  of  those 
elements  which  constitute  “size”  and 
compels  comparison  with  established 
and  accurately  defined  standards.  In 
this  manner  it  is  possible  to  classify 
with  reference  to  the  man  under  inves¬ 
tigation  each  of  the  faculties,  condi¬ 
tions,  and  considerations  enumerated 
above.  Following  this  procedure  we 
arrive  at  a  rating  of  A,  B,  or  C  for  each 
point.  It  is  a  simple  matter  to  total, 
for  each  individual,  his  A’s,  B’s,  and  C’s, 
thereby  securing  a  final  result,  such  as 
for  instance,  18  A’s,  7  B’s,  and  6  C’s. 

If  in  a  given  instance  the  sum  of  the 
B’s  and  C’s  outnumbers  the  A’s,  then 
the  individual’s  chances  for  success  are 
doubtful,  and  he  is  classified  as  too  un¬ 
balanced  for  our  class  of  work.  If,  due 
lo  certain  outstanding  factors,  it  is 
desirable  to  employ  the  man,  regard¬ 
less  of  the  number  of  his  B’s  and  C’s, 
the  management  must  recognize  his 
weaknesses  and  assume  the  responsi¬ 
bility  for  the  salesman’s  proper  train¬ 
ing,  development,  and  supervision. 
With  the  aid  of  the  accompanying 
salesman’s  grading  chart,  and  a  half 


hour’s  conversation,  it  is  possible,  once 
the  definitions  and  the  grade  A  men 
are  established,  to  arrive  at  a  judgment 
on  a  man  in  five  minutes. 

VIII 

Development  of  Unbalanced  Men. 
The  more  B’s  and  C’s  a  man  has,  the 
less  is  he  adapted  to  his  job  and  the 
greater  the  difficulty  to  get  him  pro¬ 
ducing  economically.  He  will  natu¬ 
rally  require  closer  supervision  and  di¬ 
rection.  To  meet  this  condition,  we 
have  devised  a  special  plan  for  the  de¬ 
velopment  and  improvement  of  each 
faculty  when  a  man  rates  B  or  C.  This 
is  a  task  which  requires  tact,  diplomacy 
and  courage,  but  here  sales  manage¬ 
ment  may  rise  to  its  biggest  oppor¬ 
tunity  and  receive  its  most  satisfactory 
reward.  The  test  of  ability  to  inspire 
men  to  self-improvement  resolves  itself 
into  whether  a  sales  manager  can  spend 
two  hours,  if  need  be,  canvassing  a 
point  that  could  be  disposed  of  with  a 
direct  two-minute  command. 

As  an  illustration  of  working  with  a 
man  to  improve  a  grade  C  faculty,  let 
us  discuss  the  faculty  of  defense.  De¬ 
fense  is  the  ability  to  protect  and  sup¬ 
port  each  assertion  with  proved  facts, 
and  resist  attempts  on  the  part  of  a 
buyer  to  minimize  their  importance. 
More  sales  are  lost  through  weak  de¬ 
fense  than  for  any  other  reason.  Ter¬ 
ritories  disintegrate  faster  because  of  a 
grade  C  defense  than  from  any  other 
cause.  Poor  defense  makes  a  salesman 
unhappy,  saps  his  energy,  kills  his  ter¬ 
ritory,  allows  the  competitor  to  become 
entrenched,  and  keeps  the  sales  volume 
down  and  the  costs  up.  Finally,  after 
the  salesman  quits  or  is  dismissed,  ex¬ 
traordinary  effort  is  required  to  regain 
the  lost  ground. 

Just  as  water  is  the  result  of  com¬ 
bining  two  parts  of  hydrogen  and  one 
part  of  oxygen,  so  defense  is  the  result 


March 
19  2  3 


BALANCED  SALES  ORGANIZATION 


297 


Salesmen  selected 
to  represent 

Grade  A 
for  each  Faculty 
desired  in  the 
entire  organization 

S.  B.  Lamb 

Harry  J.  Evans 

J.  J.  Pollock  i 

H.J.  Hayes  j 

E.  F.  McCallister 

Hugh  Gibboney 

J.  F.  Ramsey  [ 

R.  C.  Stevens 

H.J.  Caldwell 

SALESMEN 

SALESMAN’S  GRADING  CHART 

H.  S.  Watkins 

CO 

CO 
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CO 

CO 
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CO 
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CO 
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CO 
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CO 
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CO 
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CO 
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CO 
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CO 

CO 

CO 
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> 
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H.  M.  Fergus 
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o 

CO 

CO 

CO 

> 
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CO 

oo 

Language 
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CO 
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CO 
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> 

CO 

> 

Defense 
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of  combining  some  five  different  facul¬ 
ties: 

1.  First  is  the  ability  to  observe.  If  a 
salesman  is  weak  on  observation,  he  will 
lack  definite  facts  and  useful  information. 

2.  Second  is  memory.  How  can  one  re¬ 
call  facts,  figures,  and  information  if  he  has 
failed  to  observe  them?  A  weak  memory 
is  generally  the  result  of  poor  observation. 

3.  Third  is  imagination.  How  can  one 
imagine  and  see  things  moving  in  picture 
form  if  memory  fails  to  recall  them? 
Imagination  cannot  operate  unless  sup¬ 
ported  by  a  retentive  memory. 

4.  Fourth  is  judgment.  How  can  one 
render  decisions  if  observation,  memory, 
and  imagination  have  failed  to  provide 
standards  and  experiences  to  be  used  for 
comparative  purposes? 

5.  Fifth  is  language.  Assuming  one’s 
observation  of  specific  facts  is  poor,  that 
his  memory  is  weak,  his  imagination  im¬ 
poverished  and  judgment  unreliable,  the 
result  is  that  language  stands  almost 
helpless  to  do  anything  but  talk — talk — 
talk. 

When  this  is  the  case,  a  man  has  a 
weak  defense,  not  necessarily  because 
he  is  a  coward  or  lacks  backbone  or  gift 
along  some  line,  but  because  his  other 
faculties  which  should  support  his  de¬ 
fense,  are  weak  or  idling.  If  the  engine 
has  no  “pep,”  it  is  not  necessarily  the 
fault  of  the  engine.  The  cause  may  be 
a  damaged  spark  plug,  a  poor  gas  mix¬ 
ture,  sticky  tappets,  etc. 

The  grade  of  a  salesman’s  defense 
faculty  can  be  determined  by  noting 
the  following: 

1.  The  manner  in  which  the  salesman 
handles  a  counter  argument;  whether  he 
retracts  and  backs  water,  becomes  humble 
and  compromises;  or  whether  he  not  only 
recites  with  confidence  his  former  state¬ 
ments,  but  supports  them  with  additional 
material  more  emphatic,  with  illustrations 
more  clear  and  information  more  inter¬ 
esting. 

2.  Again,  is  he  a  “Yes,  yes”  man,  who 
accepts  anything  handed  to  him,  hoping 
thereby  to  win  favor  and  good  graces? 


3.  Has  he  developed  a  line  of  defense 
for  the  objections  which  are  met  hourly 
in  his  work,  such  as  price  too  high,  quality 
inferior,  no  profit  in  line,  national  adver¬ 
tising  unproductive,  no  guaranty  as  to 
future  service,  etc.? 

4.  Has  he  confidence  and  skill  in  col¬ 
lecting  an  overdue  bill — one  which  has  been 
in  dispute  for  some  time? 

Working  with  a  man  under  field 
operating  conditions  will  very  soon 
show  where  he  is  weak,  the  cause  of 
the  weakness,  and  at  the  same  time 
suggest  the  means  for  the  strengthen¬ 
ing  of  weak  faculties  and  the  improve¬ 
ment  of  the  strong  faculties. 

IX 

Salesman’ s  Ability  as  Affected  by 
Results.  In  watching  salesmen  work, 
have  you  ever  noticed  how  well  some 
of  them  seem  to  get  along  with  certain 
types  of  customers — how  they  become 
enthused,  warm  up  to  their  subject, 
think  of  all  the  facts  and  illustrations, 
and  ride  on  to  success?  Their  person¬ 
ality,  their  enthusiasm,  and  their  abil¬ 
ity  rise  to  meet  every  situation.  And 
then,  on  the  other  hand,  when  these 
same  men  work  with  other  customers, 
everything  is  reversed.  They  fail  to 
think  of  timely  facts  and  illustrations, 
their  enthusiasm  is  frozen,  their  voice 
is  hollow,  their  words  stick  and  they 
stammer.  Yet,  both  kinds  of  cus¬ 
tomers  may  be  of  a  high  type,  wear 
the  same  clothes,  eat  the  same  food, 
enjoy  the  same  forms  of  recreation. 
Let  us  define  the  one  customer  as  a 
positive  and  the  other  as  a  negative 
customer.  The  positive  customer  helps 
the  salesman  and  the  negative  holds 
him  back.  The  positive  customer’s 
mind  goes  along  with  the  salesman’s 
and  the  negative  customer’s  mind  is 
full  of  doubts,  “can’ts,”  and  objections. 
The  average  salesman  can  turn  the 
negative  customer  into  a  positive  one, 
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if  he  can  dominate  the  situation  and 
keep  the  customer  from  outselling  him. 

Oftentimes  a  salesman,  after  listen¬ 
ing  to  the  customer,  loses  his  positive 
qualities  and  absorbs  the  customer’s 
negative  qualities.  The  result?  No 
sale  on  that  call — it’s  a  turn-down. 
After  the  salesman  has  been  turned 
down  several  times  in  succession,  he 
finally  becomes  negative.  He  con¬ 
tinues  going  around  in  his  territory 
and  soon  the  evil  genius  of  discourage¬ 
ment  says,  “It  can’t  be  done,  It  can’t 
be  done.”  Salesmen  are  high  strung, 
emotional  and  impressionistic,  and 
nothing  succeeds  like  success  in  their 
work.  A  salesman  is  a  tube,  which  will 
hold  either  a  negative  or  a  positive 
quality.  When  the  positive  goes  out 
the  negative  comes  in,  and  vice  versa. 
When  negative  he  is  a  poor  man  to  go 
out  and  make  a  negative  customer 
positive. 

X 

Rules  for  Successful  Selling.  If  sales¬ 
men  would  observe  three  simple  rules 
they  could  guard  against  “picking  up” 
the  customer’s  negative  attitude,  main¬ 
tain  a  positive  attitude,  and  dominate 
the  situation.  These  rules  are  as 
follows: 

1.  Look  the  customer  straight  in  the  eye 
and  make  each  positive  statement  with  a 
firm  voice — a  voice  which  carries  conviction 
and  sincerity;  conversely,  do  not  look  the 
customer  in  the  eye  while  he  is  voicing  his 
negative  objections.  The  man  with  the 
steady  eye  and  the  firm  voice  controls  the 
interview.  In  order  to  show  the  customer 
respect,  instead  of  looking  him  in  the  eye, 
concentrate  on  the  bridge  of  his  nose.  He 
will  assume  you  are  looking  in  his  eye  and 
yet  his  gaze  will  have  no  confusing  effect  on 
you. 

2.  Allow  the  customer  to  talk  without 
interruption,  contradiction,  or  argumen¬ 
tation.  He  may  be  falling  in  love  with  his 
voice.  But  while  he  is  getting  “negative- 
ail-over,”  you  should  keep  your  eye  on  his 


nose  and  study  the  appeal  you  will  make  in 
“rebuttal”  when  he  stops  for  air.  Keep 
varying  your  fundamental  argument  at 
each  opening,  looking  directly  in  his  eye 
while  you  are  talking  positively,  and  look¬ 
ing  directly  at  his  nose  while  he  is  talking 
negatively.  In  this  manner  you  block  his 
negative  influence  and  remain  positive. 
It  is  simply,  then,  a  question  of  argument, 
endurance,  and  sales  ability  in  registering. 

3.  When  the  salesman  loses  out,  he  in¬ 
variably  absorbs  some  of  the  victorious 
customer’s  negative  quality.  He  should 
rid  his  system  of  this  immediately  after 
leaving  the  customer,  replacing  it  with  a 
positive  quality  and  reselling  himself  on 
the  arguments  which  have  failed  to 
register.  When  a  salesman  continually 
fails  to  make  sales  without  endeavoring 
to  recharge  himself  with  positive  qualities, 
he  is  known  as  “sales-sick,”  and  requires 
expert  attention. 

XI 

The  Concrete  Sales  Plan.  The  object 
of  having  a  balanced  sales  organiza¬ 
tion,  institutional  in  character,  is  to 
afford  a  means  of  carrying  out  con¬ 
crete  sales  plans  for  producing  the 
greatest  sales  volume  at  the  lowest 
operating  expense  and  with  the  least 
expenditure  of  energy. 

In  this  company  we  are  elevating 
our  sales  management  methods  more 
and  more  toward  the  level  of  an  exact 
science.  The  operation  of  market  sur¬ 
veys,  establishment  of  quotas,  deter¬ 
mination  of  purchasing  power,  estab¬ 
lishment  of  costs,  discounts,  and  terms 
are  standardized.  Our  advertising 
specialists,  by  the  use  of  selected 
designs,  layouts,  color  schemes,  etc., 
observe  the  recognized  laws  of  psy¬ 
chology  in  devising  consumer  appeals. 
Our  merchandising  experts  figure  out 
the  character  of  trade-marks,  pack, 
styles,  trims,  etc.,  which  will  make  the 
public  conscious  of  a  particular  article 
to  the  possible  exclusion  of  a  competi¬ 
tive  article.  But  all  this  complex  and 
scientific  planning  would  fail  to  mate- 
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rialize  in  profitable  sales  volume,  if  it 
were  not  fashioned  into  a  concrete  sell¬ 
ing  plan  which  a  balanced  field  force 
can  present  successfully  to  the  retailer 
and  public. 

As  an  illustration  of  a  concrete  sales 
plan,  The  Columbia  Graphophone 
Company  last  year  worked  out  and 
developed  sales  plans  of  the  kind  for 
the  national  field  organization.  These 
plans  were  prepared  in  portfolio  form 
by  the  planning  division  of  the  execu¬ 
tive  office.  Every  branch  in  the  serv¬ 
ice  held  its  monthly  sales  meetings 
at  the  same  hour  of  the  same  day. 
Where  possible,  members  of  the  execu¬ 
tive  office  visited  the  branches  at  the 
time  of  the  meeting,  in  order  to 
explain  the  subject  matter  in  more 
personal  detail  and  stimulate  further 
the  selling  effort.  Consequently,  the 
entire  field  force  went  into  the  field 
with  the  same  plan.  All  plans  tied  in 
with  the  national  magazine,  trade 
paper,  and  newspaper  advertising, 
embodied  the  monthly  merchandising 
plans,  and  conformed  strictly  to  execu¬ 
tive  policies.  Nothing  was  left  to  the 
salesmen’s  imagination,  discretion,  or 
judgment,  so  far  as  the  general  char¬ 
acter  of  the  plan  was  concerned.  The 
salesmen,  however,  were  allowed  full 
scope  in  applying  the  general  plan  to 
individual  situations  in  their  territories. 

Last  December  we  worked  out  one 
complete  interlocking  newspaper  cam¬ 
paign,  covering  three  full  pages  and 
three  half  pages,  which  the  dealer  paid 
for  and  ran  over  his  own  name.  This 
campaign  necessitated  the  purchase  of 
a  minimum  order  of  about  $6,000.  In 
30  days  we  sold  149  of  these  orders. 
This  was  plus  business  which,  doubt¬ 
lessly,  would  never  have  been  secured 
except  for  the  development  and  release 
of  the  plan.  This  spring  we  organized 
another  drive  and  put  over  841  indi¬ 
vidual  campaigns  which  called  for 
standard  assortments  and  maximum 


purchases  far  in  excess  of  what  the 
average  dealer  felt  his  requirements 
were,  but  which  the  results  proved 
were  within  his  scope.  This  fall  we 
developed  and  supplied  our  salesmen 
with  ten  distinct  sales  and  advertising 
plans,  designed  to  meet  the  require¬ 
ments  of  every  dealer  on  our  books, 
from  the  million-dollar  music  house 
on  the  main  street  of  the  big  town, 
down  to  the  cross-roads  store  in  the 
country.  In  every  case  our  concrete 
sales  plan  was  built  on  one  main  idea; 
that  is,  to  supply  the  dealer  with  sales 
plans  which  would  encourage  him  to 
put  behind  our  line  uninterrupted  and 
enthusiastic  efforts  to  attract  cus¬ 
tomers  to  his  store.  It  is  the  sales¬ 
man’s  responsibility  to  select  and  sell 
the  dealer  a  sales  plan  which  will  meet 
his  requirements. 

XII 

Better  Method  Essential  in  Sales 
Operation.  The  present  high  costs  of 
distribution  are  a  matter  of  deep  con¬ 
cern  to  most  manufacturers,  and  the 
turnover  of  salesmen  is  a  constant 
thorn  in  the  side  of  sales  management. 
The  many  lopsided  theories  to  correct 
these  conditions  are  a  cause  of  con¬ 
fusion  and  encourage  sales  manage¬ 
ment  to  stick  to  the  present  practices 
of  sales  operation. 

The  day  is  coming  soon  when  the 
entire  sales  operation  will  be  built 
upon  one  principle — the  capacity  of  a 
balanced  field  organization.  The  bal¬ 
anced  field  organization  will  be  devel¬ 
oped  when  sales  management  perfects 
its  method  in  the  selection,  training, 
and  operation  of  salesmen,  and  then 
supplies  them  with  concrete,  co-ordi¬ 
nated,  interlocking  sales  and  adver¬ 
tising  plans,  which  are  equal  to  the 
capacity  of  the  salesmen,  and  which 
carry  clear  through  to  the  ultimate 
buyer. 


MOTION-PICTURES  AS  AN  AID  TO  BUSINESS— I 


BY  P.  A.  RAIBOURN* 


THIS  article  was  criticized  by  a 
man  who  is  well  acquainted  with 
the  motion-picture  industry.  He  re¬ 
turned  it  with  this  notation  at  the  very 
beginning:  “Why  not  bring  in  some 
interesting  statistics  on  theaters,  etc., 
to  start  with.” 

This  statement  is  very  indicative  of 
attitudes  which  surround  the  motion- 
picture.  Whenever  they  are  men¬ 
tioned,  it  is  usually  their  theatrical 
phases  which  come  to  mind.  Secondly 
it  seems  that  everybody  who  writes 
anything  on  the  motion-picture  starts 
out  with  statistics.  This  habit  has 
been  exhibited  for  a  long  time.  Cer¬ 
tain  of  these  statistics,  though  ex¬ 
aggerations,  are  interesting  enough  to 
quote:  “Fifth  industry  in  the  United 
States  in  annual  intake;”  “24,000 
theaters  in  United  States,”  etc.  Even 
the  really  educational  articles  fall  for 
it.  One  writer  in  an  article  on  the 
educational  motion-picture  written  over 
three  years  ago  devoted  his  opening 
paragraph  to  the  fact  that  there  were 
at  that  time  12,000  projection  ma¬ 
chines  in  use  by  schools,  colleges, 
churches,  Y.  M.  C.  A.’s,  etc.,  in  the 
United  States  and  that  such  machines 
were  being  sold  at  the  rate  of  500  per 
day  in  this  field. 

Some  remarks  of  Herbert  Corey  in 
Everybody's  in  1919  illustrated  very 
well  just  how  this  attitude  on  money 
and  statistics  had  arisen: 

There  is  a  glamour,  an  intoxication,  a 
sort  of  necromancy  about  the  business. 

*  Research  Statistician,  Famous  Players-Lasky  Cor¬ 
poration,  New  York  City. 

t  With  the  DeVry  Corporation,  Chicago,  Ill.,  in 
charge  of  sales. 


AND  ROY  L.  DAVISf 


A  million  becomes  domesticated  and  you 
can  pet  it.  Smaller  sums  are  kept  in  the 
barn.  No  one  mentions  two  dollars  at  all. 

Now  and  then  one  hears  of  a  man  who 
entered  the  industry  with  $100,000  and 
came  out  with  a  stock  of  experience  not 
worth  a  nickel.  Or  of  the  companies  which 
sank  fortunes  so  deep  that  not  even  a 
bubble  came  up . 

There  are  as  many  stories  of  this  sort  as 
of  the  other,  but  they  do  not  circulate  as 
freely.  They  seem  to  lack  appeal. 

In  view  of  this  condition  it  is  with 
much  caution  that  one  ventures  into 
the  subject  of  motion-pictures.  In  all 
the  following  material  the  writers  have 
restrained  themselves  to  the  bound¬ 
aries  of  facts,  and  have  tried  to  give 
both  sides  of  the  story.  The  next 
paragraph,  which  is  largely  based  on 
general  statistical  data,  should  there¬ 
fore  be  seriously  considered. 

The  American  public  during  the 
theatrical  season  of  1920-1921  spent 
approximately  4,200,000,000  hours  in 
looking  at  motion-pictures  for  enter¬ 
tainment.  This  entertainment  cost 
them  an  amount  per  hour  per  person 
which  was  almost  the  same  as  the  ex¬ 
penditure  per  hour  of  instruction  for 
each  pupil  in  our  common  school 
system.  Considering  the  relative  rich¬ 
ness  of  the  effects  produced  in  each 
case,  does  it  not  appear  probable  that 
there  are  exceptional  possibilities  for 
the  economic  use  of  motion-pictures 
along  lines  other  than  entertainment? 

II 

What  the  Motion-Picture  Really  Is. 
It  was  back  in  the  late  nineties  that 
motion-pictures  first  stimulated  our 


302 


ADMINISTRATION 


Vol.  V 
No.  3 


senses  by  showing  animals  in  action. 
Numerous  articles  were  published  im¬ 
mediately  telling  of  the  possible  de¬ 
velopment  of  the  motion-picture  for 
educational  and  industrial  purposes. 
In  fact  a  survey  of  the  sentiments  ex¬ 
isting  then  would  have  indicated  that 
the  use  of  motion-pictures  for  edu¬ 
cational  and  industrial  purposes  would, 
in  the  next  20  years,  far  exceed  the 
possible  use  for  entertainment.  The 
reverse  has  proved  to  be  true.  There 
is  a  perfectly  definite  reason  behind 
this  phenomenon.  This  reason  brings 
out  one  of  the  fundamental  ideas  of 
motion-pictures. 

Motion-pictures,  like  written  words, 
are  not  a  substitute  for  mental  proc¬ 
esses.  They  are  a  means  by  which 
ideas,  which  have  been  developed  in 
the  brain  of  one  person,  are  trans¬ 
ferred  to  the  brain  of  another.  Fur¬ 
thermore,  they  are  only  a  supplement 
to  existing  methods.  Their  existence 
is  justified  in  that,  like  machine  tools, 
they  save  time  and  enrich  the  result. 
Like  the  tool,  they  are  adaptable  to 
many  different  uses. 

Industrial  and  educational  users  of 
motion-pictures  seemed  for  a  long  time 
to  consider  motion-pictures  an  end  in 
themselves.  They  assumed  that  by 
making  a  motion-picture,  their  dis¬ 
tribution  and  training  problems  would 
be  solved.  But  films  soon  lost  their 
novelty.  Daniel  Frohman  and  Adolph 
Zukor  were  first  among  Americans  to 
realize  that  it  was  what  went  into 
motion-pictures  that  counted  rather 
than  the  phenomena  of  movement. 
They  used  the  motion-picture  to  en¬ 
rich  and  portray  the  normal  romantic 
plot  and  introduced  the  theatrical 
“photoplay  ”  of  today. 

The  success  of  this  idea  had  a 
further  effect  on  the  industrial  field. 
Many  “theatrical”  producers  con¬ 
ceived  the  idea  of  using  advertising 
material  in  their  theatrical  films  or  of 


using  theatrical  plots  for  industrial 
films.  They  thought  they  could  thus 
obtain  distribution  in  the  theaters. 
This  plan  was  not  satisfactory,  as  the 
public  reacted  against  the  presentation 
of  advertising  when  they  sought  enter¬ 
tainment.  The  cardinal  principle  of 
fitting  the  means  to  the  end  was 
violated. 

However,  the  development  of  the 
theatrical  “photoplay”  may  be  taken 
as  an  indication  of  what  may  be  ex¬ 
pected  of  the  motion-picture  in  the 
other  fields  as  there  develops  a  reali¬ 
zation  of  its  elements  of  value  and 
the  means  of  their  use.  It  is  very 
important  to  remember  that  the  mental 
material  which  goes  into  a  motion- 
picture  is  the  reason  for  its  existence. 
It  is  as  a  tool  to  transfer  this  material 
from  one  mind  to  another  that  the 
motion-picture  gains  its  value. 

Ill 

Economic  Use  of  the  Motion-Picture 
as  a  Tool.  When  the  motion-picture  is 
considered  as  a  tool,  there  is  a  whole 
series  of  questions  which  may  be  raised 
as  to  characteristics,  limitations,  and 
modifications  to  produce  different  types 
of  mental  results.  There  is  in  fact  a 
much  more  complicated  and  less 
understood  group  of  modifying  factors 
than  those  which  have  been  studied 
and  worked  out  for  the  automatic 
machine  and  machine  tool.  The  corre¬ 
lated  information  developed  concern¬ 
ing  these  instruments  has  made  them 
the  exceptional  means  of  industrial 
production  which  they  are  today. 
Similar  work  on  the  motion-picture 
must  precede  its  future  development. 
Certain  more  fundamental  character¬ 
istics  are  known  and  some  evaluation 
of  them  is  necessary. 

Inasmuch  as  all  measurements  are 
relative  we  must  find  a  measure  in 
which  to  express  the  value  of  the 
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motion-picture  elements.  It  is  an 
instrument  for  conveying  the  im¬ 
pressions  and  activities  of  others  to 
our  mind.  We  can  therefore  compare 
its  characteristics  with  the  character¬ 
istics  of  other  methods  of  accom¬ 
plishing  that  object  and  evaluate  its 
results  in  terms  of  their  results. 

As  with  the  “written  word”  the 
motion-picture  is  capable  of  multi¬ 
plicative  use,  that  is,  it  may  be  used 
by  different  individuals  following  one 
another.  Like  the  printed  book,  it  is 
capable  of  an  indefinite  number  of 
standardized  copies.  This  is  an  essen¬ 
tial  element.  Secondly,  it  is  capable 
of  infinite  modification,  even  more  than 
the  printed  book.  Thirdly,  and  there¬ 
by  differing  from  the  book,  it  can  be 
viewed  by  a  large  number  of  people  at 
once.  This  last  idea  may  sound  simple, 
but  the  neglect  of  the  related  funda¬ 
mental  law  of  motion-picture  economy 
which  has  been  shown  in  many 
instances  warrants  its  statement 
here. 

The  cost  of  showing  to  each  individual 
is  reduced  proportionally  to  the  number 
of  people  to  whom  the  picture  is  shown. 
In  other  words  it  is  your  market  or 
possibilities  of  distribution  which  de¬ 
termine  how  much  you  may  spend  on 
a  picture  or  on  a  showing  of  it. 

The  amount  which  one  may  spend 
on  producing  and  distributing  a  pic¬ 
ture  or  showing  it  is  the  chief  concern 
and  will  depend  on  the  results  to  be 
obtained.  From  a  knowledge  of  the 
results  which  may  be  expected  and  how 
similar  attempts  have  resulted  in  the 
past,  it  may  be  determined  how  much 
should  be  appropriated  for  this  par¬ 
ticular  purpose.  The  matter  of  motion- 
picture  production  is  a  job  for  the 
specialist.  Whether  this  specialist 
is  to  be  in  your  own  organization  or 
outside  depends  on  the  amount  and 
character  of  the  work  which  is  to  be 
done. 


IV 

Fundamental  Psychological  Features 
of  the  Motion-Picture.  Psychologically 
there  are  four  very  important  elements 
in  which  the  motion-picture  is  different 
from  other  methods  of  idea  transfer. 
These  arise  from  the  physical  and 
mental  conditions  under  which  the 
picture  is  shown,  and  the  previous 
experiences  and  training  of  the  in¬ 
dividual. 

1.  At  motion -picture  showings  attention 
is  concentrated  on  the  picture.  At  motion- 
picture  showings  there  is  a  single  object 
which  is  highly  illuminated.  Your  atten¬ 
tion  will  be  focused  on  this  object.  You 
can  easily  turn  your  attention  from  a  book 
in  a  well-lighted  room,  but  it  is  almost 
impossible  to  sit  in  a  very  dark  room  and 
refrain  from  observing  carefully  the  move¬ 
ments  of  a  small  spot  of  brilliant  light 
focused  on  the  wall.  Furthermore,  does  a 
lecturer  necessarily  hold  your  interest  in  a 
well-lighted  room?  One  of  his  chief 
weapons  for  doing  so  is  gesture  and  motion, 
points  in  which  the  motion -picture  excels. 
If  a  child  is  told  about  another  little  child  at 
play  will  its  attention  hold?  It  usually 
will  not.  If  this  other  child  at  play  is 
shown  on  the  screen,  immediate  and  con¬ 
stant  attention  and  even  expressions  of 
enthusiasm  result.  We  adults  are  very 
similar  to  children  in  this  reaction. 

2.  At  motion-picture  showings  there  is  an 
element  of  mass  psychology  involved.  It 
is  a  well-known  fact  that  a  group  such  as  a 
motion-picture  audience  responds  to  certain 
stimuli  much  more  readily  than  the  same 
group  when  acting  as  isolated  individuals. 
For  producing  enthusiasm  this  is  an 
essential  characteristic.  These  members  of 
a  “crowd”  can  be  aroused  to  a  depth  of 
feeling,  and  an  assuredness  that  their  con¬ 
clusions  are  correct,  much  more  readily 
than  when  acting  alone.  Had  “Blood  and 
Sand”  been  shown  separately  to  the  indi¬ 
viduals  who  composed  the  audience  at  the 
Rivoli  Theater  in  New  York,  it  is  exceed¬ 
ingly  doubtful  if  there  would  have  been 
the  cries  of  “Bravo!”  which  were  heard 
there.  This  element  is  especially  valu- 
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able  when  we  consider  the  inspirational 
motion-picture.  And  a  great  many  in¬ 
dustrial  pictures  heretofore  produced  fall 
into  the  “inspirational”  class,  since  it  was 
their  intention  to  convey  information  in 
such  a  way  as  would  result  in  decision  and 
action. 

3.  Motion-pictures  standardize  as  to 
detail  the  images  in  the  minds  of  an 
audience.  The  journalist  is  very  familiar 
with  the  fact  that  words  will  call  up  differ¬ 
ent  mental  images  in  different  minds,  which 
images  depend  upon  the  prior  associations 
which  those  words  have  had  in  our  lives. 
Those  familiar  with  story  construction 
realize  those  careful  shades  of  emphasis 
in  description  by  which  the  author  must 
destroy  our  preconceived  images  of  certain 
words  which  might  otherwise  interfere  with 
plot  development  or  coherent  character¬ 
istics  in  his  hero.  Take  for  instance  so 
simple  a  word  as  “home.”  For  every 
reader  there  is  probably  a  mental  image 
evoked  which  differs  considerably  in  detail 
from  that  of  any  other.  These  images 
may  range  from  the  old  farm  “homestead’ 
to  the  Fifth  Avenue  apartment  hotel. 
Were  you  shown,  on  the  screen,  a  Cali¬ 
fornia  bungalow  for  the  same  length  of 
time  which  was  used  in  recalling  this  image 
you  would  all  have  a  definite,  concrete 
image  which  is  exactly  similar  to  that  of 
everyone  else,  even  as  to  lawns  and 
shrubbery.  Think  what  an  advantage  this 
is  in  the  influencing  of  public  opinion.1 

4.  The  motion-picture  is  so  constructed 
as  to  portray  most  vividly  those  things 
which  are  most  readily  impressed  on  our 
memory  and  therefore  most  easily  learned. 
Colvin  in  his  book  “The  Learning  Process” 

1  This  statement  with  regard  to  extreme  image 
standardization  has  been  criticized  by  psychologists 
on  the  basis  of  experiments  which  have  Seen  made 
with  both  still  and  motion-pictures.  The  paragraph 
following  on  “memory  of  visual  images”  shows  why 
a  ; properly  made  picture  does  not  lend  itself  readily  to 
interpretation  depending  on  past  experience,  while  an 
improperly  made  picture  does  so.  The  whole  cine¬ 
matographic  art  is  highly  dependent  on  this  phenomena 
of  relative  strength  of  impression. 

There  probably  can  arise  a  highly  standardized  series 
of  methods  of  portraying  different  emotions  and  ideas 
on  the  screen.  Whether  this  is  a  desirable  condition  or 
not  is  something  for  the  philosophers  and  psychologists 
to  fight  over.  The  answer  of  the  authors  will  probably 
be  an  emphatic  "No.”  The  answer  of  the  public,  the 
final  arbiters,  may  be  otherwise .  It  is  possible  to  con¬ 
ceive  of  some  “prehistoric”  radical  who  did  not  believe 
in  the  standardization  of  sounds  as  a  merfans  of  repre¬ 
senting  objects,  considering  it  an  unwarranted  in¬ 
vasion  of  his  individual  rights. 


makes  the  following  statement  with  regard 
to  the  memory  of  things  witnessed: 

“In  general,  persons  and  their  acts, 
things  and  spatial  relations,  are  reported 
with  a  great  deal  of  accuracy,  but  inciden¬ 
tal  features,  especially  the  quality  of  ob¬ 
jects  and  their  colors,  are  not  accurately 
reported.” 

V 

Memory  of  Visual  Images.  The 
motion-picture  portrays  most  vividly 
those  things  we  remember  accurately, 
viz.,  persons  and  their  acts,  things  and 
spatial  relations.  Furthermore  and 
most  important,  if  shades  of  meaning 
as  to  quality  and  motives  are  to  be 
expressed  on  the  screen  they  must  be 
translated  into  terms  of  these  very 
things  which  the  motion-picture  can 
show — persons  and  their  acts,  things 
and  spatial  relations.  In  such  trans¬ 
lation  this  group — persons  and  their 
acts,  things  and  spatial  relations — 
must  be  of  such  a  nature  and  shown 
in  such  positions  or  acts  as  will  cor¬ 
respond  to  the  most  popular  images 
associated  with  the  shade  of  meaning 
intended  to  convey.  This  corre¬ 
spondence  must  be  the  association 
which  exists  in  the  minds  of  the  largest 
number  of  people  to  be  reached. 

It  is  in  this  fact  that  there  lies  an 
explanation  of  the  phenomenon  that 
authors  are  not  always  successful 
movie  continuity  writers  or  directors. 
Does  the  word  “pity”  call  a  vivid 
picture  to  mind?  Is  this  picture  one 
which  would  recall  moments  of  such 
feeling  or  cause  it  to  exist  in  the  minds 
of  a  large  section  of  the  population? 
If  it  does  not  you  are  not,  as  it  has 
been  termed,  “picture-minded”  and 
probably  would  not  be  a  success  at 
motion-picture  interpretation.  These 
elements  are  essential  although  they 
are  not  connected  with  either  literacy 
or  knowledge  of  plot  construction. 
Most  authors  have  this  quality  of 
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picture-mindedness  to  a  high  degree. 
Some  who  have  it  do  not  think  in 
terms  of  those  pictures  in  which  the 
public  thinks.  They  cannot,  there¬ 
fore,  replace  those  people  in  the  motion- 
picture  industry  who  have  been  trained 
to  translate  their  thoughts  into  pictures 
which  the  populace  in  general  can 
easily  and  correctly  interpret. 

These  are  not  the  only  psychological 
features  which  the  motion-picture 
possesses,  but  they  are  the  more 
fundamental  ones.  There  are  any 
number  of  others  which  are  largely 
a  part  of  the  mechanics  by  which  the 
producer  secures  his  effects,  such  as 
“close  ups,”  “cut  backs,”  “long 
shots,”  “short  shots,”  “fade  outs,” 
emphasis  by  lighting,  etc.,  which  have 
very  definite  relations  to  impressions 
produced  but  of  which  the  technician 
must  know  rather  than  those  who  are 
mainly  interested  in  the  results  which 
can  be  produced  by  use  of  the  motion- 
picture  in  place  of  some  other  method 
of  teaching  ideas. 

The  comparative  permanence  of  the 
impression  produced  by  moving- 
picture  presentation  and  that  of  the 
printed  word  is  forcefully  shown  by 
the  chart  of  Figure  1.  These  curves 


words  retained;  horizontal  distances, 
the  interval  of  time  elapsed  since  the 
learning  period.  This  indicates  the 
value  of  the  visual  associations  which 
were  made  possible  with  motion- 
pictures  in  aiding  memory. 

The  expression  “taught”  is  pur¬ 
posely  used  in  connection  with  the 
“motion-picture  methods”  to  call  at¬ 
tention  to  the  fact  that  the  experi¬ 
menter  had  complete  control  over  the 
associations  which  the  words  called 
up  in  the  pupil’s  minds  and  also  of  the 
length  of  time  the  pupils  spent  in 
learning  each  word. 

VI 

Comparison  of  the  Motion-Picture  and 
the  Written  Word.  There  are  three 
great  divisions  of  the  motion-picture 
and  the  written  word  which  roughly 
correspond  as  follows: 

Motion-Picture 

1.  Entertainment 

2.  Instructional 

3.  Inspirational 
Written  Word 

1.  Narrative 

2.  Description 

3.  Exposition  or  argument 


Days  elapsed  since  learning  period 

Figure  1.  Rate  of  Forgetting  Common 
Nouns  on  Which  Same  Length  of  Time 
Was  Spent  in  Teaching  or  Learning  by 
Various  Methods 

are  the  result  of  two  sets  of  experi¬ 
ments  on  the  rate  of  forgetting.  Verti¬ 
cal  distances  show  per  cent  of  total 


Considered  from  the  point  of  view  of 
use  the  motion-picture  classification 
discloses  the  three  fundamental  rea¬ 
sons  for  the  transfer  of  ideas  from  one 
person  to  another.  It  will  be  noted 
that  in  the  case  of  the  motion-picture 
the  classification  is  by  effect  produced, 
while  in  the  written  word  the  classi¬ 
fication  is  by  kind  of  material  incor¬ 
porated.  The  motion-picture  classi¬ 
fication  is  practically  the  result  of  the 
application  of  the  motion-picture  to 
the  type  of  material  given  under  the 
“Written  Word.” 

It  will  be  easily  seen  that  Class  1 — 
designed  for  entertainment  and  amuse¬ 
ment — must  almost  of  necessity  em- 
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body  narrative.  Usually  such  films 
are  the  “photoplays”  we  see  in  the 
theater.  At  times  these  photoplays 
are  used  by  schools,  colleges,  clubs, 
and  industrial  plants  for  purely  enter¬ 
tainment  purposes.  Sometimes  this 
makes  such  users  competitors  of  show 
houses.  Under  existing  conditions  of 
competition  the  theatrical  producer  can 
be  expected  to  furnish  such  films  when 
he  knows  that  his  market  will  not  be 
ruined. 

Class  2  is  the  instructional  film. 
This  film  must  have  pedagogical 
characteristics.  Manifestly  it  gains 
in  value  as  it  embodies  the  principles 
of  graded  and  correlated  information 
on  which  our  educational  systems  are 
based.  Such  films  would  be  used  to 
correlate  with  courses  of  instruction  in 
schools  or  colleges  or  as  part  of  an 
industrial  training  program. 

Class  3 — “  Inspirational” — embodies 
the  elements  of  information  and  a 
resultant  decision  therefrom.  By  the 
use  of  dramatic  values  their  effect  can 
be  considerably  enhanced.  The  orator 
appreciates  in  the  same  way  the  effect 
of  the  dramatic  elements. 

The  primary  object  of  use  for  such 
films  as  Class  3  has  usually  been  to 
“sell”  something,  either  an  idea,  a 
principle,  a  product,  an  organization, 
or  a  personality.  They  are  used  for 
sales  promotion,  publicity,  advertis¬ 
ing,  or  propaganda. 

The  problems  which  must  be  con¬ 
sidered  by  the  business  executive 
when  he  desires  to  use  any  one  of  these 
three  types  of  film  are  so  varied  that 
each  type  will  be  discussed  separately. 

VII 

The  Entertainment  Film .  In  the 
matter  of  using  entertainment  film  the 
business  executive  finds  his  problem 
relatively  simple.  There  are  about 


800  firms,  especially  those  whose 
plants  are  situated  in  mill  towns  and 
centers  of  foreign  population  who  use 
film  to  entertain  their  employees. 
They  realize  that  the  real  object 
of  these  presentations  is  entertain¬ 
ment  and  relaxation  for  the  employee. 
In  addition  to  this  they  can  be  made 
to  increase  his  knowledge  of  the  out¬ 
side  world.  They  choose  their  pictures 
accordingly,  rather  than  along  the 
lines  of  a  church  entertainment.  Usu¬ 
ally  there  are  possibilities  of  in¬ 
serting  highly  educational  or  inspi¬ 
rational  material  under  the  ideal  con¬ 
ditions  of  having  husband  and  wife 
viewing  them  together.  In  this  way 
valuable  reactions  are  obtained  in  a 
group  which  quite  often  could  be 
reached  in  no  other  manner.  To 
carry  out  plans  of  this  sort  it  is  only 
necessary  to  find  a  suitable  hall  with 
projection  equipment  and  suitable 
pictures  at  a  price  which  bears  some 
relation  to  the  benefits  which  will  be 
obtained.  This  can  usually  be  done. 

The  business  man  who  desires  to 
give  regular  shows  for  his  employees 
and  their  families  will  find  a  ready 
listener  in  the  motion-picture  distrib¬ 
utor.  He  will  find  an  extensive  and 
varied  list  of  subjects  available  for  his 
use.  To  supply  the  theatrical  demand, 
the  film  companies  have  established 
branches  at  so-called  exchange  centers. 
These  are:  Portland,  Me.;  Boston, 
New  Haven,  New  York,  Albany, 
Buffalo,  Newark,  Philadelphia,  Wash¬ 
ington,  Pittsburgh,  Columbus,  Cin¬ 
cinnati,  Cleveland,  Detroit,  Indian¬ 
apolis,  Chicago,  Milwaukee,  Peoria, 
St.  Louis,  Memphis,  Minneapolis,  Des 
Moines,  Omaha,  Kansas  City,  Okla¬ 
homa  City,  Dallas,  Fort  Worth,  New 
Orleans,  Atlanta,  Charlotte,  N.  C.; 
Denver,  Salt  Lake  City,  Los  Angeles, 
San  Francisco,  Seattle,  Butte;  and 
Montreal,  Toronto,  Winnipeg,  Cal¬ 
gary  and  Vancouver  in  Canada. 
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In  these  centers  will  be  found  com¬ 
panies  able  to  satisfy  the  demands  of 
the  industrial  user. 

Complete  and  competent  reviews  of 
the  theatrical  releases  from  the  point 
of  view  of  their  appeal  will  be  found  in 
the  trade  journals,  such  as  The  Motion 
Picture  News,  The  Moving  Picture 
World,  and  Exhibitor’s  Trade  Review, 
published  in  New  York  City,  and  the 
Exhibitor’s  Herald,  published  in  Chi¬ 
cago.  Any  of  these  journals  which  are 
issued  weekly  would  be  glad  to  give 
unbiased  information  along  these  lines. 

As  to  the  price  which  will  be  charged, 
there  is  much  to  be  said  on  both  sides. 
Economically,  the  distributor  must 
receive  as  much  for  such  a  showing  as 
he  would  from  a  theatrical  exhibitor 
who  showed  the  picture  to  the  same 
people.  If  exceptional  and  new  pic¬ 
tures  are  not  demanded,  you  can 
easily  meet  these  prices.  In  the  cases 
where  such  films  are  used  at  present 
there  is  almost  no  interference  with 
an  exhibitor’s  market.  In  fact,  the 
usual  effect  has  been  to  increase  his 
market  by  making  motion-picture 
devotees  of  some  who  were  not  before. 

The  types  of  subjects  covered  usually 
by  the  theatrical  distributors  could  be 
classified  about  as  follows: 

Features — 4  to  8  reels 
Big  city  life  dramas 
Automobile  comedy  dramas 
Star  feature  comedies 
Small-town  comedy  dramas 
Crook  dramas 
Domestic  dramas 
Divorce  problems 
Father  love  dramas 
Gown  (fashion)  pictures 
Great  White  Way  dramas 
Historical  dramas 
Mother  love  dramas 
Outdoor  dramas 
North  woods  dramas 
Sea  dramas 
Secret  service 
Serials 


Small-town  dramas 
South  sea  dramas 
Stage  life  dramas 
Western 

Short  Subjects — 3  reels  or  less 
Western  dramas 
Farce  comedies 
Travelogues 
Scenics 

Educationals  (usually  based  on  in¬ 
dustrial  or  scientific  facts) 

News  weeklies 

VIII 

Instructional  Film.  It  would  be 
useless  to  go  into  a  deep  discussion  of 
our  second  type  of  film.  There  are  too 
many  psychological  points  involved. 
The  educators  of  the  country  are 
spending  a  great  deal  of  time  over 
these  at  present,  but,  even  so,  results 
are  comparatively  meager.  The  prob¬ 
lem  of  correlated  courses  of  study  and 
the  division  of  material  between  the 
motion-picture  and  the  other  method 
of  presenting  it  brings  out  questions 
which  are  very  hard  to  answer. 

Different  city  school  systems  and 
colleges  have  developed  departments  of 
“Visual  Education.”  They  have  usu¬ 
ally  used  existing  material  to  a  large 
extent,  developing  a  few  correlated 
films.  A  great  many  of  even  these 
correlated  films  have  suffered  from 
having  too  much  material  included  in 
too  short  a  length,  or  too  much  ex¬ 
traneous  material. 

Those  who  are  interested  in  what  can 
be  done  along  these  lines  may  get  the 
film  “Elements  of  an  Automobile.” 
This  will  indicate  how  by  control  of 
emphasis  the  motion-picture  may  be 
made  a  real  teaching  medium.  With 
such  films  as  this,  an  eight-year  old 
child  can  be  given  a  very  definite  idea 
of  how  the  automobile  works.  This 
picture  is  of  sufficient  interest  to  hold 
the  attention  of  almost  any  group. 
After  seeing  it  you  will  have  a  new 
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respect  for  the  motion-picture  as  an 
instructional  medium  and  some  ac¬ 
quaintance  with  the  problem  of  cor¬ 
relating  instruction  with  films. 

It  is  well  to  remember  that  although 
motion-pictures  can  be  used  to  help 
standardize  operations,  they  cannot  be 
the  whole  story.  Training  consists  of 
much  more  than  merely  providing 
material  to  be  learned.  In  fact,  we 
do  not  know  that  those  things  taught 
have  been  learned  until  we  obtain  a 
reaction  on  the  part  of  the  learner  and 
draw  something  forth.  Motion-pictures 
cannot  make  a  mechanic.  They  can, 
however,  provide  the  material  in  a 
very  much  more  concise  and  clearer 
manner,  especially  where  large  groups 
are  concerned,  and  where  the  in¬ 
structor  is  comparatively  new  to  his 
work. 

It  was  for  these  reasons  that  motion- 
pictures  were  so  successful  in  training 
during  the  war.  Operations  which 
could  not  be  successfully  reproduced 
to  large  groups  by  the  old  methods, 


were  very  readily  portrayed  through 
the  medium  of  motion-pictures,  not 
only  more  clearly  but  with  exceptional 
“standardization  of  movement.”  Per¬ 
sons  who  have  gone  through  the 
“Manual  of  Arms”  will  recognize  the 
meaning  of  “standardization”  to  the 
military  mind. 

Furthermore,  in  the  portrayal  of 
scientific  processes  of  such  a  nature 
as  to  require  elaborate  equipment  or 
exceptional  technique  and  which  are 
to  be  brought  clearly  before  a  large 
group,  there  is  now  a  very  definite 
place  for  the  motion-picture  film. 

Almost  everyone  has  studied  biol¬ 
ogy  and  remembers  how  he  used  to 
hunt  for  certain  phenomena  which 
were  supposed  to  be  visible  under  the 
microscope.  Usually  good  results  were 
only  obtained  by  the  help  of  the 
teacher.  With  the  motion-picture  it 
is  possible  to  show  the  class  carefully 
controlled  results  usually  far  exceeding 
in  perfection  those  which  even  the  in¬ 
structor  was  able  to  obtain. 


( The  next  instalment  of  “ Mot ion- Pictures  as  an  Aid  to  Business"  will  appear  in 
the* April  number  of  “  Administration .”) 


AMORTIZATION  UNDER  THE  INCOME  TAX  LAWS 


BY  WALTER  A.  STAUB* 


THE  recent  World  War,  in  the 
aftermath  of  which  we  are  still 
living,  is  to  be  distinguished  from  all 
previous  great  wars  by  the  complete¬ 
ness  of  mobilization  of  man  power, 
financial  resources,  and  agricultural 
and  industrial  activities  by  the  partici¬ 
pating  nations.  No  parallel  is  found 
in  all  history  to  the  stupendous  feat  of 
the  United  States  of  America  in  raising 
and  training  an  armed  force  of  five 
million  men,  transporting  two  million 
of  them  across  three  thousand  miles  of 
ocean,  raising  in  loans  and  taxes,  for 
the  prosecution  of  the  war  and  the 
assistance  of  our  allies,  thirty-five 
billions  of  dollars,  producing  great 
crops  of  foodstuffs  for  ourselves  and  our 
allies,  and  converting  the  industries  of 
our  country  to  the  production  of 
munitions  and  war-time  supplies — all 
in  less  than  two  years’  time. 

Man  power,  public  finance  (includ¬ 
ing  both  loans  and  taxation),  agri¬ 
culture  and  industry,  were  all  interre¬ 
lated  in  the  task  of  winning  the  war. 
Their  interdependence  had  constantly 
to  be  borne  in  mind  in  the  plans  and 
actions  of  the  government.  To  en¬ 
courage  the  greatest  possible  agri¬ 
cultural  production  minimum  prices 
for  grain  were  guaranteed  the  farmers. 
Partly  because  of  the  tremendous  sums 
needed  to  finance  the  waging  of  war, 
and  partly  to  meet  the  cry  that  the 
young  men  of  the  country  should  not 
be  asked  to  put  their  very  lives  at  the 
nation’s  disposal  unless  the  wealth  of 
the  country  also  be  called  on  for  great 
sacrifices,  the  1918  Revenue  Act  im¬ 
posed  the  highest  rates  of  income  and 
profits  taxation  ever  known  in  this 

*  Of  the  firm  of  Lybrand,  Ross  Brothers  and  Mont¬ 
gomery,  New  York. 


country.  In  order,  however,  not  to 
cripple  the  nation’s  industry  nor  to 
destroy  its  initiative,  special  pro¬ 
visions  for  the  amelioration  of  the  tax 
burdens  on  industry,  which  would 
otherwise  have  resulted  from  the  high 
tax  rates,  were  included  in  the  1918 
Revenue  Act. 

Among  these  provisions  in  the  special 
interest  of  the  nation’s  industry — using 
that  term  in  a  broad  sense  to  include 
not  only  manufacturing  but  also 
mining  and  mercantile  enterprises — 
were: 

1.  The  special  depletion  allowances 
granted  to  discoverers  of  minerals,  gas 
and  oil,  the  last  mentioned  of  which  was  so 
essential  for  the  carrying  on  of  the  war. 

2.  The  relief  provisions  to  be  applied  in 
assessing  war  and  excess  profits  taxes  in 
those  cases  where  for  one  reason  or  another 
an  abnormal  relation  existed  between  the 
taxpayer’s  invested  capital  and  taxable 
income. 

3.  The  allowance  for  a  deduction  from 
gross  income  of  the  excess  cost  of  plant 
facilities  and  ships  constructed  or  ac¬ 
quired  after  our  entry  into  the  war  and 
aiding  in  its  prosecution. 

II 

Provision  for  Amortization.  The 
last-mentioned  provision — usually  des¬ 
ignated  as  “amortization”  or  “amor¬ 
tization  allowance” — has  been  and 
still  is  of  special  interest  to  the  manu¬ 
facturers  of  the  country. 

The  entire  reference  to  the  important 
subject  of  amortization  is  included  in 
one  paragraph1  in  both  1918  and  1921 

1  Section  214-a-9,  applying  to  individuals  and  part¬ 
nerships,  and  section  234-a-8,  applying  to  corporations, 
are  identical.  The  two  corresponding  sections  of  the 
1921  Revenue  Act  also  duplicate  each  other  word  for 
word. 
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Revenue  Acts.  The  1918  Act  provided 
that  in  computing  the  taxpayer’s  net 
income,  there  should  be  allowed  the 
following  deduction  from  gross  income : 

In  the  case  of  buildings,  machinery, 
equipment,  or  other  facilities,  constructed, 
erected,  installed,  or  acquired,  on  or  after 
April  6,  1917,  for  the  production  of  articles 
contributing  to  the  prosecution  of  the 
present  war,  and  in  the  case  of  vessels 
constructed  or  acquired  on  or  after  such 
date  for  the  transportation  of  articles  or 
men  contributing  to  the  prosecution  of  the 
present  war,  there  shall  be  allowed  a 
reasonable  deduction  for  the  amortization 
of  such  part  of  the  cost  of  such  facilities 
or  vessels  as  has  been  borne  by  the  tax¬ 
payer,  but  not  again  including  any  amount 
otherwise  allowed  under  this  title  or  pre¬ 
vious  Acts  of  Congress  as  a  deduction  in 
computing  net  income.  At  any  time  within 
three  years  after  the  termination  of  the 
present  war,  the  Commissioner  may,  and 
at  the  request  of  the  taxpayer  shall,  re¬ 
examine  the  return,  and  if  he  then  finds  as 
a  result  of  an  appraisal  or  from  other 
evidence  that  the  deduction  originally 
allowed  was  incorrect,  the  taxes  imposed 
by  this  title  and  by  Title  III  for  the  year 
or  years  affected  shall  be  redetermined; 
and  the  amount  of  tax  due  upon  such  re¬ 
determination,  if  any,  shall  be  paid  upon 
notice  and  demand  by  the  collector,  or  the 
amount  of  tax  overpaid,  if  any,  shall  be 
credited  or  refunded  to  the  taxpayer  in 
accordance  with  the  provisions  of  section 
252.  .  .  . 

Many  manufacturers  have  been,  and 
still  are,  under  the  impression  that 
they  cannot  obtain  any  benefit  from 
the  amortization  provisions  of  either 
the  1918  or  1921  Revenue  Acts,  first, 
because  they  had  no  government  con¬ 
tracts  during  the  war  period  and, 
second,  because  they  did  not  comply 
with  the  requirement  of  the  1921  Act 
that  claims  for  amortization  allowances 
be  filed  not  later  than  with  the  tax¬ 
payer’s  1921  tax  return.  As  will  be 
hereinafter  shown,  these  are  both 
misapprehensions.  There  are  doubt¬ 


less  many  manufacturers  who,  if  they 
fully  understood  their  rights  in  the 
matter,  would  find  that  they  have  a 
good  claim  for  amortization  of  plant 
facilities  constructed,  or  contracted 
for,  during  the  war  period  and  that 
under  the  Treasury’s  rulings2  it  is  not 
yet  too  late  to  secure  an  allowance  for 
that  part  of  the  amortization  which  is 
applicable  to  the  years  1918,  1919,  and 
1920.  Usually  the  amortization  ap¬ 
plicable  to  those  years  is  all,  or  the 
largest  portion,  of  the  amount  allow¬ 
able. 

Ill 

Nature  and  Intent  of  Amortization 
Allowance.  Both  as  a  matter  of  justice 
and  from  motives  of  expediency,  Con¬ 
gress  recognized,  when  framing  the 
Revenue  Act  of  1918,  which  imposed 
taxes  of  over  80  per  cent  on  the  so- 
called  war  profits  of  corporations — not 
to  mention  the  heavy  surtaxes  further 
payable  by  the  stockholders  individ¬ 
ually  when  the  corporate  profits  were 
distributed — that  in  computing  net 
income  recognition  must  be  given  to 
the  contingencies  incident  to  the 
earning  of  the  profits  of  manufacturers. 
Aside  from  the  question  of  justice,  it 
was  recognized  that  to  tax  the  profits 
resulting  from  operations  for  the 
carrying  out  of  which  plants  must  be 
constructed  at  war-time  costs,  with¬ 
out  permitting  the  exemption  from  tax 
of  that  portion  of  the  apparent  profits 
which  would  be  lost  by  the  fall  in  value 
of  such  plant  facilities  after  the  war, 
would  tend  seriously  to  discourage  the 
putting  forth  of  the  greatest  industrial 
effort  of  the  country.  No  manu¬ 
facturer  who  valued  his  solvency  could 
afford  to  make  an  expenditure  of,  say, 
$500,000  to  construct  a  plant — the 
value  of  which  would  greatly  shrink,  if 
not  largely  disappear,  upon  conclusion 
of  the  war — to  earn  profits  of  even 

s  C.  B.  I.— 1,  p.  174;  S.  O.  138. 
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$700,000  in  one  year,  if  he  were  to  be 
taxed  at  the  rate  of  over  80  per  cent 
on  most  of  the  profit  and  not  be  al¬ 
lowed  any  deduction  for  the  expendi¬ 
ture  on  war  plant  the  value  of  which 
had  vanished. 

The  result  of  such  a  procedure — if  no 
allowance  were  to  be  made  for  amor¬ 
tization — may  be  figured  roughly  as 
follows.  Out  of  his  profits  of  $700,000 
the  manufacturer  has  remaining,  after 
paying  taxes  of  over  $500,000,  less  than 
$200,000.  Let  us  assume  that  the 
plant  constructed  during  the  war  at  a 
cost  of  $500,000  had  a  value  after  the 
armistice  of  only  $100,000,  or  at  the 
most  $150,000.  Assuming  that  the 
higher  figure  is  realized  upon  scrapping 
the  plant,  or  converting  it  for  peace¬ 
time  use  where  that  is  possible,  the 
manufacturer  has  sustained  a  cash  loss 
of  $350,000  on  plant  as  against  only 
about  $180,000  of  profits  remaining 
from  its  operation  after  the  payment  of 
taxes.  The  net  result  is  that  the  manu¬ 
facturer  is  poorer  by  some  $170,000 
than  if  he  had  not  undertaken  the 
contract  nor  constructed  the  plant 
needed  for  its  execution. 

Such  an  obvious  deterrent  to  the 
industrial  initiative  of  the  country  was 
not  to  be  thought  of.  Even  the  draft 
of  a  revenue  bill  submitted  by  Senator 
La  Follette — who  is  not  known  as  a 
friend  of  capital — provided  for  amor¬ 
tizing  the  cost  of  plants  constructed 
as  an  incident  of  the  war  in  computing 
taxable  income.  In  fact  the  provision 
in  Senator  La  Follette’s  bill  followed 
closely  the  paragraph  in  the  bill  which 
was  enacted  into  law. 

Briefly,  it  may  be  said  that  the  pur¬ 
pose  of  the  amortization  provision  was 
to  permit  the  deduction  from  gross  in¬ 
come,  not  merely  of  normally  accruing 
depreciation  and  obsolescence  due  to 
the  lapse  of  time,  but  also  of  the  fall  in 
value  of  plant  facilities  because  of 
their  no  longer  being  needed  after  the 


war  or  because  of  there  being  an  excess 
capacity  for  the  production  of  such 
articles  as  steel  or  other  war-time 
essentials.  From  what  has  already 
been  said  it  is  evident  that  the  fall  in 
value  of  war-time  plant  construction 
was  directly  related  to  the  earning  of 
profits  from  war-time  production.  Ab¬ 
normal  profits  were  expected;  ab¬ 
normally  heavy  taxes  were  imposed; 
and  in  their  imposition  every  abnormal 
element,  such  as  fall  in  values  of  war¬ 
time  construction,  had  to  be  reckoned 
with. 

IV 

Essentials  of  a  Claim  for  Amorti¬ 
zation.  The  present  regulations  of  the 
Treasury  Department  require  the  tax¬ 
payer  making  claim  for  amortization 
to  set  forth  the  following: 

1.  That  the  facilities  were  “for  the  pro¬ 
duction  of  articles  contributing  to  the 
prosecution  of  the  war  .  .  .  (or)  of  vessels 
constructed  or  acquired  .  .  .  for  the  trans¬ 
portation  of  articles  or  men  contributing 
to  the  prosecution  of  such  war.” 

2.  That  the  facilities  were  constructed, 
erected,  installed,  or  acquired  on  or  after 
April  6, 1917. 

3.  Cost  of  the  facilities  for  the  amorti¬ 
zation  of  which  claim  is  being  made. 

4.  Valuation  of  facilities  after  the  dis¬ 
continuance  of  their  use  for  war  purposes: 

(a)  Sale  price  of  these  facilities  which 
have  been  disposed  of. 

(b)  Estimated  fair  market  value  at 
date  facilities  are  expected  to  be 
sold  or  discarded  before  March  3, 
1924. 

(c)  Estimated  “value  in  use”  of  those 
facilities  which  will  be  utilized  in  the 
taxpayer’s  regular  business. 

5.  Total  amortization  allowance  claimed 
(difference  between  3  and  4). 

6.  Period  over  which  amortization  allow¬ 
ance  is  to  be  spread.  The  present  Treasury 
regulations3  require  that  the  amortization 
allowance  as  finally  determined  shall  be 
apportioned  as  follows: 

3  Regulations  62,  Article  185. 
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“(a)  In  cases  where  the  property  was 
employed  in  the  production  of 
articles  contributing  to  the  prose¬ 
cution  of  the  war,  over  the  respective 
accounting  periods  of  the  taxpayer 
.  .  .  between  January  1,  1918, 4  and 
the  actual  or  estimated  date  of 
cessation  of  operations  as  a  war 
facility,  and 

“  (b)  In  cases  where  the  property  was 
not  completed  in  time  for  use  in  the 
production  of  articles  contributing 
to  the  prosecution  of  the  war  on  the 
basis  of  the  expenditures  made  on 
account  of  which  amortization  is 
allowed.” 

The  information  or  data  supporting 
a  claim  for  amortization  must  be  in 
very  considerable  detail.  The  expendi¬ 
tures  must  be  stated  in  detail  so  that 
the  Treasury’s  representatives  may 
readily  verify  them  by  reference  to  the 
taxpayer’s  books  and  documents.  They 
must  be  sufficiently  described  so  that 
the  construction  work  done  or  equip¬ 
ment  installed  may  be  identified  by 
engineers  from  the  Treasury  (Amorti¬ 
zation  Section  of  the  Income  Tax 
Unit).  The  basis  taken  by  the  tax¬ 
payer  for  estimating  value  of  property 
originally  acquired  for  war  purposes 
but  now  used  in  the  taxpayer’s  regular 
business  must  be  fully  described. 

When  the  amount  of  the  amorti¬ 
zation  claim  is  small,  it  may  be  settled 
in  Washington  by  examination  of  the 
papers  submitted  by  the  taxpayer. 
When  the  amount  of  the  claim  is  con¬ 
siderable,  however,  and  the  property 
on  which  the  claim  is  based  has  not 
been  sold  (if  sold,  the  determination 
of  the  proper  amount  of  the  claim  is 
relatively  simple)  but  is  still  on  hand 
awaiting  disposition  or  has  been  con¬ 
verted  to  peace-time  use,  engineers  are 
usually  sent  by  the  Treasury  to  make 
an  inspection  of  the  property  for  which 
amortization  is  claimed  and  to  report 

*  “Or  if  the  property  was  acquired  subsequent  to 
that  date,  January  1  of  the  year  in  which  acquired.” 


upon  the  reasonableness  or  otherwise 
of  the  claim. 

V 

What  Costs  May  Be  Amortized. 
Reference  has  already  been  made  to 
the  misapprehension  existing  among 
many  manufacturers  that  an  allow¬ 
ance  for  the  amortization  of  plant 
facilities  constructed  during  the  war 
period  can  be  secured  only  by  those 
manufacturers  who  had  government 
contracts.  The  law  provisions  for 
amortization  allowance  makes  no  men¬ 
tion  whatever  of  government  con¬ 
tracts  but  refers  to  plant  facilities5 
constructed  or  acquired  after  our  entry 
into  the  war  .  .  for  the  production 
of  articles  contributing  to  the  prose¬ 
cution  of  the  war.  ...” 

This  point  is  the  subject  of  the  fol¬ 
lowing  informing  comment  by  R.  H. 
Montgomery  in  his  work  on  “Income 
Tax  Procedure  ”  :6 

The  words  “contributing  to”  are  almost 
the  broadest  and  most  elastic  which  could 
be  used.  If  a  mining  company,  after 
April  6,  1917,  erected  a  new  smelter  which 
was  used  to  smelt  copper  ore,  which  in  turn 
went  to  a  refinery,  then  to  brass  works, 
then  to  an  automobile  company  for  use  on 
a  truck,  which  was  used  to  transport  goods 
on  the  highways  to  relieve  the  freight 
congestion,  the  smelter  undoubtedly  con¬ 
tributed  to  the  prosecution  of  the  war. 
The  evidence  here  is  that  through  the  War 
Industries  Board  copper  was  supposed  to 
be  allotted  only  to  those  who  were  en¬ 
gaged  in  essential  industries. 

Any  industry  which  was  regulated  by  the 
War  Industries  Board  can  secure  evidence 
as  to  the  degree  of  its  contribution.  J. 
Leonard  Replogle,  chief  of  the  steel  section 
of  the  Board,  said  that  steel  for  corset 
stays  and  poker  chips  was  unessential. 
That  would  be  evidence  competent  to 
eliminate  the  manufacturers  of  corsets  and 

6  The  amortization  allowance  also  applies  to  “vessels 
constructed  or  acquired  .  .  .  for  the  transportation 
of  articles  or  men  contributing  to  the  prosecution  of 
the  war.” 

8  1923  Edition,  pages  1096-1097. 
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poker  chips  from  the  benefits  of  the 
amortization  privilege.  Between  manu¬ 
facturers  of  these  luxuries  or  so-called  non- 
essentials  and  the  manufacturers  of  rifles 
there  is  too  broad  a  range  to  permit  one  to 
lay  down  a  definite  rule. 

The  War  Industries  Board  issued  priority 
certificates  and  clearance  privileges  to  those 
who  were  deemed  to  be  contributing  to  the 
prosecution  of  the  war.  In  some  cases  if  a 
small  surplus  of  raw  materials  existed  it  was 
allotted  to  uses  which  were  not  deemed  to 
be  essential.  Fuel  and  transportation  were 
denied  to  those  whose  products  were 
deemed  to  be  of  less  importance  than 
others.  At  no  time  during  the  war,  how¬ 
ever,  was  any  authoritative  list  prepared 
which  furnished  complete  information. 
About  the  time  of  the  signing  of  the  Armi¬ 
stice  certain  lists  had  been  prepared,  and 
others  were  in  process  of  preparation,  de¬ 
fining  less  essential  products. 

Building  permits  were  difficult  to  obtain 
and  the  purchase  of  equipment  was  even 
more  difficult.  The  mere  fact  that  a  permit 
was  secured  or  machinery  was  purchased 
and  installed  after,  say,  January  1918,  is, 
in  the  opinion  of  the  author,  prima  facie 
evidence  that  the  new  plant  or  additions 
to  existing  plant  or  the  new  equipment  or 
additions  to  existing  equipment  were  for 
the  purpose  of  contributing  to  the  prose¬ 
cution  of  the  war.  Prior  to  that  time 
restrictions  were  not  in  force,  except  to  a 
limited  extent,  but  the  demand  for  war 
materials  was  so  great  and  the  sentiment 
against  non-essential  work  so  strong  that  at 
almost  any  time  after  April  6,  1917,  the 
mere  fact  that  buildings  were  erected  and 
machinery  was  purchased  is  strong  evidence 
that  they  were  intended  to  contribute  to 
the  prosecution  of  the  war.  The  cost  of 
buildings  and  equipment  was  so  much 
above  pre-war  prices  that  those  who  were 
not  engaged  in  war  work  were  deterred 
from  making  commitments. 

VI 

Treasury  Rulings.  The  Treasury 
Department  has  published  very  few 
rulings  with  respect  to  the  kind  of  plant 
facilities  of  which  the  cost  may  be 


amortized  for  tax  purposes.  The  few 
rulings  published,  however,  are  of 
considerable  interest  and  it  is  par¬ 
ticularly  to  be  noted  that  in  none  of 
them  is  any  mention  made  of  govern¬ 
ment  contracts. 

A  Treasury  ruling  in  1919  held  that: 

Machinery,  equipment,  or  other  facilities 
erected  or  acquired  on  or  after  April  6, 
1917,  for  the  production  or  manufacture 
of  sugar  is  considered  as  contributing  to 
the  prosecution  of  the  war,  and  the  cost 
may  be  amortized  in  accordance  with  the 
provisions  of  section  234  (a)  (8)  of  the 
Revenue  Act  of  1918. 7 

A  1922  ruling  was  as  follows: 

A  vein  of  coal  acquired  by  a  taxpayer 
for  the  purpose  of  meeting  the  needs  of 
some  of  its  customers  who  were  working 
on  contracts  for  the  production  of  articles 
contributing  to  the  prosecution  of  the  war 
is  held  not  to  be  property  of  the  character 
contemplated  by  the  Revenue  Acts  of  1918 
and  1921,  as  being  subject  to  a  deduction 
for  amortization.8 

A  1921  ruling9  held  that  additional 
facilities  constructed  or  acquired  by 
a  railroad  did  not  come  within  the 
scope  of  the  amortization  provision. 
The  Solicitor  of  Internal  Revenue  held 
in  this  case  that  railroad  facilities 
cannot  be  said  to  have  been  acquired 
“for  the  production  of  articles  con¬ 
tributing  to  the  prosecution  of  the 
war.” 

In  another  case  which  came  before 
the  Treasury  for  consideration  it  was 
first  held  by  the  Amortization  Section 
of  the  Income  Tax  Unit  that: 

Inasmuch  as  the  courts  have  ruled  that 
title  to  facilities  erected  on  leased  land  is 
vested  in  the  lessor  upon  the  completion  of 
construction  of  these  facilities,  no  amorti¬ 
zation  is  allowable  to  the  lessee  on  the  cost 
thereof. 

7C.  B.  1,  p.  221;  O.  D.  259. 

8  1—40—536;  I.  T.  1460. 

«C.  B.  5,  p.  159;  L.  O.  1074. 
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The  Committee  on  Appeals  and 
Review,  however,  reversed  the  decision 
of  the  Unit,  its  opinion  being  that : 

War  facilities  erected  by  a  lessee  on 
leased  property,  title  to  which  vested  in 
the  lessor  immediately  on  completion,  are 
subject  to  an  amortization  allowance  by 
the  lessee.10 

The  amortization  provision  of  the 
law  does  not  require  that  the  tax¬ 
payer  shall  hold  title  to  the  facilities 
to  be  amortized  but  only  that  the  cost 
thereof  shall  have  been  borne  by  the 
taxpayer. 

VII 

Amortization  Allowed  by  Government 
Contracting  Departments.  The  regu¬ 
lations  promulgated  by  the  Treasury 
for  the  administration  of  the  amorti¬ 
zation  provision  have  from  time  to 
time  undergone  most  radical  revision. 
For  example,  in  the  preliminary  regu¬ 
lations  issued  immediately  after  pass¬ 
age  of  the  1918  Revenue  Act  no  refer¬ 
ence  at  all  was  made  to  the  treatment 
of  payments  made  to  taxpayers  by 
contracting  departments  of  the  govern¬ 
ment  or  by  other  contractors  for 
amortization  of  facilities  constructed 
for  war  purposes.  Such  allowances 
were  very  common  in  the  settlement 
of  war  contracts  canceled  after  the 
signing  of  the  armistice.  The  natural 
treatment  of  such  payments  to  tax¬ 
payers  would  be  to  consider  them  a 
return  of  capital  invested  by  the  tax¬ 
payer  and  not  as  income. 

In  the  next  edition  of  the  regulations, 
April  17,  1919,  however,  the  Treasury 
required  that : 

Any  allowance  made  to  a  taxpayer  by  a 
contracting  department  of  the  government 
or  by  any  other  contractor  for  amorti¬ 
zation  or  fall  in  the  value  of  property, 
either  as  a  part  of  the  cost  of  production 
or  as  a  part  of  the  price  of  the  product 

10  1—31—437;  Digest  A.  R.  R.  1009. 


shall  be  included  in  gross  income.  .  .  . 
The  amount  to  be  allowed  as  a  deduction 
from  gross  income  for  amortization  is  to  be 
based  upon  the  provisions  of  articles  181 
to  188u,  pursuant  to  which  the  deduction 
should  be  made  instead  of  upon  the  basis 
of  any  amounts  contractually  or  otherwise 
determined.  .  .  . 

A  subsequent  revision  of  the  Treas¬ 
ury’s  regulations  (January  28,  1921) 
went  still  further  and  required  that: 

All  allowances  made  to  a  taxpayer  by  a 
contracting  department  of  the  govern¬ 
ment,  or  by  any  other  contractor,  for 
amortization  or  fall  in  the  value  of  property 
whether  such  allowances  were  made  as  a 
part  of  the  price  of  the  product  or  in  settle¬ 
ment  of  claims  arising  out  of  the  cancel¬ 
lation  or  termination  of  contracts,  shall  be 
included  in  gross  income. 

It  would  certainly  seem  that  the 
department  or  contractor  making  a 
payment  for  amortization  of  the  cost 
of  war  facilities,  and  interested  in 
making  the  payment  just  as  small  as 
possible,  would  be  in  a  better  position 
to  determine  the  minimum  amount  of 
the  amortization  allowance  than  the 
Treasury  Department  could  be  when 
it  had  no  part  in  the  contract  settle¬ 
ment  negotiations.  This  was  finally 
recognized  by  the  Treasury  and  the 
regulations  now  in  force  are  just  the 
reverse  of  those  previously  in  effect. 
They  read  as  follows : 

All  allowances  made  to  a  taxpayer  by  a 
contracting  department  of  the  government 
or  by  any  other  contractor,  for  amorti¬ 
zation  specifically  as  such,  shall  be  treated 
as  a  reduction  of  the  cost  of  the  taxpayer’s 
investment.  .  .  .  (Reg.  62,  Art.  181). 

The  next  sentence  in  the  present 
regulation,  which  is  that — 

“Further  amortization  is  allowable 
only  in  respect  of  such  reduced  cost,” — 
makes  it  perfectly  clear  that  the 
Treasury  is  prepared  to  concede,  upon 

11  Regulations  45. 
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a  showing  of  the  facts,  that  a  deduction 
by  the  taxpayer  for  amortization  of  the 
cost  of  his  war  facilities,  in  addition  to 
a  cash  amortization  allowance  received 
under  contract,  may  be  warranted. 

VIII 

Computation  of  Amortization  Al¬ 
lowance.  The  Treasury  lays  down  the 
following  method  of  computing  the 
amortization  which  may  be  deducted 
from  gross  income:12 

The  total  amount  of  the  amortization 
allowance  is  the  difference  between  the 
original  cost  of  the  property  if  constructed, 
erected,  installed,  or  acquired  on  or  after 
April  6,  1917;  or  if  acquired  partly  before 
and  partly  after  April  6,  1917,  then  that 
part  of  the  cost  incurred  on  or  after  April 
6,  1917,  and  properly  entered  on  the  books 
of  the  taxpayer  on  or  after  that  date,  less 
any  amounts  deducted  for  depreciation, 
losses,  etc.,  prior  to  January  1,  1918,  and 
the  value  of  the  property  on  either  of  the 
bases  indicated  below: 

1.  In  the  case  of  property  which  has  been 
sold  or  permanently  discarded,  or  which 
will  be  sold  or  permanently  discarded  be¬ 
fore  March  3,  1924,  the  value  shall  be  the 
actual  sale  price  or  estimated  fair  market 
value  as  of  the  date  when  the  property  was 
or  will  be  permanently  discarded  plus  a 
reasonable  allowance  for  depreciation  in 
case  the  property  is  used  in  the  taxpayer’s 
business  after  the  close  of  the  amortization 
period.  Such  fair  market  value  shall  be 
established  by  investigation  of  engineers 
of  the  Bureau  of  Internal  Revenue,  if  such 
investigation  is  deemed  advisable. 

2.  In  the  case  of  property  not  included  in 
(1)  above,  the  value  shall  be  the  estimated 
value  to  the  taxpayer  in  terms  of  its  actual 
use  or  employment  in  his  going  business, 
such  value  to  be  not  less  than  the  sale  or 
salvage  value  of  the  property  and  not 
greater  than  the  estimated  cost  of  replace¬ 
ment  under  normal  post-war  conditions 
less  depreciation  and  depletion.  .  .  . 

1!Reg.  62,  Art.  184. 


IX 

Value  in  Use.  Here  also  we  find 
Montgomery’s  “Income  Tax  Pro¬ 
cedure  ”13  helpful : 

Some  of  the  most  difficult  problems  in 
handling  amortization  claims  arise  in  the 
determination  of  “value  in  use”  i.e., 
what,  in  the  language  of  article  184,  clause 
(2),  is  the  “estimated  value  to  the  tax¬ 
payer  in  terms  of  its  actual  use  or  em¬ 
ployment  in  his  going  business.”  One 
solution  of  the  problem,  or  avoidance  of  the 
problem,  was  for  the  taxpayer  to  have 
sold,  lock,  stock  and  barrel,  all  of  the 
facilities  acquired  for  war  production.  This 
was  done  in  many  cases  by  the  du  Pont 
companies.  But  the  majority  of  manu¬ 
facturers  retained  their  war  facilities  and 
attempted  to  adapt  them  to  peace  time 
uses.  Such  attempts  have  not  on  the 
whole  been  conspicuously  successful.  In 
some  cases  new  lines  of  manufacturing 
were  undertaken,  in  which  it  was  deemed 
possible  to  use  the  war  facilities,  which 
lines  were  subsequently  abandoned  and  the 
equipment  had  again  to  be  “adapted”  to 
some  other  use. 

It  should  be  noted  that  article  184  says 
that  the  value  in  use  shall  be  “not  greater 
than  the  estimated  cost  of  replacement 
under  normal  post-war  conditions.”  This 
is  a  limitation  on  the  revenue  agents,  not 
on  the  taxpayer.  The  taxpayer  is  almost 
always  concerned  with  proving  the  cost  of 
replacement  of  a  particular  machine  but 
this  is  really  irrelevant  in  most  cases  in 
establishing  the  value-in-use.  For  example, 
a  heavy  drill  with  a  special  head  cost  $250. 
With  a  new  head  adapted  to  simple  work  it 
is  today  doing  the  work  of  a  drill  that 
could  be  bought  for  $35.  Yet  the  replace¬ 
ment  cost  of  the  heavy  drill  is  not  less  than 
$150.  The  value  in  use  to  the  taxpayer  is 
obviously  not  more  than  $35. 

Again,  building  costs  have  not  come 
down  materially  since  the  war.  In  recent 
months  they  have  gone  up.  Therefore, 
on  a  replacement  cost  basis  no  deduction  at 
all  for  amortization  would  appear.  Super¬ 
ficially,  it  might  almost  seem  that  the  tax- 

15 1923  Edition,  pages  1101-1103. 


316 


ADMINISTRATION 


Vol.  V 
No.  3 


payer  was  better  off — he  owned  a  building 
which  today  could  be  replaced  only  at 
greater  cost  than  he  paid  for  it  in  the  war 
years.  But  the  chances  are  10  to  1  that 
that  particular  building  is  not  suited  to  his 
peace  time  production — the  ceilings  may 
be  too  low  or  too  high,  the  fire  hazard  may 
have  been  increased,  or  the  building  may 
cut  off  light  and  ventilation  of  other 
buildings,  all  of  which  considerations  were 
not  a  factor  in  the  heat  of  wartime  con¬ 
struction.  They  do,  however,  affect  ad¬ 
versely  the  value  in  use  under  post-war 
conditions. 

When  the  engineers  from  the  Treasury 
see  machinery  such  as  that  described  above 
100  per  cent  in  use — or  the  buildings 
referred  to  used  perhaps  for  storage  pur¬ 
poses — they  have  been  inclined  to  disallow 
any  claim  for  amortization.  Usually  this 
has  been  true  only  in  those  cases  where 
the  claim  did  not  point  out  specifically  all 
the  special  circumstances  which  materially 
differentiate  value-in-use  from  replace¬ 
ment  cost.  It  is  incumbent  on  taxpayers, 
therefore,  to  present  all  facts  that  tend  to 
show  that  what  may  appear  to  be  a  valuable 
asset  is  of  much  less  value,  viewed  from 
the  standpoint  of  use  in  a  going  business 
under  competitive  conditions. 


As  a  matter  of  fact,  some  concerns  as  a 
result  of  engaging  whole-heartedly  in  war 
work,  now  find  themselves  with  a  lot  of 
ill-adapted  equipment,  and  their  customers 
captured  by  competitors  who  looked  after 
their  commercial  needs  during  the  war 
period.  They  have  not  the  resources  to 
scrap  all  the  war  facilities  and  buy  an 
entirely  new  equipment,  but  must  proceed 
with  what  they  have,  even  though  it  is 
not  what  they  would  choose  for  post-war 
production. 

Generalizations  carry  little  weight  with 
the  Treasury.  It  is  necessary,  therefore,  to 
be  specific  in  respect  of  each  item  in  the 
claim.  It  is  clear,  however,  that  an  attempt 
to  use  for  peace  purposes  a  plant  which  had 
been  constructed  during  the  war  period, 
cannot  in  itself  be  construed  to  limit 
amortization  claims,  particularly  when  the 
attempt  is  unsuccessful. 

X 

Post-War  Replacement  Cost.  The 
Treasury  has  published14  the  following 
list  of  percentages  which  are  to  be  used 
(with  prices  obtaining  at  June  30,  1916 
as  a  base)  for  computing  estimated 
post-war  costs  of  replacement. 


A.  Ratios  for  computing  estimated  post-war  cost  of  replacement  of  buildings,  vessels,  cars,  tanks, 
blast  furnaces,  open-hearth  furnaces,  annealing  furnaces,  electric  furnaces,  coke  ovens,  and 


construction  of  all  kinds: 

1.  Lumber —  Per  cent 

(a)  Hard .  240 

(b)  Soft .  17.5 

2.  Structural  steel .  60 

3.  Building  materials,  other  than  lumber  and  structural  steel .  225 

4.  Steel  (other  than  structural  steel)  and  steel  products .  90 

5.  Building  equipment .  150 

6.  Labor  (all  classes) .  160 

B.  Ratios  for  computing  estimated  post-war  costs  or  replacement  of  machinery  and  equipment: 

7.  Electrical  machinery  and  equipment .  130 

8.  Engines,  turbines,  compressors,  and  similar  facilities .  175 

9.  Pumps .  135 

10.  Boilers .  160 

11.  Transmission  equipment — 

(a)  Shafting,  pulley,  hangers,  etc .  135 

(b)  Belting .  100 

12.  Machine  tools  and  small  tools  (machine  tools  are  considered  as  that  class  of  metal-working 

machinery  which  can  be  used  on  both  cast  iron  and  steel) .  130 

13.  Wood-working  machinery .  155 

14.  Textile  machinery .  155 

i*  C.  B.  I— 1,  p.  178;  T.  D.  3333. 
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15.  All  other  machinery  (including  cranes) — 

(a)  Machinery,  the  cost  of  which  did  not  exceed  10  cents  per  pound  as  of  June  30,  1916  120 

(b)  Machinery,  the  cost  of  which  did  exceed  10  cents  per  pound  as  of  June  30,  1916.  .  130 

16.  Office  furniture  and  equipment .  125 


The  use  of  these  percentages  is  only 
for  the  purpose  of  arriving  at  a  tenta¬ 
tive  post-war  value,  as  all  amorti¬ 
zation  claims  are  subject  to  review 
upon  the  initiative  of  either  the  tax¬ 
payer  or  the  Treasury  up  to  March  3, 
1924,  and  recomputation  is  to  be  made 
if  such  review  indicates  that  the  initial 
allowance  was  incorrect. 

Inasmuch  as  prices  at  June  30, 
1916,  were  already  much  higher  than 
normal  pre-war  prices,  and  as  the 
Treasury’s  percentages  to  be  applied 
to  the  1916  prices  are  in  most  instances 
in  excess  of  100  per  cent,  it  follows  that 
the  estimated  post-war  replacement 
cost  of  facilities  constructed  or  acquired 
during  the  war  period  thus  determined 
would  in  practically  all  cases  be  far 
above  pre-war  values.  That  con¬ 
struction  and  equipment  costs  are  high 
at  the  present  time — in  fact  out  of  line 
with  many  commodity  prices,  as  for 
instance  agricultural  products — is  un¬ 
doubtedly  true.  That  such  a  mal¬ 
adjustment  can  continue  indefinitely, 
however,  and  that  normal  post-war 
construction  and  equipment  costs  will 
be  so  much  higher  than  pre-war  costs 
as  indicated  by  the  Treasury  replace¬ 
ment  cost  percentages  seems  unlikely. 

When  taxpayers  can  show  with 
greater  accuracy  than  by  the  use  of  the 
Treasury's  percentages  the  post-war 
replacement  cost  of  the  facilities  sub¬ 
ject  to  amortization,  a  full  presenta¬ 
tion  thereof  should  be  made  in  the 
claim.  It  is  constantly  to  be  borne  in 
mind  that  the  Treasury  does  not  re¬ 
quire  that  the  amortization  allowance 
shall  be  confined  to  the  differences  be¬ 
tween  cost  and  estimated  replacement 
cost  but  rather  that  such  difference 
shall  be  the  minimum  allowance.  Also 
the  Treasury’s  present  percentages 


are  to  serve  only  as  one  of  the  elements 
for  a  tentative  claim  or  preliminary 
allowance  thereof. 

XI 

Relation  of  Depreciation  to  Amorti¬ 
zation  Allowances.  The  treatment  of 
the  depreciation  of  amortizable  prop¬ 
erty  is  simplified  by  merging  it  during 
the  amortization  period  with  the 
amortization  allowance.  In  other 
words,  by  computing  the  amortization 
allowance  as  the  difference  between  the 
cost  of  the  property  and  the  residual 
value  thereof  (whether  sale,  salvage, 
or  value,  in  use),  the  depreciation  dur¬ 
ing  the  intervening  period  is  auto¬ 
matically  included  in  the  amortization 
allowance. 

It  is  to  be  noted  that  the  1917  tax 
law  contained  no  amortization  pro¬ 
vision.  Therefore,  in  the  case  of 
property  acquired  between  April  6 
and  December  31,  1917,  its  cost  is  to 
be  reduced  by  any  depreciation,  losses, 
etc.,  prior  to  January  1, 1918,  in  getting 
a  starting  point  for  computing  the 
amortization  allowance. 

In  the  case  of  property  which  is  con¬ 
tinued  in  use  by  the  taxpayer  after  the 
close  of  the  amortization  period,  de¬ 
preciation  allowances  may  thereafter 
be  claimed  in  the  usual  manner.  The 
basic  figure  for  computing  such  de¬ 
preciation  allowances  will,  of  course, 
not  be  original  cost  but  the  post-war 
value  in  use  as  determined  for  the 
amortization  allowance. 

XII 

Period  Over  Which  Amortization  Al¬ 
lowance  is  to  he  Spread.  The  Treasury 
regulations15  call  for  spreading  the 

«  Reg.  62,  Art.  185, 
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amortization  allowance  in  the  case  of 
property  completed  in  time  for  war  use 
over  the  period  between  the  beginning 
of  the  year  in  which  acquired  and  the 
date  its  use  as  a  war  facility  was  or  will 
be  discontinued.  Further,  in  allo¬ 
cating  the  allowance  between  or  among 
the  several  taxable  years  which  may  be 
included  in  such  amortization  period, 
reasonable  regard  is  to  be  had  to  the 
taxpayer’s  “gross  and  net  income,  and 
where  separately  ascertainable  the  in¬ 
income  from  the  facilities  upon  which 
amortization  is  claimed.’’  In  the  case 
of  property  contracted  for  but  not 
completed  in  time  for  war  use,  the 
amortization  allowance  is  to  be  spread 
“  on  the  basis  of  the  expenditures  made 
on  account  of  which  amortization  is 
allowed.” 

The  foregoing  method  may  work 
equitably  in  some  cases  but  it  is  doubt¬ 
ful  whether  it  will  in  all.  Neither  the 
1918  nor  the  1921  law  imposes  any 
limitation  on  the  amount  to  be  al¬ 
lowed  in  any  one  year,  nor  does  it  pre¬ 
scribe  any  method  which  may  or  shall 
be  used  to  spread  the  total  allowance 
over  several  years,  excepting  that 
under  the  1921  Act  no  deduction  can 
be  allowed  for  any  taxable  year  ending 
after  March  3,  1924.  One  of  the  earlier 
drafts  of  the  1918  law  (before  final  en¬ 
actment)  contained  the  limitation  that 
“in  no  case  shall  the  deduction  al¬ 
lowed  .  .  .  exceed  25  per  cent  of  the 
taxpayer’s  net  income”  (before  making 
this  deduction).  The  Chairman  of  the 
Ways  and  Means  Committee  of  the 
House  said  in  the  course  of  the  debate 
that: 

There  was  a  suggestion  from  the  Treas¬ 
ury  Department  at  one  time  not  to  limit 
it;  that  100  per  cent  total  income  may  be 
necessary  to  amortize  the  whole  plant  and 
to  allow  the  deduction  for  the  whole  income 
of  the  taxable  year.  But  our  Committee, 
after  considering  the  pros  and  cons  of  the 
question,  decided  it  was  safe  to  make  the 


25  per  cent  limit.  .  .  .  Maybe  we  should 
really  put  absolutely  in  the  power  of  the 
Commissioner  and  the  advisory  tax  board 
the  determination  of  a  reasonable  amorti¬ 
zation  allowance  without  limit,  so  far  as 
these  war  workers  and  ammunition  workers 
are  concerned;  but  if  we  provide  no  limit 
they  could  allow  such  a  large  amortization 
allowance  in  any  given  year  that  the 
total  net  income  for  that  year  might  be 
absorbed,  and  we  would  get  no  tax  from 
these  munition  workers  at  all.16 

Before  enactment  of  the  1918  law 
the  25  per  cent  limitation  was  stricken 
out,  so  that  it  would  appear  to  be  en¬ 
tirely  in  line  with  Mr.  Kitchin’s  ex¬ 
pectations  if  in  some  cases  the  entire 
amortization  allowance  was  taken  as  a 
deduction  in  one  year,  provided  the 
equities  of  a  case  required. 

It  would  seem  to  be  the  intent  of  the 
law  to  permit  taxpayers  to  write  off 
as  quickly  as  possible  the  excess  cost  of 
war  facilities  against  their  income.  On 
the  other  hand,  it  would  seem  to  be 
contrary  to  the  intent  of  the  law  to  re¬ 
quire  that  any  part  of  such  excess  cost 
shall  be  written  off  in  years  when  the 
taxpayer  has  no  net  income.  So  to 
require  would  in  fact  mean  that  he 
failed  to  receive  the  intended  allow¬ 
ance. 

When  the  amortization  allowance 
exceeds  the  1918  income,  the  logical 
procedure  would  appear  to  be  to  apply 
the  net  income  of  each  year  beginning 
with  1918  against  the  amortization 
allowance  and  to  impose  no  tax  until 
the  entire  amortization  allowance  has 
been  thus  offset. 

XIII 

Must  Taxpayer  s  Books  Reflect  Amor¬ 
tization  Claim?  The  earlier  Treasury 
regulations17  stated: 

No  such  claim  will  be  allowed  unless  it 
is  reflected  in  any  accounts  submitted  by 

18  Congressional  Record,  Sept.  17,  1918,  pp.  10414- 
10415. 

«  Reg.  45,  Art.  186. 
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the  taxpayer  to  stockholders  and  in  any 
credit  statements  to  banks,  and  is  given  full 
effect  on  his  financial  books  of  account. 

This  requirement  does  not  appear 
in  the  regulations  now  in  effect.  In¬ 
asmuch  as  an  amortization  claim  is 
usually  the  subject  of  considerable  in¬ 
vestigation  before  allowance,  and  the 
date  of  settlement  is  uncertain,  it  is 
merely  the  part  of  conservatism  for  a 
taxpayer  not  to  enter  the  claim  in  his 
accounts  until  approved  by  the 
Treasury. 

XIV 

Limitation  on  Filing  of  Amortization 
Claims.  The  1921  Revenue  Act  pro¬ 
vides  that  a  deduction  for  amorti¬ 
zation  of  war  facilities  may  be  allowed 
only  if  a  claim  therefor  was  made  at 
the  time  of  filing  return  for  the  taxable 
years  1918,  1919,  1920,  or  1921.  This 
requirement  in  the  existing  law  gave 
rise  to  the  general  impression  that, 
inasmuch  as  the  time  for  filing  1921  re¬ 
turns  has  passed,  claims  for  amorti¬ 
zation  not  already  filed  with  the 
Treasury  are  now  barred. 

The  Solicitor  of  Internal  Revenue, 
in  an  important  opinion  given  during 
the  past  year,18  held  that  the  limitation 
in  the  1921  Act  applies  only  to  amor¬ 
tization  deductions  to  be  made  in 
returns  under  the  1921  Act,  i.e.,  re¬ 
turns  for  years  from  1921  on.  The 
1918  Act  contained  no  such  time 
limitation  as  the  1921  Act.  The  So¬ 
licitor,  therefore,  held  that  if  a  tax¬ 
payer  is  entitled  to  an  allowance  for 
amortization  applicable  against  the 
income  of  the  years  1918,  1919,  or 
1920,  claim  therefor  may  be  made  by 
filing  amended  tax  returns  for  such 

“  C.  B.  I— 1,  p.  174;  Sol.  Op.  138. 


of  those  three  years  as  are  affected 
thereby. 

XV 

Possible  Revision  of  Amortization 
Allowances  until  March  3,  19S4-  When 
an  amortization  claim,  which  has  been 
duly  approved  and  allowed  by  the 
Treasury,  has  been  based  on  sale  of  all 
the  property  forming  the  basis  of  the 
claim,  the  loss  has  been  so  definitely 
established  that  no  subsequent  re¬ 
opening  of  the  claim  by  the  Treasury 
is  likely.  In  those  cases,  however, 
where  the  claim  has  been  based  on 
probable  sales  or  salvage  value,  or 
upon  estimated  value  in  use,  the  allow¬ 
ance  by  the  Treasury  is  only  tentative 
and  either  the  Treasury  or  the  tax¬ 
payer  may  at  any  time  up  to  March  3, 
1924,  reopen  the  claim,  when  it  is  to  be 
reconsidered  on  the  basis  of  the  facts  as 
then  known.  Conditions  may  change  in 
the  interim  so  that  post-war  values 
will  be  lower,  or  at  least  more  clearly 
evident;  actual  realizations  from  dis¬ 
carded  property  may  differ  from  the 
values  previously  estimated,  etc. 

In  those  exceptional  cases  where 
facilities  which  formed  the  subject  of 
an  amortization  claim  are  subsequently 
sold  for  more  than  their  book  value 
before  deducting  amortization,  the 
profit  realized  is  to  be  reported  as 
income  of  the  taxable  period  in  which 
sold  and  only  the  amortization  pre¬ 
viously  deducted  is  to  be  restored  to 
the  periods  in  which  originally  claimed. 
Amended  returns  are  filed  for  such 
earlier  periods.  This  procedure  is  in 
accord  with  the  principle  that  appre¬ 
ciation  in  property  values  becomes 
taxable  income  in  the  period,  of  actual 
realization  and  not  before. 


ACCOUNTING  PROBLEMS  OF  FLUCTUATING 
CURRENCIES 

BY  KARL  SITKA* 


FOR  the  whole  of  Europe  the  de¬ 
bacle  at  the  end  of  1919  brought 
about  an  epoch  of  misery  and  pauper¬ 
ism  which  even  now  has  not  ended. 
The  situation  was  rendered  worse  by 
the  so-called  treaty  of  peace  which  sep¬ 
arated  quite  mechanically  territories 
united  with  one  another  for  hundreds 
of  years.  The  unusual  conditions  had 
their  hard  effect  in  almost  every  field 
of  effort,  and  even  in  the  realm  of  ac¬ 
countancy  they  have  produced  prob¬ 
lems  the  accountant  never  dreamed  of 
before.  In  the  present  article  the 
writer  endeavors  to  present  a  few  of 
these  accounting  problems  as  they  are 
found  in  the  Austria  and  Germany  of 
today. 

II 

The  Problem  of  Many  and  Fluct  uating 
Currencies.  The  first  problem  to  be 
solved  was  how  to  handle  five  or  even 
nine  foreign  currencies  in  our  books. 
In  pre-war  times,  even  concerns  which 
did  an  extensive  business  abroad  had 
to  deal  with  two  or  three  foreign  cur¬ 
rencies  only  and  the  transactions  in 
these  were  rare.  They  were  entered 
with  the  aid  of  a  fixed  rate  of  exchange, 
or  at  the  quotation  of  the  respective 
day,  which  was  nearly  the  same,  no  sud¬ 
den  fluctuations  of  value  having  oc¬ 
curred  at  that  time.  Contingent  differ¬ 
ences  in  the  quotation  were  transferred 
to  a  separate  account  for  profit  or  loss 
on  exchange,  but  generally  they  were 
debited  or  credited  to  the  merchandise 
account  or,  according  to  their  origin, 
to  the  account  to  which  they  belonged. 

Now,  however,  due  to  the  creation 
of  so  many  new  states,  most  businesses 

*  Certified  Public  Accountant,  Vienna. 


have  to  deal  with  at  least  five  curren¬ 
cies,  each  subject  to  continual  and  con¬ 
siderable  fluctuations  of  value.  These 
are  as  follows : 

1.  German  mark 

2.  Polish  mark 

3.  Czecho  crown 

4.  Hungarian  crown 

5.  Jugo  crown. 

In  addition  to  these  the  following  cur¬ 
rencies  are  very  frequently  added : 

6.  Italian  lire 

7.  Swiss  franc 

8.  French  franc 

9.  English  pound 

It  is  quite  clear  that  under  these  cir¬ 
cumstances  the  problem  could  not  be 
treated  as  before.  The  amount  of 
work  would  have  been  so  much  in¬ 
creased  that  in  the  long  run  no  firm 
would  be  able  to  stand  such  expen¬ 
diture.  Besides  that,  in  view  of  the 
feverish  and  considerable  fluctuations, 
the  general  ledger  accounts  would  have 
shown  quite  deceptive  figures.  We 
have  therefore  come  to  the  decision  to 
book  all  foreign  currencies  in  the  orig¬ 
inal.  That  is  to  say,  we  are  using  as 
many  journals  as  there  are  currencies, 
each  journal  having  its  respective  cus¬ 
tomers  ledger. 

As  the  general  ledger  of  some  of  our 
firms  is  kept  in  Austrian  crowns  only, 
these  firms  have  to  add  up  their  jour¬ 
nals  monthly,  convert  the  total  into 
our  currency  at  the  ultimo  rate,  and 
carry  these  figures  over  into  the  gen¬ 
eral  ledger. 

But  most  of  our  firms  keep  in  their 
general  ledger  as  many  columns  as 
there  are  currencies,  converting  the 
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respective  totals  for  balancing  pur¬ 
poses  only.  At  the  end  of  the  business 
year  our  laws  require  us  to  strike  the 
balance  in  Austrian  crowns.  This 
must  of  course  be  done,  but  for  their 
own  purposes  the  firms  also  draw  up 
balance  sheets  having  on  them  the 
above-mentioned  currency  columns, 
in  order  to  see  their  foreign  assets  and 
liabilities  clearly. 

It  often  happens  that  foreign  debits 
are  settled  in  our  own  money.  For 
this  purpose  there  is  in  each  separate 
journal  a  special  account  generally 
called  “Account  for  Converting.”  This 
account,  which  of  course  is  kept  in  the 
general  ledger  as  well,  has  to  be  charged 
and  credited  in  favor  of,  or  to  the  debit 
of,  the  respective  personal  account, 
thus  transferring  the  foreign  debit  first 
to  the  account  for  converting;  and  in 
the  journal  of  the  Austrian  crowns 
from  this  account  to  the  bank  account. 

To  illustrate  the  case  just  mentioned, 
suppose  that  a  debtor  is  charged  in  our 
books  with  £100,  which  he  pays  into 
our  bank  in  Austrian  crowns  at  a  rate 
which  makes  a  total  payment  of  Crs. 
240,000.  The  entries  for  this  would  be 
as  follows: 


Journal  for  £ 
Merchandise  Account 


(1) 

£100 

Debtor 

(1) 

£100 

(2) 

£100 

Account  for  Converting 

(2) 

£100 

Journal  for  Austrian  Crowns 
Bank  Account 

(3)  Crs.  240,000 


Account  for  Converting 


|  (3)  Crs.  240,000 

III 

The  Problem,  of  Ever-Depreciating 
Standards.  The  second  problem  I  am 
going  to  report  is  in  close  connection 
with  the  one  mentioned  above.  It  is 
our  ever-depreciating  monetary  stand¬ 
ard.  The  following  figures  will  show  a 
few  facts : 


Date 

Price 

in  Austrian  Crowns  of 

$1 

£1 

Czecho 
Crown  1 

German 
mark  1 

Sept.  1919 . 

55 

220 

2 

2.54 

**  1920 . 

235 

850 

4 

5 

“  1921 . 

1,291 

4,790 

15.50 

13 

“  1922 . 

75,100 

331,000 

2,450 

47 

The  consequences  of  that  inflation, 
which  never  would  have  been  thought 
of  as  possible,  were: 

1.  Our  own  money,  which  in  pre-wTar 
times  and  even  until  December,  1919,  was 
a  reliable  measure,  suddenly  lost  this 
quality,  and  therefore  our  books  showed 
false  results.  Also  we  started  our  books 
in  gold  crowns,  and  since  1919  have  added 
paper-crowns  to  them.  Consequently  our 
balance  sheets  drawn  up  as  in  pre-war 
times  were  entirely  wrong. 

2.  Balance  sheets  showed  enormous 
profits.  The  prices  of  shares,  as  also 
dividends  and  taxes,  were  based  on  them. 
Yet  these  profits  were  in  most  cases  severe 
losses.  Very  often  capital  was  paid  back 
when  the  payment  was  meant  to  be  a  high 
dividend. 

3.  Depreciation  figured  out  on  the  basis 
of  the  gold  crown  and  not  altered  since  was 
much  too  small  in  paper  crowns. 

4.  Therefore,  the  cost  prices  were  too 
small. 

IV 

Attempts  to  Solve  the  Problem.  Of 
course  it  would  be  possible  to  write 
books  on  the  consequences  of  the  entire 
breakdown  of  our  currency.  But  I 
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shall  record  the  most  evident  only,  and 
I  shall  tell  the  American  reader  the 
way  we  found  the  solution. 

As  I  have  said  before,  we  have 
learned  that  the  booking  systems  gen¬ 
erally  in  use  cease  to  be  the  proper 
means  to  observe  and  ascertain  the  re¬ 
sult  of  commercial  activity  when  the 
currency  is  thus  disturbed.  The  reason 
for  this  is  found  in  the  fact  that,  inde¬ 
pendent  of  the  work  of  the  merchant 
or  manufacturer,  the  constant  inflation 
of  the  Austrian  crown  causes  continual 
losses  of  capital  which  is  not  in  our 
power  to  prevent.  So  the  problem  lies 
in  finding  a  new  and  steady  measure  of 
value  which,  even  under  these  quite 
abnormal  conditions,  will  function  ac¬ 
cording  to  our  purposes. 

Firms  which  had  to  deal  with  mer¬ 
chandise  of  one  quality  only,  and  with 
credits  and  debits  arising  therefrom, 
tried  to  use  the  quantity  as  a  means  of 
measuring,  for  example : 


Opening  Balance 

Assets  Liabilities 


Merchandise...  . 

. .  .20 

Capital . 

.  .  .10 

(10  kg.  at  1) 

Debtors . 

. .  .10 

Creditors . 

.  .  .20 

30 

30 

Closing  Balance 


(At  the  end  of  the  period  when  prices  were  raised 
ten  times) 

Assets  Liabilities 


Merchandise...  . 

. .  .10 

Capital . 

.10 

Debtors . 

. .  .50 

Profit . 

.40 

( — 5  kg.  at  10). 

50 

Creditors . 

.  .10 

GO 

60 

Though  the  books  show  a  profit  of 
400  per  cent,  the  firm  has  suffered  a 
loss  of  50  per  cent  of  its  capital. 


But  apart  from  the  fact  that  there 
are  only  a  few  firms  which,  because  of 
their  rather  primitive  structure,  permit 
the  above-mentioned  procedure  of  bas¬ 
ing  all  the  accounts  upon  the  quantity 
of  goods,  there  were  no  goods  to  be 
found  which  were  not  liable  to  con¬ 
tinual  and  unjustified  fluctuations. 
Therefore  merchandise  proved  to  be  a 
very  imperfect  means  of  measuring. 

And  so  did  the  foreign  currencies  of 
lands  with  rather  steady  quotations. 
They  generally  were  the  subjects  of 
keen  speculation  and  as  such  they  were 
necessarily  exposed  to  fluctuations  of 
the  monetary  market. 

Even  the  index  numbers  Were  thought 
to  be  suitable  for  accountancy  under 
these  abnormal  circumstances,  but  they, 
too,  proved  unavailable. 

V 

The  Gold  Standard  Solution.  In  the 
course  of  events  we  have  learned  that 
there  is  only  one  thing  left  to  rely 
upon:  it  is  the  price  of  gold  itself. 
And  this  is  being  used  more  widely 
from  day  to  day. 

There  are  two  methods  of  using  the 
price  of  gold: 

1.  To  convert  all  values  which  were 
entered  at  times  of  the  gold-crown  into 
paper-crowns. 

2.  To  change  all  paper  values  into  gold 
values. 

This  second  method  proved  to  be 
the  more  practicable  one,  for  it  allowed 
at  the  same  time  the  comparison  of  the 
results  of  a  balance  drawn  up  in  this 
manner  with  the  balance  sheets  of  pre¬ 
war  and  war  times.  The  first  method 
would  have  made  it  necessary  to  draw 
up  the  former  balances  anew  every  year 
because  of  the  price  of  the  paper-crown 
in  gold  being  liable  to  continual  changes. 

The  following  example,  though  quite 
simple,  seems  to  be  very  suitable  to 
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illustrate  this  method  of  handling  the 
matter. 

Supposing  the  opening  balance  shows 
gold-crowns  only  and  contains  the  fol¬ 
lowing  items: 


Assets: 

Fixtures . 10 

Goods  10  kg . 10 

Debtors . 10 

~~  30 

Liabilities: 

Creditors .  10 

Capital .  20 


In  the  course  of  the  year  in  question, 
the  following  events  have  taken  place: 


1.  We  have  sold  the  entire  stock  for.  . . .  20 

2.  Expense  to  creditor .  5 

3.  Creditor  to  debtor  for  remittance .  10 

4.  At  the  end  of  the  year  when  prices  have 

gone  up  ten  times,  goods  to  creditors 
for  2  kg .  20 


At  the  same  time,  I  suppose  that  at 
the  end  of  that  period,  the  inflation 
being  10  per  cent,  20  paper-crowns 
equal  2  gold-crowns. 

Balance  sheet  and  Profit-and-Loss 
account  at  the  end  of  the  year  before 
rectification : 


Balance 


Fixtures.  .  . 

.  10 

Credits . 

....  25 

Goods . 

.  20 

Capital . 

....  20 

Debits . 

.  20 

Profit . 

....  5 

50 

50 

Profit 

and  Loss 

Expenses . 

...  .  5 

Govds . . . 

.  10 

Profit . 

...  5 

10 

10 

— 

— 

Balance  sheet  after  converting  into 
gold-crowns : 

Assets: 

Fixtures  (to  make  the  example  simple  we 


do  not  depreciate) .  10 

Debtors  (this  account  has  to  be  credited 

with  paper-crowns  18) . 2 

Goods  (the  same  applies  here) .  2 

Gold-crowns .  14 

Liabilities: 

Creditors  (has  to  be  debited  with  paper- 
crowns  22.5) . 2.5 

Capital  gold-crowns . 11.5 


In  our  books  we  get  this  balance  by 
opening  an  account  for  “Rectifying 
Inflation,”  and  it  will  show  the 
following: 


Goods . 

.  18 

Credits . 

. 22.5 

Debits . 

.  18 

Profit . 

.  5 

Capital . 

.  8.5 

36 

36 

— 

— 

I  may  make  one  further  observa¬ 
tion  in  conclusion.  Though  I  have  not 
made  a  special  point  to  bring  out  the 
fact  that  in  abnormal  conditions,  when 
the  currency  of  a  country  is  depreci¬ 
ated  and  subject  to  violent  fluctuations, 
the  “weighty  point”  lies  in  the  balance 
sheet  of  the  business  concerns  of  that 
country,  I  hope  the  American  expert 
has  not  failed  to  notice  in  reading  the 
foregoing  that  the  Profit-and-Loss 
account  takes  a  decidedly  secondary 
position  under  those  circumstances. 
And  the  facts  go  to  show  that  taking 
such  a  view  of  the  account  is  the  part 
of  wisdom — we  need  all  our  energy 
to  conserve  capital  and  cannot  hope 
to  make  a  profit  in  these  days. 


INTERNATIONAL  DISTRIBUTION  OF  SECURITIES 


BY  WALTER  E.  LAGERQUIST* 


THE  question  of  the  fundamental 
conditions  which  control  the  dis¬ 
tribution  of  foreign  funded  loans  has 
come  decidedly  to  the  forefront  in  the 
general  discussion  of  foreign  financing 
of  the  last  few  months.  The  agitation 
for  a  more  careful  consideration  of 
these  conditions  is  a  most  wholesome 
reaction  from  the  loose  and  unfounded 
assumptions  that  appeared  in  much  of 
the  current  discussion  immediately 
following  the  close  of  the  war.  Par¬ 
ticularly  is  this  agitation  desirable  at 
this  time  because  of  the  readiness  of 
Central  Europe  to  commit  itself  still 
further  to  new  debts.  Loans  might  be 
continued  to  Central  Europe  for  a  long 
time  in  an  endeavor  to  create  a 
favorable  trade  balance,  but  the  bal¬ 
ance  would  continue  to  need  artificial 
bolstering.  Unless  the  proceeds  of  a 
loan  are  used  for  more  effective  pro¬ 
duction,  a  permanent  balance  which 
will  lead  to  a  normal  foreign  adjust¬ 
ment  can  seldom  be  secured  by  this 
means. 

The  same  conditions  should  govern 
the  advancement  of  any  loan,  whether 
foreign  or  domestic.  Consequently, 
one  of  the  first  considerations  in  con¬ 
nection  with  any  foreign  loan  is 
whether  the  loan  has  been  issued  in 
full  recognition  of  the  economic  forces 
which  control  sound  distribution.  Many 
of  the  factors,  it  is  true,  which  enter 
into  the  analysis  of  these  forces,  be¬ 
cause  of  their  very  commonplace 
character,  are  often  considered  incon¬ 
sequential  in  appraising  foreign  se¬ 
curities.  On  the  contrary,  a  study  of 
these  factors  and  their  relation  to  the 
world’s  present  unsettled  financial 

*  Professor  of  Finance,  Northwestern  University, 
Chicago,  Ill. 


condition  is  more  important  than  ever. 
Disregard  of  the  conditions  which  make 
for  sound  and  permanent  distribution 
of  foreign  securities  indicates  a  lack  of 
clear  thinking  in  making  an  analysis 
of  foreign  securities.  It  is  to  a  con¬ 
sideration  of  some  of  the  fundamentals 
underlying  sound  distribution  of  foreign 
securities  that  this  discussion  is  de¬ 
voted.  Its  purpose  is  merely  to  state 
the  general  problem.  In  a  following 
article,  statistical  evidence  will  be 
given  as  applicable  to  a  particular 
problem. 

II 

Causes  of  Capital  Movements.  One 
of  the  common  reasons  for  the  con¬ 
fusion  concerning  the  migration  of 
capital  between  countries  is  the  idea 
that  capital  moves  with  the  ease  of  the 
fabled  hero  with  the  seven-leagued 
boots.  This  notion  no  doubt  rests 
upon  the  final  observation  of  the 
movement  of  capital  and  a  failure 
to  see  the  underlying  economic  causes 
which  lead  up  to  the  export  and  im¬ 
port  of  capital.  Where  the  final  result 
is  so  easily  observed,  either  in  the 
loading  of  goods  or  the  shipment  of 
specie,  we  are  prone  to  take  these  ob¬ 
servations  not  only  as  prima-facie  evi¬ 
dence,  but  also  as  complete  evidence. 

The  cause  of  capital  movements  is 
deeper-seated  than  this.  Capital,  like 
labor,  is  always  seeking  greater  com¬ 
pensation.  Unless  this  compensation 
is  offered,  capital  will  hesitate  to  move. 
Distinction,  of  course,  must  be  made 
between  capital  which  is  willing  to 
assume  large  speculative  risks  and 
capital  which  is  seeking  sound  invest¬ 
ment.  While  a  variation  exists  in  the 
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degree  of  risk  between  speculative  and 
investment  capital,  the  same  forces 
control  the  international  movement  of 
both  kinds  of  capital. 

The  immediate  claim  of  the  cursory 
observer  is  that  the  greater  part  of  the 
national  debts  have  been  created  for 
war  purposes.  Can  this  contention  be 
true?  The  majority  of  war  debts,  up 
to  the  late  war,  have  been  domestic 
loans.  But  even  where  a  war  loan  has 
been  made  abroad,  its  security  has 
been  estimated  by  the  underwriting 
nation  on  the  basis  of  the  industrial 
prospects  in  the  borrowing  country. 
Where  these  conditions  have  been  dis¬ 
regarded,  the  outcome  has  more  often 
been  unfavorable.  Those  who  extend 
the  loans  which  must  ultimately  be 
made  in  adjustment  of  the  German 
reparation  payments  must  recognize 
the  same  governing  forces  if  the  ad¬ 
justment  is  finally  to  succeed. 

The  country  importing  capital  must 
find  its  employment  a  greater  ad¬ 
vantage  than  the  country  exporting  it. 
If  this  were  not  true,  there  would  obvi¬ 
ously  be  no  purpose  in  the  movement 
of  capital  from  one  country  to  the 
other.  The  advantage  to  the  in¬ 
vestor  advancing  capital  to  a  foreign 
country  is  found  in  the  higher  rate  of 
return  than  can  be  secured  in  an 
equal  domestic  risk.  The  advantage 
to  the  borrower  is  found  in  his  in¬ 
creased  capacity  to  produce  goods  or 
render  services,  and  unless  he  does 
secure  this  benefit,  he  has  no  means  of 
paying  either  the  interest  or  the 
principal  of  the  loan.  Thus  the  forces 
affecting  capital  movements  to  and 
from  foreign  countries  are  constantly 
seeking  an  economic  balancing  of 
capital  requirements. 

Ill 

Results  When  Fundamental  Causes 
are  Disregarded.  Temporary  loans 


extended  for  war  purposes  or  emer¬ 
gencies,  as  already  stated,  may  violate 
these  fundamental  causes  of  the  flow  of 
capital,  but  no  long-time  and  con¬ 
tinued  extension  of  loans  can  be  made 
save  in  conformity  with  these  con¬ 
ditions.  Even  particular  industrial, 
public  utility,  and  railroad  loans, 
which  at  times  have  been  made  in  dis¬ 
regard  of  the  effect  of  capital  move¬ 
ments  upon  the  interests  of  the  nation, 
cannot  long  be  continued  on  a  large 
scale.  They,  too,  in  the  long  run,  are 
governed  by  the  same  economic  forces. 

Where  the  borrowing  nation  does  not 
employ  the  capital  for  development 
purposes,  obligations  are  increased 
without  a  corresponding  ability  to  in¬ 
crease  the  national  income.  Almost 
every  country  has  suffered  from  such 
exploitation,  particularly  in  its  earlier 
experiences.  Unprincipled  promoters 
have  succeeded  in  floating  loans  for  the 
development  of  a  new  country  which 
were  nothing  but  cleverly  devised 
swindling  schemes  for  profiting  their 
originators.  European  investors  re¬ 
member  with  regret  the  Putumayo 
and  San  Thome  flotations;  and  United 
States  investors,  the  Honduras  rail¬ 
way — all  schemes  of  unscrupulous 
promoters.  Compared  with  the  total 
foreign  investments,  these  losses  for 
the  United  States  investors  fortu¬ 
nately  have  been  small — relatively 
much  smaller  up  to  the  European  War 
than  the  losses  in  industrial  enter¬ 
prises  in  this  country. 

IV 

Opposition  to  Foreign  Loans.  But  no 
great  transitional  movement  resulting 
in  new  adjustments  in  the  economic 
life  of  a  nation  ever  takes  place  without 
strong  opposition.  Consequently,  it 
is  not  strange  that  when  a  nation  has 
reached  the  stage  in  its  financial 
development  where  it  begins  to  extend 
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large  loans  to  foreign  countries,  alarm 
is  expressed  for  the  safety  of  domestic 
enterprises.  Most  of  the  arguments 
against  the  export  of  capital  recently 
appearing  in  the  United  States  might 
almost  have  been  lifted  bodily  from  the 
political  and  press  protests  which 
appeared  in  England  75  years  ago. 
The  claim  is  made  that  confiscatory 
taxation,  regulation,  and  other  forms 
of  legislation  are  driving  capital  out  of 
the  country  and  that  the  future  mi¬ 
gration  of  capital  can  only  be  checked 
by  a  repeal  of  much  of  this  legislation. 
Not  a  few  political  speeches  have 
maintained  that  the  trade  stagnation 
in  1920  and  1921  can  largely  be  attrib¬ 
uted  to  this  flight  of  capital. 

The  two  most  important  objections 
offered  against  the  extension  of  foreign 
loans — around  which  most  other  ob¬ 
jections  are  developed — are  these: 

1.  In  financing  foreign  enterprises  and 
foreign  national  interests  we  are  assisting 
and  building  up  competition. 

2.  If  large  exports  of  capital  are  made, 
domestic  interest  rates  are  increased  and 
domestic  industry  is  correspondingly  pen¬ 
alized. 

The  answer  to  the  first  objection 
must  be  found  in  the  reasons  for  our 
international  financial  balance  and  the 
method  by  which  it  is  secured.  The 
item  of  first  importance  in  this  balance 
is  that  of  the  export  and  import  of 
goods.  The  common  assumption  is, 
as  earlier  intimated,  a  mutual  benefit 
arising  out  of  the  trade  in  the  two 
countries.  Properly  issued  foreign 
loans  enter  into  the  international 
balances,  as  these  capital  advances 
make  production  possible  in  the  bor¬ 
rowing  country. 

The  argument  against  making  loans 
abroad,  as  frequently  used  in  the 
United  States,  is  that  the  United 
States  is  self-sufficient.  If  there  is 
no  necessity  of  protecting  foreign 
sources  of  raw  supplies,  why  then  the 


need  of  linking  up  with  any  other 
nation?  Furthermore,  if  foreign  loans 
are  to  contribute  to  the  success  of 
foreign  industry,  whose  goods  or  serv¬ 
ices  will  compete  with  the  lending 
nation,  why  extend  the  loans? 

V 

Importance  of  Our  Foreign  Trade. 
The  claim  is  made  that  the  United 
States  exports  approximate  10  to  12 
per  cent  of  its  total  production.  Why 
not  merely  eliminate  this  small  loss 
and  readjust  industry  without  en¬ 
tangling  ourselves  or  placing  any 
further  dependence  on  foreign  trade 
for  our  national  development?  Strange 
as  it  may  seem,  this  antiquated  argu¬ 
ment  still  persists,  and  those  making  it 
do  not  seem  to  feel  it  necessary  to  go 
beyond  this  superficial  evidence  to 
support  their  argument. 

The  ratio  of  10  per  cent  as  used  here 
is  meaningless.  If  the  ratio  was  ap¬ 
plicable  to  the  more  important  prod¬ 
ucts  which  we  export,  some  signifi¬ 
cance  might  be  attached  to  it.  The 
contrary,  however,  is  the  case.  For 
example,  on  the  average,  for  the 
past  few  years,  50  per  cent  of  our 
cotton,  50  per  cent  of  our  copper,  40 
per  cent  of  our  tobacco,  25  per  cent  of 
our  wheat,  and  20  per  cent  of  a 
number  of  our  other  commodities  were 
annually  exported.  No  argument  is 
needed  to  emphasize  the  importance 
of  maintaining  the  exports  of  these  in¬ 
dustries.  The  agricultural  interests, 
who,  a  few  months  ago,  stood  aloof  and 
ignored  the  foreign  situation,  are  now 
fully  realizing  this. 

This  does  not  imply  that  agricultural 
exports  are  not  now  as  large  as  nor¬ 
mally,  at  least  for  some  products.  But 
what  will  be  the  situation  when  world 
production  reaches  normal?  Further¬ 
more,  business  has  been  coming  back 
to  normal  without  final  adjustment  to 
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conditions  in  Europe,  but  no  one  will 
deny  that  the  process  of  adjustment 
has,  on  that  account,  been  much  slower 
and  will  further  slow  up  unless  adjust¬ 
ments  are  made  in  that  continent. 

When  the  return  on  capital  exported, 
either  direct  or  indirect,  is  greater 
than  on  domestic  capital  investments 
of  equal  security,  capital  funds,  one 
need  hardly  argue,  will  flow  out  of  the 
country.  While  no  one  has  yet 
furnished  data  that  show  an  absolute 
parallel  between  trade  and  the  flow  of 
capital,  a  close  sympathetic  relation 
has  been  shown  to  exist.  The  con¬ 
tinuous  import  of  European  invest¬ 
ment  capital  into  this  country  during 
the  past  100  years  and  the  status  of  the 
trade  balance  is  evidence  of  this  fact. 
If  the  underwriting  investment  bankers 
of  foreign  loans  disregard  these  eco¬ 
nomic  forces,  credit  entanglements 
usually  follow  as  a  result  of  the  forcing 
of  further  loans  in  an  attempt  to 
correct  the  initial  mistakes  and  protect 
investments  already  made.  The  most 
interesting  illustration  of  a  nation  in 
this  predicament  is  the  position  in 
which  France  several  years  ago  found 
itself  in  relation  to  Russia.  Mis¬ 
directed  government  support  to  private 
enterprise  may  also  prove  equally 
burdensome.  Many,  for  example,  have 
questioned  the  loans  which  Brazil  has 
issued  for  the  purpose  of  supporting 
the  valorization  scheme  for  sustaining 
the  price  of  coffee. 

VI 

International  Loans  and  National 
Savings.  Further  evidence  of  the 
necessity  of  mutual  benefit  in  inter¬ 
national  lending  and  borrowing  must 
in  the  long  run  be  reflected  in  its 
relation  to  the  savings  of  both  coun¬ 
tries.  Savings  are  essential  both  for 
the  making  of  a  loan  and  its  repay¬ 
ment.  The  importance  of  this  for  a 


sound  issue,  often  overlooked,  is  due 
to  something  more  than  the  direct 
benefits  growing  out  of  trade  and 
services  between  the  countries  in¬ 
volved  in  the  loan. 

If  a  nation  extends  loans  beyond  the 
capacity  of  its  savings,  it  is  obviously 
exporting  capital  beyond  the  justified 
limit  of  its  ability  to  make  loans. 
Furthermore,  loans  extended  under 
these  circumstances  lead  to  inflation, 
with  the  attending  evil  consequences. 
Such  loans  might  well  be  termed 
“forced”  or  “pressure”  loans.  A 
lending  country  can,  then,  never  safely 
extend  loans  beyond  its  savings  and 
never  does  except  in  war  or  other  emer¬ 
gencies.  And  even  of  the  amount 
available  from  savings  a  sufficient 
amount  must  be  allowed  for  domestic 
needs.  Foreign  loans  made  at  a 
sacrifice  of  these  needs  lead  to  an 
ultimate  crippling  of  domestic  in¬ 
dustry.  To  lend  beyond  the  amount  of 
its  savings  also  means  a  future  sacrifice 
of  capital. 

It  is  also  evident  that  when  a 
country  is  able  to  advance  capital 
funds  to  other  countries,  it  must  have 
increasingly  large  capital  markets  as 
surplus  funds  increase.  To  this  ex¬ 
tent  the  creditor  nation  is  interested  in 
the  development  of  the  debtor  nation, 
in  order  that  it  may  be  enabled  to 
accumulate  savings.  The  fear  that 
competition  will  result  from  this  ad¬ 
vancement  of  capital  that  will  stifle 
home  industries  is  greatly  exaggerated. 
First,  with  the  gradual  increase  in 
manufactures  in  the  lending  country, 
new  markets  are  needed,  and  if  pro¬ 
vision  is  not  made  to  assist  in  the 
creation  of  these  markets,  its  develop¬ 
ment  must  be  checked  to  that  extent; 
secondly,  if  that  country  does  not  enter 
the  foreign  market,  other  nations  will 
make  the  capital  advances  and  com¬ 
petition  will  be  created  in  a  more 
difficult  form. 
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The  experience  of  the  United  States 
is  an  interesting  illustration  of  this 
point.  If  the  United  States  had  been 
forced,  in  the  various  stages  of  its 
development,  to  furnish  needed  capital 
entirely  out  of  its  own  earnings,  its 
development  would  have  been  very 
much  retarded.  Capital  imports  from 
European  countries  made  it  possible 
both  for  the  United  States  to  increase 
and  hasten  its  development,  and  for 
the  European  creditors  to  increase 
their  demand  for  the  products  of 
American  industry.  Without  these 
balancing  benefits,  no  justification  for 
European  investments  in  the  United 
States  would  have  existed. 

VII 

Undeveloped  Countries  as  Favored 
Borrowers.  When  two  or  more  coun¬ 
tries  approach  an  equality  in  the 
balance  in  trade,  services,  and  the 
ability  to  furnish  capital,  the  flow  of 
capital  continues  as  before,  but  com- 
petion  becomes  keener  and  the  price 
of  capital  is  usually  lowered.  While 
the  flow  of  funded  debt  between 
countries  always  fluctuates  with  in¬ 
terest  rate  changes,  between  nations  on 
the  so-called  equality  basis  it  is  more 
sensitive  to  the  slight  changes  in 
interest  rates  than  to  any  other 
surface  conditions.  One  must  not, 
however,  lose  sight  of  the  causes 
which  lie  back  of  interest  rates  them¬ 
selves. 

The  borrowing  nations,  except  in 
time  of  war  and  other  great  emer¬ 
gencies,  are  generally  those  countries 
with  undeveloped  resources  that  offer 
large  returns  to  lenders  of  capital. 
The  utilization  of  outside  capital  in 
these  countries  makes  for  such  quick 
development  that  the  nation  is  easily 
able  to  meet  the  relatively  high  interest 
rates.  The  history  of  transportation 
construction  in  the  United  States  is 


an  interesting  proof  of  wThat  foreign 
capital  can  do  for  the  development  of 
a  nation. 

In  proportion  to  the  population, 
wealth,  income,  etc.,  of  the  various 
countries  of  the  world,  the  future 
foreign  investments  of  the  United 
States  will  be  made  chiefly  in  the 
newer  countries.  Particularly  will 
these  loans  be  made  to  countries  of  the 
Western  Hemisphere.  Because  of  the 
long  delay  in  effecting  a  settlement 
in  Central  Europe  and  the  resulting 
economic  difficulties,  the  United  States, 
if  it  is  inclined  to  do  it,  can  continue  to 
make  loans  to  those  countries  for  some 
time  to  come.  This  assumes,  of  course, 
a  satisfactory  final  adjustment  in 
the  European  households  which  would 
warrant  the  extension  of  such  loans. 
But  even  here  the  shift  to  new  fields 
of  investments  will  have  to  be  made 
much  sooner  than  when  loans  are 
extended  to  undeveloped  countries. 

The  distribution  of  the  foreign  loans 
made  prior  to  the  recent  war  would 
clearly  seem  to  strengthen  this  con¬ 
tention.  Of  the  $500,000,000  of  Amer¬ 
ican  foreign  investments  in  1899, 
A.  T.  Bacon  estimated  that  all,  except 
the  $10,000,000  invested  in  Europe 
and  the  $5,000,000  invested  in  the 
Orient,  was  in  North  and  South 
American  countries.  C.  F.  Spear  esti¬ 
mates  that  of  $2,000,000,00*0  foreign 
holdings  in  1909,  approximately  three- 
fourths  were  investments  in  the  West¬ 
ern  Hemisphere.  Even  the  recent 
compilations  of  the  Guaranty  Trust 
Company  and  J.  P.  Morgan  and  Com¬ 
pany  furnished  to  the  Harvard  Com¬ 
mittee  of  Research  still  continue  to 
show  the  same  tendency.  In  1920  no 
Latin-American  loans  were  made  in 
the  United  States.  In  1921  one-half 
of  the  total  foreign  issues  and  in  the 
first  six  months  of  1922,  according  to 
the  compilations  of  the  federal  re¬ 
serve  statisticians,  more  than  three- 
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fifths  were  those  of  North  and  South 
American  countries. 

VIII 

Governmental  Attitude  Toward  For¬ 
eign  Loans.  Until  recent  years,  gov¬ 
ernmental  co-operation  and  assistance 
in  the  matter  of  foreign  loans  has,  in 
this  country,  compared  poorly  with  the 
attitude  of  some  European  govern¬ 
ments.  An  enlightened  policy  now 
seems  to  be  the  aim  of  the  depart¬ 
ments  of  the  government  having  to 
do  with  international  affairs.  It  is 
evident  to  all  that  since  the  govern¬ 
ment  will  be  called  upon  for  assistance 
in  case  of  political  or  other  compli¬ 
cations  which  may  affect  the  payment 
of  principal  or  interest  of  foreign  loans, 
it  must  exercise  some  supervision  in  the 
viseing  of  such  loans.  Government 
supervision  should  not  go  beyond 
looking  out  for  the  stability  of  the 
governments  and  proper  protection  of 
contracts  abroad  and  the  general 
welfare  at  home;  the  government 
should  not  assume  the  control  of  the 
distribution  of  foreign  securities.  To 
go  as  far  as  this,  the  government 
should,  in  justice,  guarantee  the  loans, 
and  such  guaranties  would  be  un¬ 
fortunate. 

Equally  objectionable  is  it  for  the 
government  to  require  that  the  loan 
shall  be  approved  by  it  if  the  proceeds 
of  the  loan  are  to  be  used  for  the 
purchase  of  materials  in  the  United 
States.  The  government,  however, 
should  take  the  precaution  to  see  that 
American  business  should  have  an 
equal  chance  with  contractors  of  other 
countries  in  making  bids.  If  the  loans 
are  extended  by  private  bankers  to 
private  bankers,  it  should  be  the  privi¬ 
lege  of  the  former  to  make  contracts 
requiring  purchase  of  materials  in  this 
country  if  so  desired.  While  some 
loans  might  well  be  made  with  this 


provision  in  the  contract,  in  general 
such  contracts  should  be  avoided. 
International  trade  and  finance  must, 
in  the  long  run,  stand  or  fall  by  the 
justification  of  their  own  economic 
existence. 

Trade  restrictions  and  tariffs  which 
have  been  increased  in  a  number  of 
countries  have  aggravated  the  com¬ 
plications  of  debt  payment.  These 
attempts  at  trade  control  are  exercised 
in  a  number  of  ways;  such  as  a  limit 
to  the  amount  of  a  commodity  ex¬ 
ported  or  imported,  a  license  charge  for 
exports  and  imports,  increase  in  the 
tariff  duties,  etc.  But,  whatever 
method  of  restriction  is  adopted,  the 
one  purpose  is  to  secure  advantage  at 
the  expense  of  the  other  country.  If  it 
were  not  for  the  seriousness  of  the 
situation,  many  of  the  arguments 
advanced  for  these  restrictions  would 
be  humorous.  How  a  one-sided  trade 
— whether  between  two  or  more  par¬ 
ties — can  be  sustained  does  not  seem 
worth  considering  to  these  advocates 
of  international  trade  restrictions. 

The  most  effective  service  the  gov¬ 
ernment  can  give  private  business  in 
the  international  field  is  assistance  in 
investigation.  Conditions  affecting  the 
political  status,  the  character  and  sta¬ 
bility  of  revenues  and  expenditures, 
business  integrity,  etc.,  of  foreign  coun¬ 
tries  should  be  best  known  over  a  series 
of  years  to  our  diplomatic  and  consular 
services.  The  proper  national  treaties 
and  agreements  which  are  preliminary 
essentials  to  obtaining  the  most  effec¬ 
tive  security  for  foreign  loans  should, 
of  course,  be  made  a  permanent  policy, 
apart  from  any  particular  loan. 

Though  no  denial  can  be  made  of 
this  new  order  in  government  taxation 
and  regulation,  it  never  seems  to  occur 
to  the  advocates  of  this  theory  that 
the  same  handicaps  are  being  placed 
upon  capital  elsewhere.  Furthermore, 
while  these  factors  no  doubt  do  force 
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the  exodus  of  capital  for  temporary 
periods,  economic  forces  eventually 
compel  a  readjustment  and  leveling 
up  in  the  distribution  of  world  funds. 

IX 

American  Foreign  Trade  Balance. 
From  the  very  first  establishment  of 
the  colonies  in  the  United  States, 
European  capital  has  been  invested 
in  large  amounts  in  this  country  and 
the  United  States  has  held  at  least 
some  small  amount  of  foreign  securi¬ 
ties.  While  the  flow  of  capital  has  been 
continuous,  the  amount  of  the  flow 
has  greatly  varied.  Under  periods  of 
stress  it  has  been  temporarily  stopped. 
Up  to  the  late  seventies  of  the  last 
century,  the  almost  continuous  excess 
of  visible  imports  over  exports  clearly 
reflected  the  excess  amount  of  capital 
which  was  imported.  Though  the 
invisible  items  entering  into  this  ad¬ 
justment  of  the  balance  would  cut  the 
excess  considerably,  they  were  not 
enough,  from  all  general  evidence 
available,  to  offset  the  balance.  Follow¬ 
ing  the  Civil  War,  United  States  ocean 
carriers  almost  disappeared,  which 
resulted  in  greater  freight  outlays. 
Emigrants  who  had  been  coming  in 
by  ten  thousands  soon  came  by  the 
hundred  thousands.  This  meant  in¬ 
creased  remittances  to  Europe.  For¬ 
eign  travel  after  the  late  seventies 
rapidly  developed  and  larger  amounts 
were  spent  abroad.  As  a  result  of 
these  changes  and  many  others,  larger 
exports  in  goods  were  needed.  These 
exports  have  been  predominantly  in 
agricultural  products  and  will  con¬ 
tinue  to  be  for  some  time  to  come. 

Save  for  the  slight  excess  of  exports 
in  nine  isolated  years  and  the  half- 
dozen  years  following  the  panic  of 
1837,  which  resulted  from  the  dis¬ 
trust  caused  by  wild  land  speculation 
and  ill-advised  canal  construction, 


imports  in  merchandise  predominated 
till  the  late  seventies.  With  the  in¬ 
clusion  of  silver  and  gold  movements, 
exports  by  the  late  fifties  were  in  ex¬ 
cess.  An  excess  of  export  of  goods 
from  this  time  on,  except  for  the  Civil 
War  years,  became  the  normal  con¬ 
dition  in  the  international  trade  bal¬ 
ance.  The  United  States  by  this  time 
had  reached  a  size  in  which  the  bal¬ 
ances  in  the  export  of  goods  had  to  be 
larger  to  offset  the  increased  adverse 
invisible  balances,  especially  the  in¬ 
crease  in  dividend  and  interest  pay¬ 
ments,  service  fees,  freight  charges 
paid  to  foreigners,  etc.  The  occasional 
excess  of  imports  after  1878  could  be 
largely  attributed  to  the  importation 
of  a  relatively  large  amount  of  capital, 
as  in  1888  and  1909.  In  other  years, 
as  in  1889,  the  exports  of  goods  were 
used  in  the  repurchase  of  securities. 
While  such  repurchases  do  not  rep¬ 
resent  foreign  securities  purchased  by 
the  United  States,  the  repurchase  does 
necessitate  a  payment  to  the  foreign 
country  as  in  the  purchase  of  foreign 
securities,  which,  usually  in  both  cases, 
is  in  the  form  of  goods. 

X 

American  Trade  Balance,  1893-191 1+. 
The  financial  setback  of  1893  which 
checked  new  European  investments 
and  stopped  the  payment  of  interest 
and  dividends  on  securities  held  abroad 
curtailed  merchandise  exports.  The 
more  immediate  factors,  however,  af¬ 
fecting  the  curtailment  of  European 
purchases  of  our  securities  were  the 
defaults  and  receiverships  of  1893 
which  created  a  temporary  loss  of  con¬ 
fidence  in  United  States  securities. 
The  severity  of  the  panic  likewise  cur¬ 
tailed  the  tourist  expenditures,  emi¬ 
grant  remittances  abroad,  etc.  The 
setback  to  the  foreign  security  market 
was  somewhat  hidden  by  the  demand 
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for  our  products  because  of  crop  short¬ 
age  in  Europe  from  1890  to  1894, 
though  large  exports  of  gold  were 
needed  to  settle  balances.  A  con¬ 
siderable  amount  of  these  gold  exports 
was  used  for  the  repurchase  of  our  own 
securities  held  abroad.  The  exports  of 
gold  not  only  meant  a  check  on  the 
importation  of  new  capital  but  a 
drain  of  gold  to  replace  capital  pre¬ 
viously  borrowed.  Also  following  upon 
the  heels  of  this  setback  of  industry  was 
the  revival  of  the  silver  inflationist 
movement,  which  further  alarmed 
European  investors.  With  the  de¬ 
cisive  rejection  of  the  partial-repudi¬ 
ation  idea  championed  by  the  silver 
party  and  the  rapid  recovery  from  the 
depression,  the  confidence  of  Europe 
in  our  securities  gradually  returned. 

The  large  increase,  however,  in  the 
value  of  merchandise  export,  due  both 
to  increased  production  and  prices, 
was  not  accompanied  by  an  equivalent 
increase  in  investments  in  the  United 
States  by  European  investors.  On  the 
contrary,  a  very  considerable  amount 
of  securities  were  returned  to  the 
United  States.  The  New  York  Journal 
of  Commerce  estimated  on  June  30, 1899, 
that  $375,000,000  of  securities  had 
been  returned  to  the  United  States 
within  the  previous  eighteen  months. 

From  1896  to  1914,  the  average 
excess  of  export  of  goods  was  $500,- 
000,000  a  year,  and  the  excess  of  gold 
and  silver  exports  $8,000,000  a  year. 
With  the  steady  increase  of  the  price 
level  through  the  period,  the  increase 
in  the  physical  volume  of  exports, 
while  expanding,  was  relatively  not  as 
large  as  the  increase  in  their  value. 
This,  of  course,  would  not  necessarily 
affect  the  amount  of  capital  exported. 

XI 

Repurchase  of  Foreign-Held  Amer¬ 
ican  Securities.  The  condition  of  our 


international  investment  market  briefly 
described  in  the  foregoing  paragraphs 
prevailed  until  the  war  of  1914-1918. 
The  sudden  shift  in  these  conditions 
brought  about  by  the  abnormal  situ¬ 
ation  created  within  a  few  months 
after  the  outbreak  of  the  war  in  inter¬ 
national  trade  and  finance  is  now 
common  knowledge.  The  Allies,  whose 
industries,  as  far  as  possible,  were  con¬ 
verted  for  the  production  of  war 
materials,  and  whose  agricultural  labor 
was  diverted  to  the  armies,  created  an 
abnormal  demand  for  goods.  With  no 
goods  produced  for  export,  or  a  very 
limited  amount  at  most,  other  forms 
of  payment  had  to  be  made  for  the 
excess  balance  against  Europe  from 
1914  to  1920  (the  year  credit  extensions 
were  dropped)  of  $18,000,000,000.  The 
principal  source  of  this  adjustment 
directly  concerned  with  foreign  in¬ 
vestments  was: 

1.  The  return  to  the  United  States  of 
securities  held  in  Europe. 

2.  The  advance  of  private  and  public 
credit. 

A  great  many  individuals  made  the 
claim  early  in  the  war,  particularly  in 
view  of  the  large  amount  of  securities 
returned  to  this  country,  that  the 
United  States  would  become  the 
world’s  chief  creditor  nation  because  of 
its  ability  to  repurchase  its  own  secur¬ 
ities.  The  parallel  was  also  frequently 
drawn  that  a  nation,  like  a  private 
business,  must  seize  its  opportunity 
on  such  occasions,  if  it  is  to  forge  ahead 
as  a  creditor  nation.  No  one  would 
ever  deny  this  general  proposition 
when  the  parallel  applies.  It  is  doubt¬ 
ful  whether  it  did  apply  in  this  in¬ 
stance.  A  private  business  which  is 
justified  in  seizing  a  new  opportunity 
will  resort  to  its  banker  for  funds  to 
finance  its  undertaking,  as  the  firm  is 
not  likely  to  have  the  ready  funds  for  a 
project  of  any  size.  To  draw  a  direct 
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parallel  with  a  nation  as  a  whole  (not 
the  government),  funds  would  have 
to  be  secured  from  some  other  nation. 
This  is  exactly  what  the  United  States 
has  been  doing  for  the  past  100  years 
in  order  to  seize  the  opportunities  in 
its  own  development.  But  this  is 
quite  contrary  to  the  argument  of 
the  contention  alluded  to.  The  claim, 
properly  stated,  means  that  a  nation 
must  provide  its  own  cash,  i.e .,  the 
surplus  saved  out  of  its  own  earnings 
must  be  provided,  to  seize  the  oppor¬ 
tunity.  A  business  providing  funds 
out  of  its  own  earnings  is  the  direct 
parallel. 

The  repurchase  of  securities  from 
1915  to  1918  was  not  a  new  experience. 
Following  every  period  since  1830 
either  of  depression  and  unusual  con¬ 
ditions  abroad  or  lack  of  confidence 
in  the  United  States,  large  repurchases 
of  our  securities  have  taken  place. 
For  example,  during  as  early  a  period 
as  the  Civil  War  (1861-1864)  more 
than  $200,000,000  of  securities  were 
returned.  Likewise,  as  previously 
suggested,  in  the  boom  period  of 
1899,  The  New  York  Journal  of  Com¬ 
merce  estimated  a  return  of  $375,000,- 
000  of  securities  for  the  previous 
eighteen  months.  Some  public  dis¬ 
cussion  has  always  taken  place  in  these 
periods  of  reactions  as  to  the  possi¬ 
bility  of  the  United  States  assuming 
the  role  of  a  creditor  nation,  though 
at  no  period  has  the  United  States 
played  this  role  so  effectively  as  in 
the  recent  experience.  Nevertheless, 
though  expectations  were  disappointed, 
each  of  those  experiences  found  the 
nation  a  step  further  advanced  toward 
the  position  of  creditor. 

XII 

Foreign  Borrowings  Since  1915.  The 
private  foreign  bond  issues  floated  in 
this  country  during  the  war  period 


prior  to  1915  were  quite  insignificant 
and  after  the  United  States  entered 
the  war,  they  practically  ceased. 
During  the  war  period  of  1917-1918, 
foreign  advances  were  made  by  the 
United  States  government.  The  total 
government  advances  approximated 
$10,000,000,000.  Except  for  the  pay¬ 
ment  of  a  part  of  the  interest  charges, 
the  government  advances  have  re¬ 
mained  unchanged,  though  the  ad¬ 
justment  of  the  method  of  payment  of 
the  British  debt  will  probably  be 
made  before  long.  Just  what  their 
aggregate  effect  has  been  on  the  foreign 
investment  situation  it  is  difficult  to 
say.  These  funds  were  raised  in  this 
country  and  advanced  to  the  Allies  and 
the  length  of  the  period  for  which  the 
debts  continue  will  of  course  determine 
the  availability  of  these  funds  for  new 
investments.  The  adjustment  which 
the  Allies  make  will  also  have  a  bearing 
on  what  our  government  may  do  with 
its  war  debt.  Interest  payments  alone, 
when  fully  met,  will  have  an  important 
effect  on  the  settlement  of  trade  bal¬ 
ances.  To  make  these  adjustments 
without  inflation  in  the  United  States 
will  be  no  small  problem. 

Any  conclusions  from  an  analysis 
of  security  flotations  since  January  1, 
1919,  as  to  their  being  a  reflection  of 
the  future  foreign  investment  ability 
of  the  United  States,  must  be  made 
with  a  good  deal  of  caution.  In  the 
first  half  of  the  period  of  January  1, 
1919,  to  January  1,  1923,  an  abnormal 
demand  for  goods  and  raw  materials 
still  prevailed,  with  prices  continuing 
upward  until  the  first  quarter  of  1920. 
These  conditions  created  an  excessive 
purchasing  power  which  enabled  the 
country  to  buy  a  large  amount  of  both 
domestic  and  foreign  securities. 

As  a  result,  extravagant  statements 
were  made  as  to  the  position  which  the 
United  States  wTould  occupy  in  foreign 
trade  and  finance.  The  phenomenal 
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had  seemingly  happened  when  the 
United  States  secured  leadership  in  a 
few  months.  But  the  usual  and  not  the 
unusual  had  really  occurred.  And 
while  there  has  necessarily  been  some 
advance,  particularly  in  awakening  an 
interest  in  and  changing  the  attitude 
toward  foreign  trade,  a  permanent 
position  in  world  trade  is  not  attained 
so  easily,  but  must  be  secured  by  care¬ 
fully  laid  plans  and  energetic  efforts. 
Moreover,  the  slow  functioning  of 
governmental  agencies  and  the  ad¬ 
herence  of  business  to  old  practices  do 
not  permit  a  nation  to  embrace  quickly 
the  many  opportunities  offered  under 
such  abnormal  conditions. 

Too  often,  as  already  stated,  we  look 
forward  to  control  in  world  trade  with 
utter  disregard  of  the  fundamental 
economic  requirements  underlying  such 
control.  The  factors,  also,  which  cause 
such  world-wide  liquidation  as  has 
taken  place  in  the  last  two  years  have 
been  as  effective  as  those  which  built 
up  our  huge  balances.  How  those  who 
prophesied  this  immediate  world-con¬ 
trol  could  conceive  of  the  abnormal 
war  balances  in  credits  and  goods  be¬ 
coming  suddenly  permanent  exchanges 
of  the  same  size  on  a  peace  footing  has 
never  been  satisfactorily  explained. 
Some  of  the  errors  made  in  the  hasty 
j  financing  of  new  issues  clearly  reflect 
this,  though  the  temporary  ups  and 
downs  of  price  quotations  of  sound 
j  issues  due  to  political  confusion  should 
not  disturb  us.  The  most  unfortunate 
results,  however,  occurred  in  the 
current  financing  of  foreign  trade, 
causing  the  withdrawal  of  a  large 
number  of  American  banking  insti¬ 
tutions  from  the  foreign  field. 

XIII 

Statistical  Data  on  American  In¬ 
vestments  Abroad.  Attention  should 
be  called  to  the  fact  that  the  new 
foreign  issues  floated  in  this  country 


from  1919  to  1920  exceeded  the  foreign 
loans  paid  off  in  these  two  years  to  the 
United  States.  The  excess  would  be 
offset  by  the  net  export  of  capital  in 
other  forms  and,  while  the  total  was 
small,  the  estimate  of  $780,000,000  by 
John  H.  Williams  is  significant  when 
viewed  in  the  light  of  the  economic 
uncertainty  and  political  unrest. 

The  Guaranty  Trust  compilations 
of  the  total  issues  for  1921  were  placed 
at  $655,000,000,  with  funded  ma¬ 
turities  at  $255,000,000.  Of  the  total 
issues,  somewhat  less  than  one-fifth 
were  for  corporate  purposes.  Except 
for  $8,500,000  all  the  corporate  issues 
were  Canadian  corporation  bonds. 
Considering  the  other  forms  of  capital 
export  for  the  year,  the  net  balance  of 
capital  export  for  1921  was  probably 
between  $450,000,000  and  $500,000,000. 

The  total  issues  for  the  first  six 
months  of  1922  were  placed  by  federal 
reserve  statisticians  at  $532,648,000. 
The  figures  for  the  last  six  months  of 
the  year  are  not  yet  available  as  this 
article  goes  to  press.  The  figures  for 
the  first  six  months  were  in  excess  of 
the  total  figures  of  strictly  foreign 
security  issues  for  any  one  of  the  years 
1919,  1920,  and  1921.  As  the  political 
complications  abroad  in  the  last  six 
months  have  delayed  world  adjust¬ 
ments,  a  material  slowing  up  in  the 
new  foreign  issues  will  be  shown  for  the 
last  six  months  of  1922.  Comparing 
the  total  issues  from  1919  to  1922 
with  the  estimates  of  total  foreign 
funded  holdings  of  the  United  States  in 
1899  and  1909,  as  shown  in  the  tables 
on  page  334,  we  have  rather  positive 
evidence  of  the  growth  and  the  possible 
future  in  foreign  investment  holdings 
in  this  country. 

Undoubtedly  the  beginning  of  a  new 
era  in  our  foreign  investment  position 
has  been  reached,  but  just  how  far  it 
has  advanced  cannot  be  estimated 
until  European  adjustments  have  been 
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ESTIMATED  FOREIGN  INVEST¬ 
MENTS  OF  THE  UNITED  STATES 
FROM  1899  TO  1920 


$500,000,000  (Year  1899)  by  A.  T.  Bacon 
$1,500,000,000  (Year  1909)  by  George 
Paish 

$1,750,000,000  to  $2,000,000,000  (Year 
1909)  by  Charles  F.  Spear 
$9,659,834,649  (March  1,  1920)  (U.  S. 
government  advances  to  allies)  by 
Guaranty  Trust  Company  of  New  York 
$2,143,790,167  (March  1,  1920)  (Total 
outstanding  issues  privately  under¬ 
written)  by  Guaranty  Trust  Company 
of  New  York 


TOTAL  NEW  ISSUES,  1919-1922 
(Not  Including  Government  Advances)* 


Year 

Total 

Amount 

Refunded 

Maturities 

1919 . 

$436,000,000 

506,000,000 

655,000,000 

$515,000,000 

571,125,000 

255,000,000 

1920 . 

1921 . 

First  Six 
Months  of 
1922 . 

$532,648,000 

worked  out.  When  these  adjustments 
have  been  made,  temporary  reactions 
can  well  be  anticipated,  but  they  will 
not  detract  much  from  the  final  posi¬ 
tion  the  United  States  will  occupy  in 
the  next  two  decades  as  a  creditor 
nation. 

In  conclusion,  it  is  well  to  remember 
that  while  the  nation  has  no  doubt 
moved  forward  toward  a  position  of 
creditor,  the  great  government  war 
advances  to  the  Allies  must  not  be 
taken  as  indicative  that  a  new  mile¬ 
stone  has  been  reached  in  our  perma¬ 
nent  power  to  carry  on  new  foreign 
financing.  There  is  much  financing 
of  new  developments  yet  to  be  made 
in  the  United  States.  On  the  other 
hand,  it  must  also  be  recognized  that 
after  a  certain  point  in  national  devel¬ 
opment  has  been  reached,  a  nation,  for 
its  own  best  interest,  must  assist  in 
the  building  up  of  the  lesser  developed 
nations.  Without  this  growth  of  other 
nations,  essential  expanding  markets 
are  not  available.  Consequently  for¬ 
eign  investments  will  become  in¬ 
creasingly  important  to  this  country. 


IMPORT  OF  SECURITIES  ISSUED  ABROAD  AND  OF  FOREIGN-HELD 

AMERICAN  SECURITIES  f 


1919 

1920 

1921 

Imports  of  foreign  currency  stocks  and 
bonds  issued  abroad  but  sold  in  this 
country . 

$39,061,000 

$480,744,000 

$100,306,000 

Imports  of  American  securities  formerly 
held  abroad . 

194,609,000 

258,438,000 

32,257,000 

Total . 

$233,670,000 

$739,182,000 

$132,563,000 

*  These  estimates  do  not  include  the  advances  made 
to  subsidiaries  of  American  corporations.  The  ma¬ 
turity  figures  are  those  compiled  by  John  H.  Williams. 

t  The  above  table  is  a  compilation  made  by  John  H. 
Williams  for  The  Harvard  Review  of  Economic  Statis¬ 
tics.  The  compilation  is  based  on  a  questionnaire 
submitted  to  46  New  York  banks. 


With  the  growth  of  manufactures  and 
the  gradual  increase  of  the  export  of 
manufactured  products,  the  problem 
of  permanent  foreign  financing  must 
more  and  more  require  our  attention. 


THE  SURPLUS  OF  CORPORATIONS 


V— THE  DISTRIBUTION  OF  SURPLUS 
BY  PAUL  W.  PINKERTON* 


THE  corporate  surplus  is  distrib¬ 
uted  to  the  stockholders  in  the 
form  of  dividends.  Such  distributions 
may  ordinarily  be  made  by  the  board 
of  directors  whenever  there  is  sufficient 
surplus  so  that  the  declaration  of  the 
dividend  will  not  “impair  the  capital” 
of  the  company.  Impairing  the  capital 
of  a  company  with  par  value  shares 
means  reducing  the  net  worth  to  less 
than  the  par  value  of  the  outstanding 
stock.  In  the  case  of  a  company  with 
no-par-value  stock  the  courts  have 
not  passed  on  enough  cases  to  permit 
of  the  formulation  of  a  definite  rule, 
but  it  is  thought  that  impairment 
would  result  in  some  states  when  the 
net  worth  is  reduced  below  the  amount 
for  which  the  stock  was  originally 
issued,  while  in  other  states  the 
opinion  is  that  no  impairment  results 
until  the  net  worth  has  been  reduced 
below  a  stated  amount  per  share  pre¬ 
scribed  by  the  statute.  In  New  York 
this  stated  amount  is  $5  per  share. 

Generally  speaking,  a  dividend  is 
legal  if  after  its  payment  the  net  worth 
of  the  corporation  remains  at  least  the 
par  value  of  the  capital  stock,  but  this 
is  not  wholly  accurate. 

It  is  difficult  to  state  concisely  a  rule  for 
determining  the  legality  of  a  dividend, 
partly  because  of  the  various  sources  of 
surplus,  and  partly  because  of  the  diversity 
of  judicial  decisions  governing  the  matter. 
It  is  sometimes  stated  that  dividends  can  be 
paid  only  from  profits,  but  this  is  not  an 
exact  statement  because  the  law  allows  a 
corporation  to  distribute  in  the  form  of 
dividends  any  premium  which  may  have 

*  Member  of  the  firm  of  Coffield,  Sanders  and 
Company,  Certified  Public  Accountants,  Indianapolis, 
Indiana. 


been  paid  to  the  company  on  its  stock.  It 
is  true  that  the  directors  should  not  de¬ 
ceive  the  stockholders  by  allowing  them  to 
believe  that  the  dividend  was  provided  by 
profits,  but  this  is  a  question  of  ethics 
and  not  of  law. 

Nor  is  the  statement  correct  that 
dividends  can  be  paid  only  from  surplus, 
which  means  that  after  the  dividend  has 
been  paid  there  must  be  actual  net  assets 
equal  to  the  capital  stock.  For  instance,  if 
the  development  or  organization  expense 
is  still  carried  on  the  books  as  an  asset,  it 
is  not  imperative  that  it  shall  be  written 
off  before  a  dividend  is  paid,  provided  a 
reasonable  portion  of  it  is  canceled  and  the 
course  of  the  business  justifies  the  carrying 
of  the  remainder  as  a  deferred  charge.1 

II 

Special  Conditions.  One  limitation 
seems,  however,  to  be  definitely  placed 
upon  the  right  of  boards  of  directors  to 
declare  dividends  out  of  surplus. 
This  is  that  any  amount  of  surplus 
which  results  from  the  setting  up  on 
the  books  of  appreciation  in  the  values 
of  assets  or  of  unrealized  profits  is  not 
properly  distributable  in  dividends. 
In  this  fact  is  found  the  basis  for  the 
insistence  on  the  part  of  accountants 
that  such  surplus  shall  be  specially 
earmarked  on  any  financial  statement 
which  may  be  prepared,  as  otherwise 
stockholders  and  prospective  investors 
might  be  deceived  as  to  the  dividend¬ 
paying  possibilities  of  the  corporation. 

The  rule  that  dividends  must  not  be 
declared  unless  the  net  worth,  ex¬ 
clusive  of  appreciation,  will  after  the 
declaration  equal  or  exceed  the  capital 
stock,  applies  in  this  country  to  cor- 

1  Seymour  Walton,  “Advanced  Accounting,"  p.  A271. 
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porations  which  have  sustained  losses 
by  which  the  capital  has  already  been 
impaired.  The  impairment  of  capital 
must  be  wiped  off  the  books  by  earn¬ 
ings,  assessments  (when  legal),  or 
voluntary  contributions,  and  the  net 
worth  be  brought  back  to  more  than 
the  par  value  of  the  capital  stock, 
before  dividends  are  proper.  The  rule 
in  England  is  to  the  opposite  effect,  and 
dividends  may  be  paid  for  any  period 
in  which  a  profit  has  been  earned. 

There  is  an  exception  to  the  general 
rule  regarding  impairment  in  the  case 
of  corporations  operating  natural  re¬ 
sources  such  as  mines,  quarries,  oil 
wells,  timber  tracts,  etc.  It  is  con¬ 
sidered  that  any  such  corporation  is 
organized  for  the  definite  purpose  of 
working  out  to  exhaustion  the  re¬ 
sources  acquired  with  the  capital  stock 
or  the  proceeds  of  the  sale  of  the  capital 
stock,  and  that  this  exhaustion  is  the 
object  of  the  corporate  operations.  In 
such  cases  it  is  held  that  it  is  not 
necessary  for  the  corporation  to  re¬ 
tain,  until  its  activities  are  completely 
finished,  the  money  put  in  by  the 
stockholders,  but  that  “if  the  company 
retains  assets  sufficient  to  pay  its 
debts  .  .  .  there  is  nothing  whatever 
in  the  Act  to  prevent  any  excess  of 
money  obtained  by  working  the  prop¬ 
erty  over  the  cost  of  working  it  from 
being  divided  amongst  the  stock¬ 
holders.”2  This  is  from  an  English 
decision.  While  American  cases  have 
not  always  been  so  broad,  it  is  thought 
that  all  of  them  allow  the  return  of 
capital  at  least  to  the  proportionate 
extent  to  which  the  resource  operated 
has  been  depleted. 

Ill 

Dividends  Out  of  Capital.  The 
declaration  of  dividends  by  which 
capital  is  impaired  “is  contrary  to  law, 

•Leer.  Neuohatel  Asphalt  Co.,  L.R.  41  Ch.D.  1  (1889). 


usually  involves  a  personal  liability  by 
the  parties  responsible,  and  in  many 
states  involves  a  criminal  liability  as 
well.  .  .  .  and,  should  the  company 
become  insolvent,  the  stockholders  who 
receive  such  dividends  may  be  com¬ 
pelled  to  make  restitution.”3  But  it 
sometimes  seems  necessary,  in  order  to 
maintain  the  reputation  of  the  business, 
that  dividends  be  declared.  In  such 
cases,  in  those  states  which  do  not 
impose  a  criminal  liability  on  the 
directors  making  such  a  declaration, 
there  seems  to  be  no  reason  why  they 
should  not  make  distributions  if  they 
are  willing  to  assume  the  personal 
financial  responsibility  for  the  return 
of  the  money  in  case  the  corporation 
becomes  insolvent.  But  when  they 
do  make  such  illegal  declarations  it  is 
well  for  them  to  explain  to  the  recipi¬ 
ents  that  the  dividend  is  not  out  of 
profits,  in  order  that  future  sales  of 
stock  or  other  transactions  may  not 
seem  to  be  based  on  fraud. 

The  writer  recalls  the  case  of  a 
partnership  which  had  been  incor¬ 
porated  in  order  to  secure  a  com¬ 
paratively  small  amount  of  additional 
capital.  The  stock  was  sold  to  friends 
of  the  former  partners,  and  might 
perhaps  have  been  almost  as  easily  pro¬ 
cured  by  straight  loans.  Owing  to 
general  economic  conditions,  the  first 
year  after  incorporation  showed  a  loss. 
Those  in  charge  felt  it  desirable  to  pay 
to  the  new  investors  a  dividend  of  at 
least  as  much  as  they  would  have  been 
paid  had  their  investments  been  in  the 
form  of  loans  rather  than  stock  pur¬ 
chases.  A  prominent  corporation  at¬ 
torney  advised  the  directors  that  they 
might  make  the  distribution  if  they 
cared  to  assume  the  personal  financial 
liability.  He  suggested  the  sending  of 
the  following  letter  with  the  dividend 
checks : 

8  Conyngton,  Bennett,  and  Pinkerton,  “Corporation 
Procedure,"  p.  423. 
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We  are  pleased  to  enclose  you  herewith 
our  check  for  $120,  which  is  6  per  cent  on 
the  amount  of  your  common  stock.  As 
you  know,  the  Astoria  branch  has  been  sold, 
hence  our  cash  on  hand  is  sufficient  to 
enable  us  to  make  this  payment. 

The  Homewood  branch  has  had  a 
reasonably  good  year,  but  due  to  the  con¬ 
ditions  at  the  other  branches  the  operations 
of  the  combined  offices  have  resulted  in  a 
deficit.  This,  of  course,  was  not  unlooked 
for  in  view  of  the  general  business  de¬ 
pression. 

The  check  enclosed  can  be  considered 
as  rather  a  payment  out  of  capital  than 
out  of  surplus,  and  is  in  accordance  with 
the  action  of  the  Directors  at  the  meeting 
on  January  24. 

In  his  written  opinion  on  the  matter 
he  said : 

You  need  feel  no  hesitancy  in  following 
out  the  suggested  program.  .  .  .  The  prin¬ 
cipal  thing  is  to  make  it  clear  that  the 
payment  is  not  a  dividend  out  of  earnings, 
but  out  of  capital. 

The  payment  was  charged  to  “Ad¬ 
vance  Payments  on  Dividends  Not 
Earned  or  Declared,”  and  stood  on 
the  books  as  an  asset  in  the  nature  of 
accounts  receivable — whether  from  the 
directors  or  from  the  recipients  of  the 
payments  was  not  specified — until  the 
end  of  the  following  year,  when  the 
j  corporation  had  acquired  a  real  surplus 
and  was  able  to  declare  a  legal  divi¬ 
dend.  At  that  time  these  “  advances  ” 
were  deducted  from  the  dividend  so 
declared,  so  that  all  stockholders 
shared  alike  in  the  total  of  the  two  dis¬ 
tributions,  which  was  then  charged 
against  surplus. 

The  stockholders  to  whom  the  first 
payments  were  not  made  could  have 
waived  permanently  their  rights  to 
them,  if  they  had  so  wished. 

IV 

Equality  of  Dividends.  It  is  an 
absolute  rule  that  each  share  of  stock 


is  entitled  to  the  same  amount  of 
dividend  as  every  other  share  of  the 
same  class.  Stock  preferred  as  to 
dividends,  of  course,  receives  its  divi¬ 
dends  before  any  are  paid  on  the  com¬ 
mon  stock,  but  it  is  not  allowable  to 
pay  a  larger  dividend  on  one  share  of 
any  class  than  on  another  of  the  same 
class.  If  there  are  two  issues  of  pre¬ 
ferred  stock,  the  second  may  perhaps 
be  made  senior  or  junior  to  the  first,  in 
which  case  the  two  issues  constitute 
two  separate  classes  and  might  receive 
different  rates  of  dividend  without 
violation  of  the  rule. 

It  will  be  seen  from  the  above  rule 
that  a  share  of  stock  issued  by  a  cor¬ 
poration  December  26  would  partici¬ 
pate  as  fully  in  a  dividend  declared  in 
the  following  month  as  would  a  share 
of  stock  which  had  been  issued  im¬ 
mediately  after  the  declaration  of  the 
last  previous  dividend,  perhaps  a  year 
previous.  This  is  proper,  because 
dividends,  even  on  preferred  stock 
with  a  fixed  dividend  rate,  do  not 
accrue  from  day  to  day  as  does  bond 
interest. 

Preferred  stock  is  increasingly  looked 
on  more  as  the  evidence  of  a  loan  to 
the  business  and  less  as  the  evidence 
of  a  proprietary  interest  in  the  business. 
Originally  thought  of  merely  as  a 
special  type  of  stock  holding,  it  is  be¬ 
coming  less  like  common  stock  and 
more  closely  resembling  a  bond.  Many 
certificates  of  preferred  stock  now  bear 
some  such  condition  of  dividend  pay¬ 
ment  as: 

The  preferred  stock  represented  by  this 
certificate  is  entitled  to  an  annual  dividend 
at  the  rate  of  seven  (7)  per  cent  from  the 
date  of  issue  of  this  certificate,  payable  out 
of  the  net  profits  of  the  company  before 
any  dividend  is  payable  on  the  common 
stock. 

In  such  cases  the  dividend  is  cal¬ 
culated  as  interest  would  be,  from  the 
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date  of  the  issue  of  the  stock  by  the 
corporation.  As  the  “accrued"  divi¬ 
dend,  therefore,  is  fixed  by  the  date 
of  issue  and  would  be  different  for 
different  issues,  this  provision  and 
procedure  would  seem  to  be  a  violation 
of  the  law  requiring  uniformity  of 
dividends  on  stock  of  the  same  class. 
The  procedure  is,  however,  justified 
by  attorneys  who  organize  such  cor¬ 
porations  on  the  theory  that  individual 
stockholders  may  waive  dividends  if 
they  wish,  and  that  the  purchase  of 
later  issues  of  the  stock  on  these  con¬ 
ditions  constitutes  such  a  waiver  of  a 
part  of  the  dividend.  Another  theory 
is  that  the  stock  may  be  considered  as 
being  sold  above  par  to  the  extent 
of  the  amount  of  dividend  sacrificed, 
as  in  the  following  example. 

Six  per  cent  preferred  stock  with 
such  a  provision  purchased  for  par  on 
February  1  draws  on  July  1  a  dividend 
of  only  £1'2  per  cent  instead  of  the 
3  per  cent  semiannual  dividend  which 
it  will  draw  thereafter.  This  may  be 
considered  as  a  purchase  for  lOO1^ 
of  a  stock  drawing  a  full  3  per  cent 
semiannual  dividend,  the  per  cent 
being  used  to  pay  the  balance  of  the 
subscription  price  which  the  stock¬ 
holder  did  not  pay  at  the  time  of 
purchase.  In  other  words,  it  is  con¬ 
sidered  that  the  law  is  for  the  pro¬ 
tection  of  the  stockholders  and  that  in 
tlie  absence  of  fraud  they  may  waive 
its  provisions. 

V 

Form  of  Dirnlrnds.  Dividends  may 
be  paid  by  a  distribution  of  any  of  the 
assets  of  the  corporation,  although 
it  is  seldom  that  any  assets  are  dis¬ 
tributed  as  dividends  except  cash  and 
occasionally  the  securities  of  other 
corporations  in  the  treasury  of  the 
company  making  the  distribution. 
When  it  is  not  desired  to  distribute 


assets  declared,  dividends  may  be 
satisfied  by  the  issuance  of  corporate 
promises  to  pay  in  the  future,  these 
promises  being  in  the  form  of  bonds, 
notes,  or  scrip. 

A  payment  of  dividends  by  a  dis¬ 
tribution  of  assets,  as  when  payment  is 
made  in  cash,  or  their  payment  by 
promises  to  pay,  results  in  a  lessening 
of  the  corporate  net  worth.  In  setting 
up  the  first  type  on  the  books,  an  entry 
is  made  debiting  Surplus  and  crediting 
an  asset  account  (usually  Cash),  with 
the  result  that  the  surplus  and  the 
assets  are  reduced  in  equal  amounts. 
In  recording  the  second  type  the  entry 
is  again  a  debit  to  Surplus  but  the 
credit  is  to  a  liability  account,  with 
the  result  that  the  surplus  is  reduced 
in  the  same  amount  as  the  liabilities 
are  increased. 

A  third  type  of  dividend,  and  one 
which  has  become  increasingly  im¬ 
portant  in  recent  years,  is  the  stock 
dividend,  in  which  the  distributing 
corporation  issues  as  a  dividend  to 
its  stockholders  a  pro  rata  increase  in 
the  amount  of  their  holdings  of  the 
corporation's  own  stock.  This  type  of 
dividend  does  not  reduce  the  net  worth 
of  the  corporation.  The  book  entry 
is  one  debiting  Surplus  and  crediting 
Capital  Stock,  the  assets  and  the 
liabilities  remaining  unchanged. 

These  three  types  of  dividends 
naturally  fall,  then,  into  two  large 
groups : 

1.  Dividends  which  reduce  the  net  worth 

of  the  corporation: 

Type  1.  By  reducing  the  assets. 

Type  2.  By  increasing  the  liabilities. 

2.  Dividends  which  do  not  reduce  the  net 

worth  of  the  corporation: 

Type  8.  Stock  dividends. 

A  recognition  of  the  distinction  be¬ 
tween  these  two  large  groups  is  essential 
to  a  correct  understanding  of  the  prin¬ 
ciples  underlying  the  law,  the  financial 
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practice,  and  the  taxation  of  dividends. 
The  classification  would  seem  almost 
axiomatic  and  unnecessary  of  dis¬ 
cussion.  There  is,  nevertheless,  some 
tendency  to  combine  the  second  type 
with  the  third  rather  than  with  the 
first.  Such  a  grouping  appears  to  be 
absolutely  illogical.  It  is  based  on  the 
following  argument: 

A  genuine  corporate  dividend  consists  in 
the  disbursement  of  cash  or  other  property 
to  the  shareholders  within  the  amount  of 
the  true  accumulated  earnings.  .  .  .  Dis¬ 
bursements  to  stockholders  in  the  form 
of  securities  emitted  by  the  disbursing 
company,  on  the  other  hand,  in  no  wav 
disturb,  immediately,  the  corporate  assets. 
Such  a  transaction  neither  decreases  the 
asset  total  nor  affects  the  identity  of  any 
individual  property.  Nor  does  a  payment 
of  this  kind  affect  the  total  of  the  liability 
side  of  the  balance  sheet.  .  .  .  The  recipi¬ 
ent  stockholder,  accordingly,  does  not  re¬ 
ceive  a  dollar  of  corporate  property.  His 
financial  status  is  affected  only  in  that  his 
interest  in  the  company  has  in  part  been 
expressed  in  new  terms. 

It  follows  that  dividends  in  the  form  of 
the  securities  of  the  declaring  company 
are  never  real  dividends.  This  is  essentially 
as  true  in  the  case  of  a  dividend  paid  in 
bonds  or  notes  as  in  the  case  of  a  stock 
dividend.  All  such  dividend  transactions 
have  no  immediate  effect  upon  the  cor¬ 
porate  assets,  and  hence  cannot  be  con¬ 
sidered  as  genuine  distributions  to  stock¬ 
holders.  4 

The  fallacy  in  such  an  argument  can 
be  found  by  looking  at  the  matter  from 
any  one  of  several  angles.  To  say 
that  a  dividend  in  corporate  bonds  is 
not  a  true  dividend  because  the  total 
of  the  liability  side  is  not  changed 
thereby  means  little.  The  accepted 
form  of  the  balance  sheet  is  due  to 
expediency  rather  than  to  logic.  The 
present  standard  is: 

f  Liabilities 
Assets  =  j  plus 

[Net  Worth 

•  W.  A.  Paton,  '‘Dividends  in  Securities,”  Admin¬ 
istration,  October,  1022,  p.  304. 


A  more  logical  showing  of  corporate 
condition  would  be  balance  sheet  as  is 
given  in  the  following  form: 

Assets  1 

minus  /  =Net  Worth 

Liabilities] 

When  the  balance  sheet  is  in  this 
form,  it  is  quite  apparent  that  there  is 
no  force  to  the  argument  that  a 
dividend  in  bonds  of  the  distributing 
corporation  does  not  change  the  total 
of  the  liability  side. 

VI 

Creation  of  Liability.  To  advance 
the  argument  that  a  dividend  in 
bonds  is  not  a  true  dividend  because  it 
does  not  reduce  the  assets  is  equiva¬ 
lent  to  saying  that  the  creation  of  any 
expense  liability  is  not  a  true  expense 
until  it  is  paid,  because  until  that  time 
the  assets  are  not  reduced  and  the 
transaction  does  not  “affect  the  total 
of  the  liability  side  of  the  balance 
sheet.”  It  calls  to  mind  requests  that 
the  auditor  show  treasury  stock  on  the 
asset  side,  or  that  he  place  reserves  for 
depreciation  or  for  bad  debts  on  the 
liability  side  in  order  that  the  total 
assets  may  appear  as  large  as  possible. 

The  net  worth  of  the  corporation  is 
reduced  by  any  dividend  not  in  its 
own  capital  stock.  It  is  immaterial 
whether  that  dividend  is  paid  in  cash 
or  other  assets,  or  whether  the  re¬ 
cipients  are  given  bonds,  notes,  scrip, 
or  other  evidences  of  indebtedness.  As 
soon  as  the  declaration  of  the  dividend 
becomes  known,  an  actual  liability  is 
created  in  favor  of  the  stockholders  of 
record.  In  the  absence  of  fraud  or 
other  circumstances  which  would  make 
the  declaration  illegal,  this  liability 
stands  thereafter  on  a  par  with  the 
claims  of  other  creditors. 

The  dividend  in  bonds,  notes,  or 
scrip  of  the  distributing  corporation 
therefore  constitutes  an  absolute  re- 
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duction  of  the  proprietorship  capital 
and  an  increase  in  the  borrowed 
capital.  The  stockholders  may  be 
unwilling  lenders,  it  is  true,  in  which 
case  they  have  the  right  to  sell  or 
assign  their  claims.  While  it  is  more 
obvious  that  the  purchasers  of  these 
claims  are  contributors  of  borrowed 
capital,  they  are  not  any  more  so 
than  the  stockholders  who  sold  the 
claims. 

VII 

Stock  Dividends.  By  a  stock  dividend 
is  meant  one  paid  in  the  stock  of  the 
same  company  which  declares  the 
dividend.  Dividends  paid  by  the 
distribution  of  the  stock  of  other 
corporations  which  had  been  held  in  the 
treasury  of  the  corporation  paying  the 
dividend,  are  distributions  of  assets 
just  as  much  as  is  a  cash  dividend. 

When  a  dividend  in  cash  or  other 
assets  is  paid,  each  stockholder  receives 
his  proportion  of  these  assets  accord¬ 
ing  to  his  holdings  in  the  corporation, 
and  the  net  worth  of  the  corporation  is 
decreased  in  the  same  amount  as  the 
total  thus  turned  over  to  the  stock¬ 
holders.  When  a  dividend  in  bonds, 
notes,  or  scrip  is  declared,  the  com¬ 
pany’s  net  worth  is  similarly  de¬ 
creased  to  the  amount  of  the  dividend 
thus  paid.  In  neither  case  did  the 
stockholder  have  any  direct  title  to 
the  corporate  property  until  the  divi¬ 
dend  was  declared. 

When  a  stock  dividend  is  paid, 
however,  the  stockholder  is  merely  the 
recipient  of  a  certificate  to  the  effect 
that  his  holdings  in  the  corporation 
have  become  more  valuable  than  they 
were  at  the  time  of  the  original  issu¬ 
ance  of  stock.  The  corporation  dis¬ 
tributes  nothing;  it  merely  divides  the 
evidence  of  its  worth  into  more  but 
smaller  pieces.  Just  as  the  stock¬ 
holder  was,  before  the  dividend,  the 
owner  of  an  interest  in  the  corpor¬ 


ation’s  net  worth  (represented  on  the 
books  by  the  capital  stock  and  surplus 
accounts),  so  he  is  now  the  owner  of 
an  interest  equal  to  the  same  per¬ 
centage  of  the  same  total  net  worth. 
This  net  worth  is  still  represented  by 
the  capital  stock  and  surplus  accounts, 
the  former  of  which  has  by  the  stock 
dividend  been  increased  to  identically 
the  same  extent  as  the  latter  has  been 
reduced. 

VIII 

Taxability  of  Dividends.  The  income 
tax  laws  of  the  different  states,  as 
interpreted  by  the  assessing  boards  and 
as  defined  by  court  decisions,  vary  con¬ 
siderably  in  their  attitude  towards 
dividends  of  different  types.  The 
federal  rule  is  that  such  dividends  as 
constitute  income  to  the  recipient  are 
taxable,  and  it  is  because  the  Supreme 
Court  decided  that  stock  dividends  are 
not  income  that  they  are  not  taxed. 

It  is  manifest  that  the  stock  dividend  in 
question  cannot  be  reached  by  the  income 
tax  act,  and  could  not,  even  though 
Congress  expressly  declared  it  to  be 
taxable  as  income,  unless  it  is  in  fact  in¬ 
come.8 

We  cannot  doubt  that  the  dividend  was 
capital  ...  “A  stock  dividend  really 
takes  nothing  from  the  property  of  the 
corporation,  and  adds  nothing  to  the 
interests  of  the  shareholders.  Its  property 
is  not  diminished,  and  their  interests  are  not 
increased  .  .  .  The  proportional  interest 
of  each  shareholder  remains  the  same.  The 
only  change  is  in  the  evidence  which  repre¬ 
sents  that  interest,  the  new  shares  and  the 
original  shares  together  representing  the 
same  proportional  interest  that  the  original 
shares  represented  before  the  issue  of  the 
new  ones.”  .  .  .  The  corporation  is  no 
poorer  and  the  stockholder  is  no  richer  than 
they  were  before.  .  .  .  The  plaintiff’s  old 
certificates  have  been  split  up  in  effect  and 

8  Towne  v.  Eisner,  245  U.  S.  418;  confirmed  in 
Eisner  v.  Macomber,  252  U.  S.  189. 
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have  diminished  in  value  to  the  extent  of 
the  value  of  the  new.6 

Often,  especially  in  a  growing  business, 
only  a  part,  sometimes  a  small  part,  of  the 
year’s  profits  is  in  property  capable  of 
division;  the  remainder  having  been 
absorbed  in  the  acquisition  of  increased 
plant,  equipment,  stock  in  trade,  or 
accounts  receivable,  or  in  decrease  of  out¬ 
standing  liabilities.  When  only  a  part  is 
available  for  dividends,  the  balance  of  the 
year’s  profits  is  carried  to  the  credit  of 
undivided  profits,  or  surplus,  or  some  other 
account  having  like  significance. 

If  thereafter  the  company  finds  itself  in 
funds  beyond  current  needs  it  may  declare 
dividends  out  of  the  surplus  or  undivided 
profits;  otherwise  it  may  go  on  for  years 
conducting  a  successful  business,  but 
requiring  more  and  more  working  capital 
because  of  the  extension  of  its  operations, 
and  therefore  unable  to  declare  dividends 
approximating  the  amount  of  its  profits. 
Thus  the  surplus  may  increase  until  it 
equals  or  even  exceeds  the  par  value  of  the 
outstanding  capital  stock. 

This  may  be  adjusted  upon  the  books  in 
the  mode  adopted  in  the  case  at  bar — by 
declaring  a  “stock  dividend.”  This,  how¬ 
ever,  is  no  more  than  a  book  adjustment, 
in  essence  not  a  dividend  but  rather  the 
opposite;  no  part  of  the  assets  of  the 
company  is  separated  from  the  common 
fund,  nothing  distributed  except  paper 
certificates  that  evidence  an  antecedent 
increase  in  the  value  of  the  stockholders’ 
capital  interest  resulting  from  an  accumu¬ 
lation  of  profits  by  the  company,  but 
profits  so  far  absorbed  in  the  business  as  to 
render  it  impracticable  to  separate  them 
for  withdrawal  and  distribution. 

In  order  to  make  the  adjustment,  a 
charge  is  made  against  surplus  account  with 
corresponding  credit  to  capital  stock 
account  equal  to  the  proposed  “dividend”; 
the  new  stock  is  issued  against  this  and  the 
certificates  delivered  to  the  existing  stock¬ 
holders  in  proportion  to  their  previous 
holdings. 

This,  however,  is  merely  bookkeeping 
that  does  not  affect  the  aggregate  form,  not 
the  essence,  of  the  “liability”  acknowl¬ 
edged  by  the  corporation  to  its  own  share- 

lIbid,  at  page  426. 


holders,  and  this  through  a  readjustment  of 
accounts  on  one  side  of  the  balance-sheet 
only,  increasing  “capital  stock”  at  the 
expense  of  “surplus”;  it  does  not  alter  the 
pre-existing  proportionate  interest  of  any 
stockholder  or  increase  the  intrinsic  value 
of  his  holding  or  of  the  aggregate  holdings 
of  the  other  stockholders  as  they  stood 
before.  The  new  certificates  simply  in¬ 
crease  the  number  of  the  shares,  with 
consequent  dilution  of  the  value  of  each 
share. 

A  “stock  dividend”  shows  that  the 
company’s  accumulated  profits  have  been 
capitalized,  instead  of  distributed  to  the 
stockholders  or  retained  as  surplus  avail¬ 
able  for  distribution  in  money  or  in  kind 
should  opportunity  offer.  Far  from  being 
a  realization  of  profits  of  the  stockholder,  it 
tends  rather  to  postpone  such  realization,  in 
that  the  fund  represented  by  the  new  stock 
has  been  transferred  from  surplus  to  capital 
and  no  longer  is  available  for  actual  dis¬ 
tribution.  .  .  . 

It  is  said  that  a  stockholder  may  sell  the 
new  shares  acquired  in  the  stock  dividend; 
and  so  he  may,  if  he  can  find  a  buyer.  It 
is  equally  true  that  if  he  does  sell,  and  in 
doing  so  realizes  a  profit,  such  profit,  like 
any  other,  is  income,  and  so  far  as  it  may 
have  arisen  since  the  sixteenth  amendment 
is  taxable  by  congress  without  apportion¬ 
ment.  The  same  would  be  true  were  he  to 
sell  some  of  his  original  shares  at  a  profit.7 

IX 

Policies  as  to  Dividends.  Dividends 
may  legally  be  paid  whenever  there  is 
a  surplus  against  which  to  charge  them. 
There  are,  however,  few  corporations 
which  could  exist  while  following  the 
policy  of  distributing  the  entire  surplus 
in  dividends.  This  is  because  there  are 
few  businesses  which  can  continue 
operations  satisfactorily  on  a  fixed 
amount  of  capital.  Growth  requires 
additional  capital  to  carry  accounts 
receivable,  to  handle  increasing  in¬ 
ventories,  and  to  enlarge  plants.  The 
most  common  way  of  securing  addi¬ 
tional  capital  is  through  the  earning 

’Eisner  r.  Macomber,  252  U.  S.  189. 
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of  profits  and  the  retention  of  these 
profits  in  the  business. 

Even  if  expansion  is  not  desired, 
there  are  few  businesses  which  can 
distribute  all  the  surplus  safely,  be¬ 
cause  there  are  few  whose  profits  are 
represented  by  cash  as  fast  as  these 
profits  are  earned.  Most  enterprises 
have  to  give  credit,  and  much  of  the 
profit  is  necessarily  tied  up  in  accounts 
receivable.  In  determining  whether  or 
not  a  dividend  should  be  paid,  the 
cash  situation  as  well  as  the  mere  exist¬ 
ence  of  a  surplus  should  always  be 
considered.  While  it  is  legal  to  pay 
dividends  with  borrowed  money,  pro¬ 
vided  there  is  a  surplus,  the  courts  are 
always  inclined  to  question  the  motives 
behind  what  is  usually  a  display  of 
poor  business  judgment,  and  the 
writer  knows  of  trials  where  it  could 
plainly  be  seen  that  the  judge  con¬ 
sidered  such  payments  from  borrowed 
money  a  prima  facie  evidence  of  fraud. 

In  fact,  it  is  ordinarily  considered 
bad  policy  to  pay  dividends  out  of 
surplus  unless  profits  have  been  earned 
in  the  preceding  year.  The  exceptions 
to  this  rule  are  found  in  the  cases 
of  those  corporations  whose  dividend 
policy  has  been  conservative  to  such  an 
extent  that  they  have  accumulated  a 
surplus  in  excess  of  their  needs  in 
order  that  they  may  be  able  to  con¬ 
tinue  an  uninterrupted  dividend  record 
through  the  lean  years.  But  the 
financial  community  requires  satis¬ 
factory  evidence  of  such  past  con¬ 
servatism  before  it  will  admit  the 
soundness  of  any  management  policy 
which  permits  distributions  to  the 
stockholders  following  years  in  which 
net  losses  have  been  sustained. 

X 

Reckless  Distributions.  The  reports 
of  the  large  credit-rating  agencies  of 
the  country  show  that  one  of  the 
most  common  causes  of  business 


failure  is  the  lack  of  sufficient  working 
capital.  And  indeed,  those  persons 
are  few  who  have  not  had  occasion  to 
say,  “If  I  had  had  sufficient  capital 
I  believe  that  I  could  have  made  it  go.” 
Textbooks  on  corporate  finance8  are 
full  of  illustrations  of  failures  which 
can  definitely  be  traced  to  the  over¬ 
payment  of  dividends  and  the  result¬ 
ing  failure  to  retain  in  the  business 
sufficient  working  capital  to  carry  it 
over  periods  of  reverses  or  to  provide 
for  necessary  growth — necessary  be¬ 
cause  a  business  can  no  more  stand 
still  than  can  an  individual. 

Why,  then,  should  directors  so  fre¬ 
quently  run  the  risk  of  ruin  by  paying 
unwise  dividends?  The  principal  rea¬ 
son  seems  to  be  that  stock  has  been 
sold  on  the  strength  of  extravagant 
promises,  and  it  is  considered  easier  to 
pay  the  dividend  than  to  have  to 
explain  to  the  stockholders  why  it  has 
not  been  paid.  It  is  a  notorious  fact 
that  the  stockholder  who  is  not  active 
in  the  management  of  the  business  con¬ 
siders  that  things  are  going  well  if 
dividends  are  being  paid,  and  that  the 
business  has  gone  to  rack  and  ruin  if 
dividends  are  passed — when  the  op¬ 
posite  may  very  well  be  the  true  situ¬ 
ation.  Too  often  directors  feel  that 
if  a  dividend  is  paid  it  will  be  possible 
to  sell  enough  additional  stock  to 
recoup  the  loss  in  working  capital 
occasioned  by  the  distribution. 

Other  conditions  which  actuate 
boards  of  directors  in  paying  unwar¬ 
ranted  dividends  are  actual  ignorance 
of  the  company’s  true  financial  con¬ 
dition,  and  a  false  belief  in  the  quick 
return  of  prosperity. 

In  the  face  of  the  demands  of  stock¬ 
holders  for  dividends,  the  retention  of 
surplus  in  the  business  is  often  as 
serious  an  administrative  problem  as  is 
the  earning  of  profits. 

•Arthur  Stone  Dewing,  “The  Financial  Policy  of 
Corporations”;  Conyngton,  Bennett  and  Pinkerton, 
"Corporation  Procedure.” 


ORGANIZATION  AND  ITS  GRAPHIC  RECORD 


BY  PAUL  M.  ATKINS* 


THE  word  “organization”  is  one  of 
those  magic  terms  in  the  business 
world,  used  to  mean  everything  or 
nothing  and  a  good  many  things  in 
between.  This  is,  of  course,  unfor¬ 
tunate,  for  it  makes  it  difficult  for  busi¬ 
ness  men  to  talk  together  understand¬ 
ing^.  It  illustrates  very  well  the 
important  point  that  when  any  subject 
is  to  be  discussed  which  is  likely  to 
arouse  a  difference  of  opinion,  the  first 
step  should  be  to  make  sure  that  all 
taking  part  are  agreed  upon  the  terms 
used — that  they  all  speak  a  common 
language.  At  the  same  time,  this  gen¬ 
eral  though  miscellaneous  use  of  the 
word  is  a  healthy  sign,  for  it  indicates  a 
widespread  interest  in  the  subject. 

In  the  business  sense  of  the  word, 
and  that  is  the  only  one  which  interests 
us  here,  it  may  be  defined  as  the  co¬ 
ordination  and  interrelating  of  the 
various  functions  of  a  business  in  such 
a  way  as  to  promote  its  most  effective 
operation  as  a  whole.  This  immedi¬ 
ately  raises  the  question  as  to  what 
are  “functions.”  In  a  word,  they  may 
be  defined  as  the  “activities”  of  the 
business,  the  various  operations  which 
are  necessary  to  the  existence  of  the 
business  as  a  unit  in  the  industrial 
world. 

In  a  manufacturing  business,  for 
example,  all  the  various  activities  may 
be  divided  into  three  big  groups.  There 
are  those  which  are  concerned  directly 
or  indirectly  but  practically  entirely 
with  the  production  of  the  salable  prod¬ 
uct;  there  are  those  which  have  the 
same  relationships  to  the  marketing 
of  the  product;  and  the  third  group  is 

*  Instructor  in  Industrial  Management,  University 
of  Chicago,  Chicago,  Ill. 


made  up  of  those  whose  prime  object 
is  to  serve,  aid,  guide,  and  co-ordinate 
the  manufacturing  and  marketing  func¬ 
tions,  as  the  first  two  subdivisions  are 
called.  This  last  group  may  very 
appropriately  be  called  the  “adminis¬ 
trative”  functions.  For  ease  in  con¬ 
trol,  these  groups  are  almost  always 
broken  up  into  smaller  units  which  we 
call  departments;  and  here  we  have 
an  element  which  is  recognized  in  gen¬ 
eral  terms  by  all  who  are  familiar  with 
business.  The  activities  of  the  various 
departments,  in  turn,  should  be  broken 
up  into  methods,  processes,  operations 
— the  various  detailed  functions  which 
must  be  performed  in  order  to  accom¬ 
plish  the  tasks  assigned  the  depart¬ 
ments. 

This  analysis  of  the  functions  of  a 
business  into  departments,  methods, 
operations,  etc.,  is  very  like  the  sepa¬ 
ration  of  a  complex  bit  of  machinery 
into  its  subassemblies,  sub-subassem¬ 
blies,  and  parts.  This  segregation  of 
the  various  elements  permits  us  to 
study  them  in  detail,  to  weigh  and 
measure  them,  and  evaluate  them.  It 
does  not,  however,  result  in  their  assem¬ 
bly  into  a  workable,  useful  machine; 
this  is  the  task  of  organization,  which 
is  the  principal  topic  which  we  here 
have  to  consider.  One  other  point 
should  be  mentioned  while  we  still  have 
the  analogy  of  the  machine  before  us. 
It  is  obvious  that  if  we  tear  down  a 
machine  with  the  object  of  studying  it 
to  see  if  it  cannot  be  improved,  we 
must  keep  in  mind  the  various  rela¬ 
tionships  between  the  parts  as  well  as 
the  nature  of  the  parts  themselves. 
Just  so,  in  analyzing  a  business  into  its 
various  functions  and  activities,  organ- 
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ization  of  these  functions  and  activities 
into  a  smooth-running,  efficient  busi¬ 
ness  instrument  must  be  kept  con¬ 
stantly  in  mind.  The  practical  way 
to  organize  any  business  is  first  to 
analyze  it  into  its  principal  functions, 
and  then  see  that  they  are  properly 
organized  before  going  on  to  a  further 
analysis  of  the  principal  functions  and 
their  organization  in  turn.  Success  in 
constructing  an  organization  depends 
on  the  first  steps  being  taken  correctly, 
for  as  the  various  subdivisions  are 
reached,  it  will  be  found  that  there  are 
so  many  contacts  to  be  made  within 
the  larger  group  of  which  the  detail 
is  a  part,  and  also  so  many  relations 
with  details  in  other  groups,  that,  if 
the  foundation  has  not  been  securely 
and  correctly  laid,  it  will  be  almost 
impossible  to  complete  the  organiza¬ 
tion  satisfactorily. 

II 

Types  of  Business  Organization.  Let 
us  now  turn  our  attention  to  the  vari¬ 
ous  forms  which  the  organization  of  a 
business  can  take  and  consider  briefly 
their  merits  and  defects.  During  re¬ 
cent  years  there  has  grown  up  a  more 
or  less  common  classification  of  the 
various  types,  and  there  seems  to  be 
no  good  reason  why  this  arrangement 
should  not  be  adhered  to,  so  long  as  we 
recognize  the  fact  that  in  actual  prac¬ 
tice  we  will  seldom  find  a  concern 
which  is  organized  throughout  accord¬ 
ing  to  one  of  these  standards.  It  almost 
invariably  happens  that  certain  groups 
of  departments  or  functions  have  spe¬ 
cial  needs  which  require  different  treat¬ 
ment  from  the  others,  and  the  wise 
organizer  will  see  to  it  that  the  arrange¬ 
ment  is  not  “forced,”  for  such  treat¬ 
ment  is  almost  sure  to  result  in  inhar¬ 
monious  operation  of  the  business. 

The  various  typical  organizations  are 
the  following: 


1.  Line,  or  so-called  “military”  type 

2.  Line  and  staff  type 

3.  Taylor,  or  so-called  “functional”  type 

There  are  sometimes  added  one  or 
two  additional  types,  as  for  instance 
the  “committee”  type;  but  they  are 
relatively  of  little  importance  by  them¬ 
selves,  though  they  are  sometimes  used 
for  organizing  certain  parts  of  a  com¬ 
pany’s  activities.  Mention  will  be 
made  of  them  in  connection  with  the 
discussion  of  the  other  types.  It  should 
be  pointed  out  at  the  start  that  all 
these  various  types  of  organization  may 
be  functional,  that  is,  they  may  repre¬ 
sent  a  uniting  and  co-ordination  of  the 
various  functions  of  the  business.  This 
does  not  always  hold  true  and  many 
concerns  have  a  pseudo-form  of  organi¬ 
zation  which  often  assumes  the  out¬ 
ward  appearance  of  one  of  the  above- 
mentioned  types. 

Not  a  little  could  be  said  about  this 
matter  of  “pseudo  organization,”  for 
it  has  considerable  practical  impor¬ 
tance.  However,  we  shall  confine  ou; 
attention  to  the  real  and  genuine 
forms  of  organization. 

Ill 

Line  or  Military  Type  of  Organiza¬ 
tion.  Probably  no  form  or  type  of 
organization  has  been  more  bitterly  at¬ 
tacked  by  recent  writers  on  business 
problems  than  the  “line”  or  so-called 
“  military  ”  type.  It  has  its  limitations, 
as  we  shall  see  in  a  moment,  but  it 
hardly  merits  all  the  recriminations 
which  have  been  heaped  upon  it.  An 
investigation  of  the  complaints  will  re¬ 
veal  that  they  are  really  directed 
against  the  pseudo-form  of  organiza¬ 
tion  and  not  against  the  line  type. 

The  line  type  is  the  simplest  form  of 
organization  which  we  have.  (See 
Figure  1.)  It  represents  a  vertical 
cleavage  of  functions  into  separate  but 
like  units  when  any  group  of  them  be- 
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comes  too  large  for  adequate  control. 
It  can  best  be  illustrated  by  what  we 
find  in  a  large  department  where  there 
is  a  foreman  or  superintendent  at  the 
head.  The  work  of  supervision  is  far 
too  much  for  him  to  handle  alone  and 
so  he  breaks  it  up  into  smaller  units 
which  may  be  represented  by  the  tasks 
which  are  assigned  to  subforemen. 
Once  more  the  duties  may  prove  too 
onerous,  and  are  subdivided  again 


whether  it  is  functionalized  in  the  most 
desirable  fashion.  It  means  that  there 
is  not  much  opportunity  for  speciali¬ 
zation — for  such  subdivision  of  the 
activities  as  to  permit  individuals  to 
receive  special  training  for  a  limited 
variety  of  tasks  so  that  they  can  per¬ 
form  them  in  a  superior  fashion.  It  is 
difficult  to  make  improvements  under 
these  conditions,  for  everyone  is  too 
busy  attending  to  the  immediate  needs 


Figure  1.  Like  Type  of  Organization 


among  the  straw-bosses.  Here  each 
subforeman’s  tasks  are  just  like  those 
of  every  other  subforeman.  Additional 
work  means  an  additional  subforeman, 
and  the  same  holds  true  of  the  straw- 
bosses,  each  of  whom  holds  a  group  of 
workers  under  his  command.  The 
functions  here  are  not  differentiated  in 
any  way  but  are  integrated  in  the 
fashion  indicated.  The  lines  of  author¬ 
ity  for  all  matters  pass  directly  from 
foreman  to  subforeman,  from  sub¬ 
foreman  to  straw-boss,  from  straw- 
boss  to  worker.  The  lines  of  respon¬ 
sibility  pass  back  again  in  the  same 
order. 

This  does  not  in  any  sense  mean  that 
the  work  is  not  functionalized,  though 
there  may  well  be  a  question  as  to 


of  his  work.  The  men  who  are  at  the 
head  of  important  groups  of  functions 
need  to  have  unusual  breadth  of  train¬ 
ing  and  experience  if  they  are  to  con¬ 
trol  their  tasks  and  subordinates  suc¬ 
cessfully,  since  they  are  supposed  to 
know  more  about  everything  than  any¬ 
one  under  them.  The  transmission  of 
orders  is  usually  slow  in  this  form  of 
organization  because  they  must  pass 
by  a  series  of  individuals  from  the  per¬ 
son  who  originates  the  order  to  the  one 
who  is  to  carry  it  out. 

There  are  certain  phases  of  this  type 
which  are  distinctly  desirable,  however, 
and  which  in  some  form  are  indispen¬ 
sable  to  any  organization.  The  author¬ 
ity  and  responsibility  are  definitely 
fixed  and  there  is  the  minimum  of  op- 
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portunity  for  the  game  of  “passing  the 
buck”  which  is  so  harmful  to  any  un¬ 
dertaking.  The  work  is  unified,  and 
discipline  is  of  the  direct  and  unequiv¬ 
ocal  variety  if  the  individuals  who 
control  the  various  functions  are  of  the 
right  sort.  It  offers  the  best  kind  of 
arrangement  for  getting  work  done 
after  the  necessary  preliminaries  have 
received  proper  attention. 

So  important  are  these  advantages 
that  very  few  business  concerns  are  or¬ 
ganized  except  on  a  fundamental  basis 
of  line  relationships.  It  is  the  founda¬ 
tion  on  which  the  superstructure  of 
other  types  of  relationships  may  be 
built.  This  fact  should  also  be  kept  in 
mind  wdien  criticisms  of  this  type  of 
organization  are  being  used. 

On  the  other  hand,  it  is  only  the  sim¬ 
plest  and  smallest  kind  of  business 
which  can  be  fully  and  satisfactorily 
co-ordinated  in  this  manner.  For  the 
“one-man”  concern,  it  is  unquestion¬ 
ably  the  best  form,  but  as  soon  as  the 
business  ceases  to  be  of  the  “one-man” 
variety,  then  we  find  a  certain  amount 
of  differentiation  beginning  to  creep  in, 
and  we  see  an  accounting  department, 
a  sales  department,  and  a  manufactur¬ 
ing  department  or  two  being  set  up. 

IV 

The  Line  and  Staff  Type  of  Organiza¬ 
tion.  Let  us  now  turn  our  attention  to 
the  “line  and  staff”  type  of  organiza¬ 
tion  and  see  how  that  differs  from  the 
pure  line  type.  Here  we  find  that  the 
former  type  of  organization  is  left  prac¬ 
tically  intact  and  added  to  the  line  are 
certain  so-called  “staff”  functions. 
(See  Figure  2.)  In  other  words,  cer¬ 
tain  of  the  functions  have  been  dif¬ 
ferentiated  or  specialized,  while  the 
bulk  of  them  are  still  integrated.  The 
term  applied  to  this  form  of  organiza¬ 
tion  is  taken  from  the  military  vocabu¬ 
lary  because  of  the  supposed  similarity 
to  the  army  staff. 


It  was  noted  above  that  the  line  type 
was  strong  when  it  came  to  the  accom¬ 
plishment  of  work.  It  might  well  have 
been  added  that  it  is  weak  in  planning 
how  that  work  is  to  be  done.  The  idea 
of  the  staff,  then,  is  to  provide  for  a 
group  of  activities  which  would  result 
in  the  selection  of  the  best  methods  of 


Figure  2.  Chart  Showing  Line  and  Staff 
Type  of  Organization 


doing  the  work.  It  is  then  to  be  left 
to  the  line  part  of  the  organization  to 
carry  out  these  plans.  In  the  army, 
the  staff  is  supposed  to  determine  the 
plans  of  war  operation,  state  what 
troops  and  equipment  are  to  be  em¬ 
ployed,  and  how  the  operations  are  to 
be  carried  out.  It  is  then  up  to  the 
line  officers  to  follow  the  layout  of  the 
staff  and  accomplish  the  planned  re¬ 
sults.  The  same  idea  is  applied  to 
business  and  we  find,  for  example,  a 
manufacturing-standards  department 
in  which  is  determined  how  and  when 
and  in  what  sequence  the  various  pro¬ 
ductive  operations  are  to  be  carried  on. 

The  advantages  of  this  arrangement 
may  be  easily  seen,  for  it  strengthens 
the  weakest  points  in  the  line  type  of 
organization  by  supplying  individuals 
whose  only  function  is  to  improve 
methods  and  conditions  and  who  are 
not  in  any  way  concerned  with  the 
actual  accomplishment  of  the  various 
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tasks  involved  in  the  routine  operation 
of  the  business.  In  such  an  arrange¬ 
ment  as  this  it  is  necessary  that  the 
relationships  between  the  line  and  staff 
functions  be  carefully  defined  or  trouble 
will  result.  The  methods  prepared  by 
a  staff  member  should  always  be  trans¬ 
mitted  to  the  line  managers  and  their 
assistants  in  the  form  of  recommenda¬ 
tions  and  not  as  orders.  If  the  line 
manager  does  not  choose  to  accept  and 
follow  the  recommendation,  then  all 
the  staff  member  can  do  is  to  report  it 
to  the  individual  whose  function  it  is 
to  supervise  both  the  line  manager  and 
the  staff  which  prepared  the  new 
method  or  process.  It  is  analogous 
once  more  to  the  army,  where  we  find 
that  the  staff  does  not  give  orders  to 
the  line  but  prepares  recommendations 
for  the  commander-in-chief  on  his  re¬ 
quest.  These  recommendations  only 
become  orders  which  the  line  must 
obey  upon  the  signature  of  the  com¬ 
mander. 

At  the  same  time,  it  must  not  be 
thought  that  there  are  no  offsetting  dis¬ 
advantages.  The  most  conspicuous  of 
these  is  the  problem  of  co-operation  be¬ 
tween  the  members  of  the  staff  and  the 
line  members.  Theoretically,  any  dis¬ 
pute  can  be  settled  in  a  regularly  estab¬ 
lished  manner,  as  has  been  described 
above,  but  in  actual  practice  a  continued 
series  of  disputes  is  sure  to  be  harmful  to 
the  business,  for  they  inevitably  lead  to 
hard  feeling  between  individuals.  There 
always  exists  a  certain  amount  of  feel¬ 
ing  on  the  part  of  the  staff  members 
that  they  are  specialists  and  know 
much  better  than  the  line  how  the 
work  ought  to  be  carried  on.  The  line, 
on  the  other  hand,  is  apt  to  think  that 
the  staff  does  not  have  any  real  appre¬ 
ciation  of  the  difficulties  involved  in 
putting  the  nicely  prepared  plans  into 
operation.  There  is  undoubtedly  a 
certain  basis  of  fact  for  the  attitude  of 
both  sides,  but  if  the  members  of  the 


two  groups  cannot  learn  to  pull  together, 
progress  will  be  slow  and  not  at  all 
commensurate  with  the  cost  which  the 
possession  of  a  competent  staff  involves. 
The  key  to  the  solution  of  this  difficulty 
lies  in  the  choice  of  the  person  who  is  to 
be  the  immediate  superior  of  both  line 
and  staff.  If  he  is  a  real  executive  and 
knows  how  to  handle  men,  this  diffi¬ 
culty  seldom  reaches  troublesome  pro¬ 
portions,  but  if  he  lacks  capacity  in 
this  respect,  disaster  is  the  almost  inev¬ 
itable  result. 

V 

The  Taylor  Type  of  Organization. 
The  third  type  of  organization  which 
we  have  to  consider  is  the  Taylor  or 
so-called  “functional.”  It  is  not 
meant  by  this  that  the  type  of  organ¬ 
ization  developed  by  F.  W.  Taylor  is 
not  functional,  for  it  is.  (See  Figure 
3.)  In  fact,  it  carries  the  idea  of  the 


Figure  3.  Taylor  Type  of  Organization 


differentiation  of  the  various  functions 
to  an  extreme.  It  should  be  pointed 
out,  however,  that  the  other  types  may 
also  be  based  on  the  idea  of  the  co¬ 
ordination  of  the  different  functions, 
though  in  other  ways  than  that  empha¬ 
sized  by  Mr.  Taylor. 
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The  idea  of  this  type  of  organization 
was  to  differentiate  or  specialize  the 
various  functions  to  an  extreme  degree 
and  to  make  of  each  individual  by 
whom  the  activities  were  carried  on  a 
very  highly  trained  operator  along  one 
line.  The  true  functions  were  to  be 
reduced  to  a  minimum,  or  be  done  away 
with  altogether,  with  the  result  that 
the  lines  of  authority  and  responsibility 
cross  and  recross,  and  we  find — to  fol¬ 
low  the  examples  that  Mr.  Taylor  most 
commonly  used — -eight  different  indi¬ 
viduals  representing  eight  different 
functions  or  groups  of  functions  having 
authority  over  a  single  job  in  the  shop 
and  the  man  who  is  performing  it.  The 
result  is  that  there  is  almost  inevitable 
confusion  and  a  lack  of  definite  author¬ 
ity  and  responsibility.  On  paper,  it  all 
looks  definite  enough  but  in  practice 
confusion  is  sometimes  worse  con¬ 
founded.  This  is  due  to  the  border¬ 
line  cases,  the  points  of  contact  between 
authority  and  responsibility  of  the  same 
grade,  matters  which  are  not  of  vital 
importance  in  themselves  and  which, 
in  most  cases,  could  be  adjudicated  by 
one  person  without  difficulty  if  he  were 
given  the  proper  authority.  This 
arrangement  of  functional  heads  whose 
control  extends  into  various  sections 
of  the  business  gives  ample  opportu¬ 
nity  for  misunderstanding  and,  since 
human  nature  is  not  perfect,  disagree¬ 
ments  are  the  inevitable  result. 

VI 

The  Working  Organization.  In  actual 
practice,  many  of  the  best  concerns  will 
use  all  of  these  different  forms  of  organ¬ 
ization  in  building  up  a  type  to  meet 
their  particular  needs.  In  practically 
all  cases  it  will  be  found  that  there  is  a 
basis  of  the  line  type  which  serves  as  a 
framework  on  which  the  other  details 
are  grafted.  It  should  be  possible — 
though  very  rarely  should  there  be  any 


need — for  an  order  of  the  president  to 
be  handed  down  directly  to  the  office 
boy  or  worker  in  the  factory  without 
any  hesitation  or  difficulty.  It  will  be 
found  also  that  many  functions  will  be 
differentiated  from  the  parent  stem 
and  set  up  by  themselves  in  a  place  in 
the  line.  The  various  departments  will 
not  buy  on  their  own  responsibility,  or 
care  for  the  material  after  it  comes  in 
before  it  is  needed.  Purchasing  depart¬ 
ments  and  stores  departments  will  be 
found  to  do  this  work,  which  will  be 
centralized  in  them.  In  one  way  they 
are  a  part  of  the  line,  in  another  they 
are  “functions”  in  the  Taylor  sense  of 
the  word. 

This  introduction  of  the  Taylor  idea 
into  the  scheme  of  organization  may  be 
seen  to  best  advantage,  perhaps,  in 
the  case  of  the  planning  department, 
although  at  the  same  time  it  also  par¬ 
takes  somewhat  of  the  staff  type.  Let 
us  lay  aside  these  definitions  for  a 
moment  and  consider  just  how  the 
planning  department  does  fit  into  the 
scheme.  This  department  represents 
essentially  the  planning  and  scheduling 
duties  of  the  old-time  superintendent. 
Each  activity  within  the  department 
should  be  specialized  and  a  man  trained 
particularly  for  it  be  put  in  charge  of 
it.  The  planning  department  will  issue 
orders  to  the  shop  to  do  certain  work, 
and  it  would  appear  on  the  surface  that 
this  department  was  exercising  line 
control  over  the  factory.  Closer  anal¬ 
ysis,  however,  will  reveal  that  in  many 
cases  this  is  simply  an  appearance  and 
not  the  actual  facts  of  the  situation — 
that  if  anyone  in  the  shop  refuses  to 
obey  an  “order”  of  the  planning 
department,  there  is  no  authority 
vested  in  that  department  to  enforce 
its  “order”  which  is  essentially  a 
recommendation.  In  a  case  of  this 
kind  the  head  of  the  planning  depart¬ 
ment  should  appeal  to  his  line  supe¬ 
rior,  say  the  factory  manager,  who,  in 
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turn,  would  take  it  up  with  the  super¬ 
intendent,  who  would,  in  his  turn,  go 
to  the  foreman,  and  in  this  way  the 
matter  would  come  to  the  worker.  In 
other  words,  we  have  the  line  relation¬ 
ship  here  through  which  the  responsi¬ 
bility  can  be  definitely  fixed.  Such  a 
procedure  should  rarely  be  necessary, 
but,  when  necessary,  there  should  be 
no  doubt  about  its  course. 

The  manufacturing  standards  depart¬ 
ment  offers  another  very  interesting 
illustration  to  show  how  the  different 
types  of  organization  may  be  brought 
together.  Fundamentally  this  is  a 
staff  department,  for  here  are  gathered 
the  functions  involved  in  the  determi¬ 
nation  of  manufacturing  methods,  proc¬ 
esses,  and  equipment.  Its  reports 
must  necessarily  be  nothing  more  than 
recommendations,  for  it  has  no  direct 
contacts  with  the  shops  and  no  author¬ 
ity  to  put  its  decisions  into  execution. 
Within  the  department,  it  is  quite  pos¬ 
sible  to  have  the  activities  differen¬ 
tiated  after  the  Taylor  fashion;  and  to 
a  certain  extent  this  is  customarily 
done.  There  must  also  be  a  place  in 
the  line  organization  for  the  depart¬ 
ment  head,  for  through  its  head  it 
must  be  responsible  to  higher  author¬ 
ity.  Hence,  once  more  we  see  that  a 
department  may  have  several  different 
relationships  which  follow  the  different 
types  of  organization  previously  de¬ 
scribed. 

It  happens  from  time  to  time  that  it 
is  desirable  to  make  use  of  the  counsel 
of  various  members  of  the  company’s 
personnel,  and  here  lies  the  occasion 
for  the  introduction  of  committees  into 
the  organization.  Committees  are 
often  very  desirable  means  of  obtain¬ 
ing  collective  wisdom  and  judgment 
on  a  subject,  but  they  are  seldom  good 
for  anything  in  so  far  as  action  is  con¬ 
cerned.  Hence,  they  should  be  fitted 
into  the  scheme  of  an  organization  in 
such  a  way  that  the  results  of  their 


activities  may  be  made  effective 
through  their  presiding  member. 

VII 

The  Visualized  Record  of  Organiza¬ 
tion.  Those  who  have  had  experience 
with  actual  business  appreciate  the  fact 
that  a  mass  of  written  matter  does  not 
provide  an  adequate  means  of  getting 
a  view  of  the  whole  contents,  even 
though  it  may  be  quite  essential  for  the 
study  of  the  details.  The  more  thor¬ 
oughly  masses  of  facts  can  be  pre¬ 
sented  in  graphical  form,  the  more 
easily  they  are  grasped  and  the  more 
satisfactorily  are  their  relationships  as¬ 
similated.  There  is  hardly  any  subject 
matter  which  lends  itself  better  to  visu¬ 
alization  than  the  topic  we  are  consid¬ 
ering.  There  are  many  forms  of  or¬ 
ganization  charts  and  some  of  them 
have  peculiar  merits  for  particular  sit¬ 
uations.  There  are,  however,  a  few 
points  which  should  be  kept  in  mind 
in  preparing  such  a  record. 

The  first  step,  of  course,  is  to  have 
the  business  functionalized  and  organ¬ 
ized.  The  chart  is  nothing  more  nor 
less  than  a  drawing  of  an  object,  and 
the  object  must  be  conceived  in  the 
mind  of  the  designer  before  it  can  be 
drawn.  The  next  point  concerning 
which  the  designer  of  the  chart  should 
be  warned,  is  not  to  try  to  put  too 
much  on  one  chart.  There  are  apt  to 
be  a  great  many  different  relationships 
existing  among  the  several  functions, 
and  an  attempt  to  show  them  all  is  apt 
to  result  in  obscurity  rather  than  clar¬ 
ity.  In  general,  therefore,  it  may  be 
said  to  be  desirable  to  show  only  the 
various  functions  as  represented  by  de¬ 
partments  and  committees  and  the 
lines  of  authority  and  responsibility 
which  exist  among  them.  The  accom¬ 
panying  chart  has  been  worked  out  on 
this  basis,  and  indicates  clearly  how 
easily  the  basic  relationships  may  be 
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traced  when  there  are  not  too  many 
lines  on  the  chart.  (See  Figure  4.) 

The  chart  is  prepared  for  what  may 
be  considered  as  a  typical,  medium¬ 
sized  automobile  plant,  and  incorpo¬ 
rates  the  fundamental  ideas  of  the  line, 
line  and  staff,  Taylor  and  committee 
types  of  organization.  It  is  intended 
to  be  illustrative  only,  and  not  as  a 
model  to  be  closely  followed.  It  will 
be  noticed  that  at  the  left  of  the 
squares  representing  departments  are 
the  mnemonic  symbols  of  the  func¬ 
tional  classification  by  means  of  which 
easy  reference  may  be  made  to  the  or¬ 
ganization  manual.  It  should  also  be 
pointed  out  that  the  dashed  lines  are 
for  the  purpose  of  segregating  the 
three  groups  of  principal  functions  of 
the  business. 

Some  such  form  as  this  should  be  the 
base  sheet  for  a  set  of  organization 
charts.  It  is  often  very  desirable  to 
take  each  of  the  functions  under  a 
single  head  and  show  the  details  on  a 
separate  sheet  carrying  the  analysis 
through  to  a  presentation  of  the  indi¬ 
vidual  departments.  This  helps  out 
materially  in  understanding  the  lines 
of  authority  and  responsibility  among 
the  smaller  units.  In  the  case  of  such 
important  departments  as  the  planning 
department,  in  which  a  wide  variety  of 
activities  are  carried  on,  the  prepara¬ 
tion  of  a  chart  for  a  single  department 
may  often  prove  advisable. 

So  far  only  lines  of  authority  and 
responsibility  have  been  planned  for  on 
the  chart,  and  yet  the  existence  of  many 
other  relationships  has  been  pointed 
out.  The  best  way  to  show  these  in 
graphical  form  is  to  take  a  single  de¬ 
partment — or  sometimes  a  group  of  de¬ 
partments  where  the  relationships  are 
all  practically  identical  for  all  of  them, 
as  is  occasionally  the  fact  for  the  direct 
manufacturing  departments — and  show 
the  relationships  with  all  other  depart¬ 
ments.  Very  often  this  is  necessary  for 


only  a  few  important  departments, 
such  as  the  planning  department  (see 
Figure  5),  which  have  connections  with 
several  other  departments.  This  meth¬ 
od  prevents  the  obscuring  of  the  lines 
of  authority  and  responsibility  and  is 
usually  more  helpful  because  the  study 
of  such  additional  relationships  is  usu¬ 
ally  from  the  point  of  view  of  a  par¬ 
ticular  department. 

VIII 

The  Place  of  the  Individual.  We  now 
come  to  a  topic  which  has  arisen  in  the 
mind  of  the  reader  much  earlier  in  the 
perusal  of  this  article — and  that  is  the 
place  of  the  individual  in  this  whole 
scheme  of  things.  The  term  “organi¬ 
zation”  is  used  very  frequently  to  apply 
to  the  personnel  of  a  company  and  has 
come  to  be  generally  accepted  in  this 
sense.  There  is  a  great  and  funda¬ 
mental  truth  lying  back  of  this,  too, 
for  without  the  workers  to  carry  on  the 
various  activities  the  business  would 
not  function  at  all.  On  the  other  hand, 
the  expression  “organization”  was  de¬ 
fined  in  one  of  the  opening  paragraphs 
of  this  article  as  a  co-ordinating  and 
interrelating  of  the  various  functions 
of  a  business,  and  not  a  word  was  said 
about  personnel.  Are  these  two  ideas 
mutually  contradictory,  or  may  they 
be  reconciled?  A  little  investigation 
will  show  that  there  is  not  so  great  a 
difference  between  these  points  of  view 
as  appears  on  the  surface. 

The  first  definition  of  organization 
given  in  this  article  is  the  fundamental 
one.  There  is  no  question  but  that  the 
business  must  first  be  organized  on  the 
basis  of  its  functions.  The  next  step 
is  to  select  the  proper  workers  to  direct 
the  various  activities.  It  may  happen, 
however,  that  there  are  not  the  needed 
individuals  at  hand  and  it  becomes  nec¬ 
essary  to  find  them.  In  such  case  there 
are  several  possibilities.  The  most  ob- 
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Figure  4.  Organization  Chart  for  Medium-Sized  Automobile  Plant,  Showing  the  Fundamental  Ideas  of  the  Line,  Line  and 

Staff,  Taylor  and  Committee  Types  of  Organization 
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vious,  but  probably  the  least  satisfac¬ 
tory  one,  is  to  go  out  and  find  suitable 
employees.  A  better  solution  of  the 
problem  lies  in  training  up  the  most 
likely  prospects  within  the  personnel  of 
the  company,  often  supplementing 
their  deficiencies,  temporary  or  per¬ 
manent,  by  giving  them  assistants  who 
are  capable  of  meeting  the  local  pres¬ 
sure.  If,  on  the  other  hand,  the  avail¬ 
able  man  is  too  big  for  the  function,  or 
has  special  training  whose  benefit  the 
company  does  not  wish  to  lose,  he  may 
be  placed  in  two  positions  at  one  and 
the  same  time.  There  is  no  objection 
to  this  if  the  man  has  sufficient  time 
and  ability  to  do  justice  to  both,  pro¬ 
vided  all  recognize  that  he  is  occupy¬ 
ing  two  posts,  and  do  not  make  the  mis¬ 


take  of  confounding  and  confusing  the 
two  functions  simply  because  one  man 
happens  to  be  in  charge  of  both. 

In  concluding,  then,  let  it  be  remem¬ 
bered  that  the  basis  of  any  organi¬ 
zation  of  a  business  is  its  functional¬ 
ization;  that  the  organization  really 
consists  of  the  co-ordination  of  these 
various  functions;  and  that  the  per¬ 
sonnel  should  be  selected  to  meet  the 
needs  of  the  organization  and  not  the 
organization  to  meet  the  status  of  the 
personnel  except  in  minor  respects. 
Finally,  it  should  also  be  appreciated 
that  a  good  organization  is  the  basis  of 
all  control  of  the  business,  and  that 
only  in  so  far  as  the  manager  has  con¬ 
trol  is  he  able  to  make  effective  his 
policies  and  judgments. 
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THE  OCCUPATION  OF 
THE  RUHR 

ONDITIONS  in  Europe  border 
on  the  chaotic.  Our  own  country 
has  failed  entirely  to  do  the  important 
part  it  might,  and  should  have  done, 
in  composing  a  troubled  and  disordered 
world.  While  this  is  greatly  to  be 
regretted,  it  does  not  make  any  more 
admirable  the  sorry  scramble  for 
national  advantage  participated  in  by 
the  nations  on  the  other  side — nations 
to  whom  our  help  was  given  to  over¬ 
come  the  menace  of  German  imperial¬ 
ism.  Since  then  English  imperialism, 
French  imperialism,  Italian  imperial¬ 
ism  and  American  isolation — all  selfish 
and  shortsighted — have  prevented  any 
concerted  move  to  right  the  economic 
disturbances  of  disorganized  Europe, 
and  thereby  save  the  suffering,  the  loss 
of  life,  and  the  widespread  waste  of  the 
years  subsequent  to  the  Great  War. 

Under  these  circumstances  the  arti¬ 
cle  which  appears  elsewhere  in  Ad¬ 
ministration  discussing  the  French 
occupation  of  the  Ruhr  has  a  vital 
interest.  It  is  devoutly  to  be  hoped 
that  this  decisive  step  may  lead  to 
some  settlement  that  will  enable 
Germany  to  quiet  down,  get  to  work, 
and  recompense  France  for  the  de¬ 
struction  of  her  provinces.  Any  such 
settlement  should  by  its  terms  leave 
France  safe  from  further  invasion  and 
free  to  do  something  better  than  keep 
up  the  most  efficient  military  estab¬ 
lishment  in  Europe. 

It  is  also  to  be  hoped  that  our  own 
statesmen  may  find  a  way  for  this 
country  to  take  that  place  in  the 
councils  of  the  world  to  which  she  is 
entitled  and  in  which  her  higher  ideals 
should  find  expression.  Abraham  Lin¬ 
coln  once  said  of  this  country  that  she 


could  not  continue  to  exist  half  slave 
and  half  free.  Has  not  the  world,  or  at 
least  the  civilized  part  of  it,  reached 
such  close  relationship  that  it  will  not 
be  possible  for  civilization  to  exist  on 
one  side  of  the  Atlantic  and  anarchy 
on  the  other?  Or  putting  it  on  the 
lower  ground  of  self-interest,  shall  we 
be  able  to  conduct  as  profitable  a 
business  with  the  nations  of  Europe  if 
they  sink  to  the  same  disordered  basis 
as  Russia,  as  we  could  if  they  are  busy 
and  prosperous  as  in  the  early  part  of 
1914? 

*  *  * 

It  should  be  obvious  that  we  are 
directly  interested  in  the  conditions  in 
Europe.  In  a  recent  address  before  the 
Members’  Council  of  the  Chamber  of 
Commerce  of  the  United  States  on 
conditions  in  Europe,  A.  C.  Bedford, 
Chairman  of  the  American  Section  of 
the  International  Chamber  of  Com¬ 
merce,  and  also  Chairman  of  the  Board 
of  Directors  of  the  Standard  Oil 
Company  of  New  Jersey,  said: 

Every  business  man  in  the  United 
States  is  directly  or  indirectly  related  to 
every  business  activity  in  every  other 
part  of  the  world.  We  may  wish  it  were 
otherwise,  but  the  fact  remains.  Is  it  not 
incumbent  upon  us,  therefore,  as  business 
men  of  the  United  States,  upon  every 
possible  occasion,  either  directly  or  through 
our  representatives,  to  seek  to  work  out  a 
basis  upon  which  at  least  some  part  of  the 
great  economic  machine  may  be  induced  to 
move  somewhat  more  easily  and  satis¬ 
factorily? 

It  is  hard  for  the  individual  citizen 
of  the  United  States,  secure  in  the 
peaceful  surroundings  of  his  home,  to 
sense  the  close  interest  he  has  in  the 
reorganization  and  prosperity  of 
Europe.  As  to  this  Mr.  Bedford  said : 
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We  are  involved  in  the  affairs  of  Europe 
and  the  whole  world.  Every  decision  of  the 
Reparations  Commission,  of  the  Confer¬ 
ence  at  Lausanne,  or  of  the  Supreme 
Council  of  Prime  Ministers  involves  vital 
interests  of  the  people  of  the  United  States, 
interests  affecting  the  prosperity  of  our 
people,  the  wages  of  our  working  men,  the 
activity  of  our  factories  and  mines,  and  the 
welfare  of  our  farmers. 

Mr.  Bedford  further  comments  as 
to  the  sentiment  prevalent  in  Europe 
that  this  country  cares  only  to  make 
money — that  we  did  make  money 
largely  out  of  the  war — that  we  will 
not  forgive  or  forget  one  penny  of  the 
money  loaned  to  other  nations  to 
enable  them  to  fight  the  battles  that 
were  also  ours — that  we  will  not 
assume  any  part  of  the  responsibilities 
of  the  Versailles  Treaty,  though  we 
were  active  participants  in  its  formu¬ 
lation  : 

And,  may  I  ask,  is  our  conscience  as  a 
nation  entirely  at  ease?  Have  we,  in  fact, 
done  everything  that  we  were  morally  obli¬ 
gated  to  do?  Have  we  not  allowed  partisan 
political  controversies  to  drive  us  as  a 
people  into  a  position  with  reference  to  the 
rest  of  the  world  which  is  fundamentally 
contrary  to  the  sentiments  and  tradi¬ 
tions  of  our  country,  and  is  it  possibly 
true  that  the  reason  why  it  is  so  extremely 
difficult  to  extract  from  partisan  politics 
this  matter  of  our  international  relations  is 
the  fact  that  we  do  feel  this  uneasiness  of 
national  conscience,  and  that  we  do  realize 
that  there  is  a  latent  moral  obligation  which 
we  have  so  far  avoided  but  must  sooner 
or  later  look  squarely  in  the  face  and  meet? 

And  finally,  Mr.  Bedford  states  the 
attitude  of  the  American  people  which, 
however  true  it  may  be  now — and  it  is 
true — was  not  by  any  means  that  of 
the  American  people  at  the  time  the 
Versailles  treaty  was  signed: 

We  appreciate  fully  all  the  difficulties 
which  confront  the  administration,  but  we 
feel  that  we  can  unhesitatingly  assure  our 


government  at  Washington  that  the  most 
aggressive  leadership  as  to  what  should  be 
done  to  meet  those  difficulties  will  be 
welcomed  by  the  whole  American  people 
and  supported  by  the  irresistible  forces  of 
intelligent  public  opinion. 

TAX-EXEMPT  SECURITIES 

HERE  is  a  pronounced  difference 
of  opinion  among  our  leading 
business  men  concerning  the  proposed 
constitutional  amendment  prohibiting 
the  further  issue  of  tax-exempt  bonds 
by  the  federal,  state,  or  municipal 
governments.  This  difference  was 
clearly  evidenced  by  the  vigorous 
debate  which  enlivened  the  recent 
meeting  of  the  Chamber  of  Commerce 
of  the  State  of  New  York.  At  the  close 
of  this  debate  the  Chamber  went  on 
record  as  opposed  to  the  amendment 
by  a  vote  of  approximately  two  to  one. 
Inasmuch,  however,  as  the  supporters 
of  the  proposed  change  insist  that  the 
vote  did  not  truly  reflect  the  opinion 
of  a  majority  of  the  members,  it  is 
likely  that  the  matter  will  again  be 
brought  up  for  action. 

The  chief  argument  of  the  backers 
of  the  suggested  amendment  to  the 
Constitution  is  that  by  means  of  in¬ 
vestment  in  tax-exempt  bonds  those 
wealthy  persons  whose  funds  are  not 
engaged  in  active  business  escape  their 
fair  share  of  the  burden  of  taxation, 
and  thus  force  an  extra  weight  upon  the 
shoulders  of  those  whose  funds  are  more 
actively  engaged  and  also  indirectly 
lay  a  heavier  tax  upon  the  poor.  It  is 
further  argued  that  tax-exempt  se¬ 
curities  unfairly  increase  the  interest 
rate  for  non-government  borrowing; 
that  they  bring  about  the  withdrawal 
of  large  amounts  of  capital  from  in¬ 
dustry;  and  that  by  facilitating  the 
floating  of  large  issues  of  bonds  they 
encourage  governmental  waste  and 
extravagance. 

The  reply  of  the  opposition  is  in 
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effect  a  rebuttal  of  the  various  argu¬ 
ments  advanced  in  behalf  of  the  pro¬ 
posed  amendment.  It  is  well  known 
that  Secretary  Mellon,  who  is  un¬ 
equivocally  committed  to  the  amend¬ 
ment  and  has  been  from  the  beginning 
its  outstanding  champion,  has  had  the 
advice  of  certain  economists  of  national 
if  not  of  international  reputation.  The 
theories  put  forward  by  these  experts 
in  support  of  the  various  pro-amend¬ 
ment  arguments  have  been  vigorously 
attacked  by  the  leaders  of  the  oppo¬ 
sition,  who  claim  that  since  the 
premises  themselves  have  every  ap¬ 
pearance  of  being  economically  un¬ 
sound,  it  logically  follows  that  the 
conclusions  based  on  them  fall  to  the 
ground  of  their  own  weight. 

It  is  obvious  that  this  question  will 
continue  to  be  of  vital  interest.  The 
House  has  taken  favorable  action,  and 
the  matter  of  the  proposed  amend¬ 
ment  is  now  before  the  Senate.  If 
that  body  concurs  in  the  action  of  the 
House  the  proposition  will  then  ad¬ 
vance  to  the  strenuous  ordeal  of  sub¬ 
mission  to  the  States.  Should  it  come 
to  this,  we  shall  doubtless  witness  a 
wholehearted  revival  of  states  rights 
argument — at  least,  if  the  recent 
utterances  of  Governor  Trinkle  of 
Virginia  concerning  House  Joint  Reso¬ 
lution  14,  known  as  the  Green  Reso¬ 
lution,  is  at  all  significant. 

*  *  * 

In  view  of  this  continued  interest  in 
the  problem  of  tax-exempt  securities, 
and  the  economic  importance  of  the 
issue,  Administration  has  arranged  for 
two  brief  but  important  articles  on 
the  subject  to  appear  in  the  April  issue 
of  the  magazine.  Both  of  these  are 
by  men  qualified  to  write  by  experience, 
position,  and  special  study.  Both 
were  leaders  in  the  recent  Chamber  of 
Commerce  debate,  and,  in  fact,  the 
debate  begun  in  the  Chamber  of 


Commerce  will  in  effect  be  continued 
in  the  columns  of  Administration. 
This  should  prove  of  keen  interest  to 
the  many  who  regard  the  problem  of 
tax-exempt  securities  as  one  of  the 
most  significant  now  being  faced  by 
our  government. 

BUDGETARY  CONTROL 

HE  recent  action  of  both  houses 
of  Congress  in  exceeding  the 
budget  estimates  in  order  to  swell  the 
so-called  “pork  barrel”  items  is  a 
violation  of  fundamental  business 
principles.  In  households,  in  business 
enterprise,  or  in  administration  of 
state  and  national  affairs,  the  interests 
of  economy  as  well  as  justice  make  it 
necessary  to  plan  in  advance  how  in¬ 
come  shall  be  expended.  This,  to  the 
careful  housewife,  to  the  prudent 
business  man,  or  to  any  man  of  affairs, 
is  elementary.  It  means  a  due  ap¬ 
portionment  of  resources  so  that  each 
necessary  outlay  is  cared  for,  and  so 
that  no  special  interest  receives  more 
than  its  share.  To  do  this,  as  stated, 
involves  the  consideration,  by  some 
intelligent  authority,  of  the  whole 
amount  available  for  expenditure,  and 
the  apportionment  to  each  item  de¬ 
manding  consideration  of  its  proper 
pro  rata. 

If  this  is  not  done — if,  in  effect,  a 
budget  is  not  prepared — the  result  is  a 
confusion  of  conflicting  interests;  some 
requirements  are  neglected,  others  re¬ 
ceive  more  than  they  should.  Those 
most  pressing,  most  vociferous,  or  of 
most  interest  to  those  controlling  ex¬ 
penditures  receive  undue  consider¬ 
ation  at  the  expense  of  others  per¬ 
haps  of  greater  importance. 

*  *  * 

It  has  been  evident  for  many  years 
that  budget  control  is  essential  in 
governmental  matters,  where  mis- 
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management  and  extravagance  are 
prone  to  run  riot  if  there  is  no  effective 
check.  It  is  but  recently  that  the 
federal  government  went  on  a  formal 
budget  basis — a  budget  prepared  by 
experts  with  due  regard  for  all  re¬ 
quirements.  Congress  has  observed 
the  provisions  of  the  current  budget  in 
all  respects  save  as  to  the  most  doubt¬ 
ful  of  all  its  contemplated  expendi¬ 
tures — that  for  rivers  and  harbors. 
Here  representatives  and  senators, 
disregarding  party  lines,  combined  to 
increase  the  budget  allowance  by  some 
$28,000,000. 

As  to  this,  in  its  current  issue,  “The 
Budget,”  a  monthly  published  by  the 
National  Budget  Committee,  says:* 

The  people  should  understand  what  this 
overriding  of  the  budget  means.  Its  major 
significance  is  not  that  more  than  $28,000,- 
000  has  been  added  to  the  expenditures  of 
the  government  for  the  fiscal  year  1924. 
It  may  be  assumed  that  $28,000,000  will 
not  raise  the  specter  of  bankruptcy  for  the 
United  States.  The  really  harmful  as- 

*  As  quoted  in  The  New  York  Evening  Post. 


pect  of  this  procedure  is  that  it  breaks  in 
ruthlessly  upon  an  executive  plan  for  the 
administration  of  governmental  activities 
that  was  determined  upon  after  a  careful, 
exhaustive  examination  of  the  fiscal 
situation  of  the  country. 

It  is  not  to  be  understood  that 
Congress  is,  or  should  be,  slavishly 
bound  by  the  national  budget.  Con¬ 
ditions  might  change,  or  in  special 
cases  it  might  appear  that  the  budget 
experts  were  mistaken.  There  was  no 
such  reason  of  public  policy  asserted 
in  the  present  instance — it  was  appar¬ 
ently  a  log-rolling  proposition,  pure  and 
simple.  As  stated  in  “The  Budget”: 

Congress  has  the  right  to  disagree  with 
the  budget  estimates  and  should  assert  that 
right  when  its  contentions  can  be  shown 
to  be  for  the  best  interests  of  the  country, 
but  that  right  is  shamefully  abused  and  the 
interests  of  the  nation  are  not  served  when 
the  budget  is  overridden  for  the  purpose  of 
continuing  what  is  notoriously  the  most 
wasteful  activity  in  which  the  government 
engages. 
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Income  Tax  Procedure— 1923.  By  Robert 
H.  Montgomery,  C.P.A.,  of  Lybr and,  Ross 
Brothers  and  Montgomery,  xxix,  1750 
pages.  Ronald  Press  Company. 

Reviewed  by  John  T.  Madden* 

Notwithstanding  the  unusual  early 
appearance  of  this  year’s  edition  of  the 
book,  the  editor  of  this  journal  sent  us 
a  copy  to  review  only  a  few  days  ago 
with  an  intimation  that  the  book 
should  be  reviewed  forthwith  and 
copy  returned  in  fifteen  minutes  or 
thereabouts.  Obviously  it  is  im¬ 
possible  to  review  a  book  of  1750  pages 
in  such  a  short  period  of  time.  Fortu¬ 
nately  we  had  purchased  our  annual 
copy  some  time  ago  and  have  already 
made  considerable  use  of  it,  so  our  task 
as  reviewer  is  considerably  lightened. 
If  the  editor  will  send  the  book  to  us 
earlier  next  year  before  we  have  pur¬ 
chased  our  copy  we  will  be  $10  in 
pocket. 

We  also  purchase  one  of  the  more 
expensive  services  and  we  have  on  file 
the  wealth  of  other  material  available 
such  as  court  and  treasury  decisions, 
opinions  of  attorney  general,  solicitor’s 
memoranda  and  opinions,  etc.,  etc. 
We  also  confess  to  great  adeptness  in 
finding  our  way  through  this  mass  of 
printed  matter  to  locate  and  seize  upon 
the  special  point  we  are  searching  for. 
However,  experience  has  taught  us  that 
most  of  our  problems  are  solved  by 
consulting  Montgomery  first.  It  is 
not  beyond  the  mark  to  say  that 
probably  90  per  cent  of  the  questions 
that  accountants,  attorneys,  bankers, 
and  business  men  wish  to  have  an- 

*  Assistant  Dean,  and  formerly  Head  of  the  Depart¬ 
ment  of  Accounting,  School  of  Commerce,  Accounts, 
and  Finance,  Ne  w  York  University,  New  York. 


swered  are  easily  available  in  complete 
and  accurate  form  in  this  book.  Be¬ 
sides  that  it  is  worth  $10  to  read  what 
the  author  has  to  say  in  criticism  or 
commendation  of  the  law  and  its 
interpretation. 

The  book  retains  the  increasingly 
valuable  feature  of  comments  on 
former  procedure.  Montgomery  ap¬ 
pears  to  his  best  advantage  in  this 
volume  because  the  book  is  written  in 
an  interesting  vein.  For  one  who  has 
any  occasion  to  be  particularly  con¬ 
cerned  with  the  Income  Tax  Law,  the 
interest  is  “sustained,”  as  the  reviewers 
say  of  our  six  best  sellers.  In  this 
respect  the  author’s  work  on  “In¬ 
come  Tax  Procedure”  is  superior  to 
his  book  on  “Auditing.” 

If  the  author  is  to  be  commended  for 
one  special  thing  more  than  another  it 
is  not  that  he  wrote  the  book — since 
others  have  also  done  good  pieces  of 
work  along  the  same  lines — but  rather 
for  his  frank  and  usually  correct 
criticism  of  the  law  and  regulations. 
The  laws  as  drafted  were  bad  enough 
but  their  interpretation  was  worse.  It 
is  idle  now  to  discuss  whether  the  law 
could  have  been  more  perfectly  drafted 
or  its  enforcement  and  operation  con¬ 
ducted  more  intelligently.  There  was 
need,  however,  of  a  loud  voice  to  cry 
out  to  the  bewildered  and  bedeviled 
taxpayers  that  some  of  the  regu¬ 
lations  of  the  department  and  the 
opinions  sent  out  from  Washington  by 
the  Income  Tax  Unit  were  not  neces¬ 
sarily  the  law.  In  the  process  of 
stiffening  the  taxpayer’s  backbone 
Montgomery  played  an  important 
part.  This  is  the  significant  contri¬ 
bution  to  the  tax  problem  for  which 
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the  author  deserves  to  be  commended. 
Tax  laws  are  not  popular  and  never 
will  be  to  those  who  have  to  pay  the 
taxes.  But  we  would  not  object 
strenuously  to  paying  taxes  if  we  did 
not  observe  at  the  same  time  the 
wanton  waste  and  inefficiency  with 
which  we  were  cursed  from  1917 
down  to  the  appointment  of  General 
Dawes  as  Budget  Head.  We  cannot 
sympathize  very  much  with  those 
who  were  assessed  heavy  taxes  on  war 
profits,  whether  the  war  profits  were 
made  by  either  capitalists  or  laborers. 
The  taxpayer  who  took  his  cue  from 
Montgomery’s  first  volume,  who  pre¬ 
pared  his  tax  return  without  evasion 
and  at  the  same  time  without  blindly 
following  the  ex-parte  instructions  he 
often  received,  is  in  pocket  as  a  result. 
The  claims  already  allowed  aggre¬ 
gating  almost  $200,000,000  are  apart 
from  probably  an  equally  great  sum 
not  overpaid  by  those  who  followed 
common  sense  accounting  procedure 
in  the  preparation  of  the  returns  and 
who  now  find  the  after-event  justifying 
their  action. 

The  general  order  and  arrangement 
of  the  manual  follows  quite  closely  the 
plan  of  the  1922  edition.  The  1923 
edition  is  somewhat  reduced  in  size 
through  the  elimination  of  a  net 
amount  of  250  pages.  A  clear  and 
concise  introductory  chapter  prepares 
the  reader  for  Part  I  which  deals 
with  the  application  and  adminis¬ 
tration  of  the  Law.  It  clearly  sets  forth 
the  nature  of  exempt  income  and 
describes  exempt  corporations.  When 
and  how  to  make  returns  next  receives 
attention.  Those  who  are  interested 
in  the  penalties  for  sundry  and  diverse 
omissions  and  commissions  may  digest 
Chapter  VIII. 

Part  II  contains  a  discussion  of  In¬ 
come.  Of  special  importance  are  the 
two  chapters  in  which  the  author  dis¬ 
cusses  the  treatment  of  income  from 


gains  upon  sale  or  exchange  of  prop¬ 
erty.  Chapter  XXIX  is  of  interest  to 
the  recipients  of  stock  dividends.  The 
reviewer  must  confess  that  he  is  still 
one  of  those  who  believe  that  under 
certain  conditions  a  benefit  accrues  to 
the  recipient  of  a  stock  dividend.  Space 
will  not  permit  us  to  discuss  this  ques¬ 
tion.  We  can  only  suggest  one  or  two 
thoughts  to  the  author  for  mature 
consideration  and  reflection  during 
the  year  1923,  when  the  new  1924 
edition  will  be  prepared.  If  the 
accrual  theory  is  to  be  justified;  if  the 
separate  and  distinct  corporate  entity 
is  to  be  regarded  and  if  dividends 
should  be  taxed  in  any  event,  all 
dividends  whether  in  cash,  script  or 
stock,  declared  out  of  surplus  earned 
by  the  corporation  after  the  stock¬ 
holder  acquired  his  stock  should  be 
taxed.  The  declaration  of  a  dividend 
disassociates  corporate  surplus  (pro¬ 
prietorship)  and  converts  that  portion 
of  the  surplus  into  a  corporate  lia¬ 
bility  (dividends  payable).  A  cash 
dividend  declared  out  of  the  surplus 
on  hand  when  the  stockholder  pur¬ 
chased  his  stock  is  a  return  to  the 
stockholder  of  a  portion  of  his  invest¬ 
ment  and  should  not  be  taxed.  The 
sensible  rule  laid  down  in  New  York  in 
the  matter  of  Osborne  should  be 
applied  in  these  cases.  It  is  freely  ad¬ 
mitted  that  there  are  difficulties  in  the 
operation  of  this  principle  because  the 
purchaser  of  stock  has  no  means  of 
knowing  what  the  surplus  is  on  the  day 
the  stock  was  purchased.  This  diffi¬ 
culty  can  easily  be  bridged.  Some  day 
when  accountants  stop  long  enough 
from  their  professional  duties  to  do 
some  logical  and  clear-cut  reasoning 
about  the  “science”  they  are  con¬ 
cerned  with,  the  decision  of  the  Su¬ 
preme  Court  in  the  Macomber  case 
will  be  put  into  the  same  category  with 
that  other  decision  of  our  Supreme 
Court  which  held  that  profits  were 
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represented  by  the  difference  between 
receipts  and  payments. 

Part  III  takes  up  the  subject  of  de¬ 
ductions.  Here  as  throughout  the 
manual  the  discussion  is  clear  and 
helpful.  It  is  undoubtedly  comforting 
to  many  to  know  that  their  gambling 
losses  at  Monte  Carlo  are,  in  the 
opinion  of  the  author,  fully  deductible. 
The  nature  of  deductions  which  tax¬ 
payers  conjure  up  is  tragically  amusing. 
One  taxpayer  that  the  reviewer  knew 
of  attempted  to  deduct  a  judgment 
obtained  against  him  on  a  breach  of 
promise  suit  on  the  ground  that  it  was 
an  attempt  at  blackmail  and  an 
assault  on  his  character  and  hence 
came  under  the  classification  “dam¬ 
ages  for  personal  injury.” 

The  author  is  entirely  correct  in  con¬ 
demning  the  hysteria  that  caused  the 
declaration  of  stock  dividends  in  1922 
as  a  means  of  avoiding  a  tax  on  un¬ 
distributed  surplus.  He  might  have 
added,  however,  that  no  Secretary  of 
the  Treasury  is  going  to  attempt  to 
pass  on  the  question  of  the  reason¬ 
ableness  of  the  accumulation  of  earn¬ 
ings  where  there  is  not  a  clear-cut  case 
of  intent  to  evade.  And  if  in  a  moment 
of  madness  the  secretary  did  attempt 
to  interfere  with  the  legitimate  func¬ 
tions  of  a  board  of  directors  he  would 
in  all  probability  be  promptly  stopped 
by  the  courts.  Our  judges  well  know 
that  any  precedent  on  this  point 
would  open  a  flood-gate  of  litigation 
that  would  soon  overwhelm  them. 
Part  IV  takes  up  the  problems  in¬ 
volved  in  these  undistributed  surpluses 
as  well  as  special  points  with  respect 
to  non-resident  aliens,  fiduciaries,  in¬ 
surance  companies,  and  farmers. 

Part  V  includes  a  chapter  on  the 
Estate  Tax  and  one  on  the  Capital 
Stock  Tax.  Two  appendixes  are 
supplied.  Appendix  A  is  a  supple¬ 
ment  to  the  author’s  “Excess  Profits 
Tax  Procedure  1921.”  Appendix  B 


is  a  reprint  of  the  Revenue  Act  of  1921. 
The  indexes  are  good  and  comprise  124 
pages.  No  one  who  has  not  under¬ 
taken  to  index  a  manual  of  this  char¬ 
acter  can  begin  to  appreciate  the 
difficulty  of  this  part  of  a  book. 

With  regard  to  the  comments  made 
upon  the  tax-exempt  securities  the 
special  danger  here  is  not  the  tax  losses 
that  result  from  this  sort  of  exemption, 
but  rather  the  alarming  increase  in 
state  and  municipal  debt  which  has 
taken  place  and  which  raises  a  serious 
problem  for  trustees  charged  with  safe 
investment  of  funds  in  their  charge. 
Are  trustees  of  savings  banks  and 
estates  safe  in  investing  in  this  class 
of  securities  if  the  present  flood  con¬ 
tinues  unabated?  Why  change  the 
Constitution?  Is  not  the  remedy  the 
adoption  of  budgets  similar  to  the 
national  budget  plan? 

Finally  we  may  expect  to  see  an  at¬ 
tempt  made  to  reach  stock  dividends 
through  an  excise  tax  of  some  sort— a 
subterfuge  necessary  under  the  Ma- 
comber  decision.  We  cannot  blame 
the  Courts  for  being  confused  when 
accountants  who  ought  to  reason 
clearly  upon  this  matter  contribute 
no  enlightenment. 

My  Life  and  Work.  By  Henry  Ford  in 
collaboration  with  Samuel  Crowther.  289 
'pages.  Doubleday,  Page  &  Co.,  New  York. 

Reviewed  by  Thomas  Conyngton* 

Henry  Ford  shows  his  usual  as¬ 
tuteness  in  securing  the  aid  of  a  com¬ 
petent  literary  worker  when  he  enters 
the  book  field.  It  is  supposed  that 
when  men  who  can  afford  it  write  their 
lives  and  discuss  the  questions  of  the 
day  that  they  avail  themselves  of  the 
aid  of  secretaries  with  some  degree  of 
literary  skill,  and  some  who  have  not 
done  so,  should  have  done  so.  It  is 
better  for  themselves  and  much  better 

*  Member  of  the  New  York  Bar. 
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for  those  who  have  to  read  what  is 
written,  and  it  is  but  fair  to  announce 
the  fact  as  has  been  done  in  this  case. 

It  is  entirely  natural  that  Henry 
Ford  should  be  an  egotist,  but  pos¬ 
sibly,  through  the  influence  of  his 
collaborator  it  is  not  so  blatantly 
apparent  as  in  Edward  Bok’s  account 
of  his  life  work.  The  world  is  ready 
to  excuse  some  egotism  on  the  part  of 
men  like  Ford  and  Roosevelt  who 
have,  so  to  speak,  made  good  and  no 
one  will  find  fault  with  this  work  on 
that  account. 

Much  interest  will  attach  to  Mr. 
Ford’s  book  and  it  will  appeal  strongly 
to  the  business  man,  to  the  economist, 
to  the  reformer  and  to  all  ambitious 
youths.  What  Henry  Ford  has  ac¬ 
complished  in  20  years  dwarfs  the 
achievements  of  all  his  predecessors  in 
business  success.  What  he  has  done  is 
wonderful;  how  he  has  done  it  is  yet 
more  wonderful,  and  leaves  us  mar¬ 
veling  at  what  he  yet  may  do  if  he 
retains  undiminished  force  and  am¬ 
bition  for  another  decade. 

One  of  the  most  interesting  features 
of  the  new  book  is  Mr.  Ford’s  theory 
of  how  commodities  should  be  pro¬ 
duced  and  distributed.  This  is  his 
philosophy  of  business — his  theory  of 
practical  economics: 

The  true  industrial  idea  is  not  to  make 
money.  The  industrial  idea  is  to  express  a 
serviceable  idea,  to  duplicate  a  useful  idea, 
by  as  many  thousands  as  there  are  people 
who  need  it. 

To  produce,  produce;  to  get  a  system 
that  will  reduce  production  to  a  fine  art; 
to  put  production  on  such  a  basis  as  will 
provide  means  for  expansion  and  the  build¬ 
ing  of  still  more  shops,  the  production  of 
still  more  thousands  of  useful  things — that 
is  the  real  industrial  idea. 

And  here  is  another  point.  The  service 
must  be  the  best  you  can  give.  It  is  con¬ 
sidered  good  manufacturing  practice,  and 
not  bad  ethics,  occasionally  to  change 
designs  so  that  old  models  will  become 


obsolete  and  new  ones  will  have  to  be 
bought  either  because  repair  parts  for  the 
old  cannot  be  had,  or  because  the  new 
model  offers  a  new  sales  argument  which 
can  be  used  to  persuade  a  consumer  to 
scrap  what  he  has  and  buy  something  new. 
We  have  been  told  that  this  is  good  busi¬ 
ness,  that  it  is  clever  business,  that  the 
object  of  business  ought  to  be  to  get  people 
to  buy  frequently  and  that  it  is  bad  busi¬ 
ness  to  make  anything  that  will  last  forever, 
because  when  once  a  man  is  sold  he  will  not 
buy  again. 

Our  principle  of  business  is  precisely  to 
the  contrary.  We  cannot  conceive  how  to 
serve  the  consumer  unless  we  make  for 
him  something  that,  as  far  as  we  can  pro¬ 
vide,  will  last  forever.  We  want  to  con¬ 
struct  some  kind  of  machine  that  will  last 
forever.  It  does  not  please  us  to  have  a 
buyer’s  car  wear  out  or  become  obsolete. 
We  want  the  man  who  buys  one  of  our 
products  never  to  have  to  buy  another. 
We  never  make  an  improvement  that 
renders  any  previous  model  obsolete.  The 
parts  of  a  specific  model  are  not  only  inter¬ 
changeable  with  similar  parts  of  that 
model,  but  they  are  interchangeable  with 
similar  parts  on  all  the  cars  that  we  have 
turned  out.  You  can  take  a  car  of  ten 
years  ago  and,  buying  today’s  parts,  make 
it  with  very  little  expense  into  a  car  of 
today. 

I  hold  that  it  is  better  to  sell  a  large 
number  of  articles  at  a  small  profit  than 
to  sell  a  few  at  a  large  profit.  This  enables 
a  larger  number  of  people  to  buy  and  it 
gives  a  larger  number  of  men  employment 
at  good  wages.  It  permits  the  planning  of 
production,  the  elimination  of  dull  seasons, 
and  the  waste  of  carrying  an  idle  plant. 
Thus  results  a  suitable,  continuous  busi¬ 
ness,  and  if  you  will  think  it  over,  you 
will  discover  that  most  so-called  urgent 
financing  is  made  necessary  because  of  a 
lack  of  planned,  continuous  business. 

There  remains  a  wholly  sincere  belief 
that  what  we  have  done  could  not  be  done 
by  any  other  company — that  neither  we 
nor  anyone  else  could  make  shoes  or  hats, 
or  sewing  machines,  or  watches,  or  type¬ 
writers,  or  any  other  necessary  after  the 
manner  in  which  we  make  automobiles  and 
tractors,  and  that  if  only  we  ventured  into 
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other  fields  we  should  right  quickly  discover 
our  errors.  I  do  not  agree  with  any  of  this. 

The  above  extended  quotations  give 
only  one  phase  of  Mr.  Ford’s  ideas  on 
the  practical  conduct  of  business.  His 
other  theories  on  the  labor  problem,  on 
standardization,  on  dividends  to  stock¬ 
holders  and  the  economical  handling 
of  each  business  problem,  are  all  most 
interesting. 

One  radical  feature  of  Mr.  Ford’s 
handling  of  his  business  is,  however,  of 
special  interest.  His  idea  was  quantity 
production  and  low  prices.  In  this  he 
has  but  gone  back  to  the  fundamental 
economic  theory  of  the  effects  of 
competition — which  at  the  present 
time  the  modern  business  world  has 
succeeded  in  evading  in  many  direc¬ 
tions.  Mr.  Ford’s  associates  fought 
his  ideas  in  this  direction  and  strove 
to  have  something  like  “all  the  traffic 
will  bear”  instead.  His  domination 
was  the  stronger  and  he  vindicated  his 
principle  so  far  as  it  applied  to  cheap 
automobiles. 

The  vital  question  here  is  as  to  how 
many  other  commodities  could  the 
same  principle  be  successfully  applied? 
It  is  obvious  that  the  cost  of  production 
bears  no  fair  relation  to  the  price  in  an 
article  like  the  typewriter,  on  which 
the  basic  patents  have  long  ago  ex¬ 
pired,  and  yet  the  article  still  sells  at 
the  price  of  35  years  ago.  If  Henry 
Ford  had  happened  to  have  been 
attracted  to  the  manufacture  of  type¬ 
writers,  and  had  applied  the  same 
genius  for  industrial  organization  and 
for  increasing  sales,  typewriters  would 
be  in  every  household  and  would  sell 
at  $50  or  less,  instead  of  $100  each. 

Other  commodities  could  be  named 
in  which  the  same  principle  could  be 
applied.  If  there  are  young  and  am¬ 
bitious  men  who  desire  to  get  rich  and 
will  learn  to  use  Henry  Ford’s  plan 
with  a  tithe  of  his  ability,  there  are 
numberless  openings  where  they  can 


do  as  he  did;  learn  the  particular 
business  from  the  foundation  up  and 
then  start  in  as  he  did  and  try  for  the 
large  profits  that  come  from  multi¬ 
plied  sales  at  reduced  prices. 

As  to  some  other  commodities  it  is 
not  so  certain  that  the  rule  will  work. 
Is  there,  perhaps,  a  distinction  in  this 
particular  between  luxuries  and  ne¬ 
cessities?  In  the  case  of  pianos,  fine 
furniture,  good  clothes,  rugs,  etc., 
what  would  be  the  effect  of  applying 
Henry  Ford’s  rules?  As  matters 
stand  today,  most  of  us  pay  high 
prices  for  such  things  because  when  we 
pay  lower  prices  we  usually  get  poor 
materials  cheaply  made  up. 

Another  question  the  book  raises  is, 
how  rare  is  ability  to  manage?  Why 
do  so  few  factories  even  approximate 
the  production  of  the  Ford  plant?  If 
other  manufacturers  could  only  make 
enough  to  raise  wages  and  cut  down 
hours  as  Henry  Ford  has,  the  trouble 
with  labor  would  vanish  overnight. 
To  what  extent  are  our  labor  troubles 
owing  merely  to  lack  of  operating  ability 
on  the  part  of  our  industrial  leaders? 

If  Henry  Ford  could  be  persuaded  to 
open  a  great  school  of  business  man¬ 
agement,  where  he  would  take  select 
youth  and  train  them  for  future  busi¬ 
ness  leaders  and  managers,  what  a 
lasting  impression  might  he  thus  make 
upon  the  future  of  our  civilization? 
Meanwhile  everyone  who  would  do 
business  in  the  world  as  it  is  and  as  it 
will  be  for  the  next  50  years  can  read 
his  book  to  their  very  great  advantage. 

An  Introduction  to  Economic  History. 

By  N.  S.  B.  Gras,  Ph.D.,  Professor  of 

Economic  History,  University  of  Minne¬ 
sota,  xxiv.  350  pp.  Harpers. 

Reviewed  by  Clyde  Olin  Fisher* 

Only  recently  in  the  United  States 
has  emphasis  been  given  to  the  study 

*  Professor  of  Economics,  Wesleyan  University, 
Middletown,  Conn. 
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of  economic  history.  The  historians 
who  have  broken  away  from  the 
traditional  political  history  have,  as  a 
rule,  given  their  attention  to  the 
economic  history  of  some  particular 
country.  For  example,  we  have  eco¬ 
nomic  histories  of  the  United  States,  of 
England  and  of  other  countries.  Also, 
we  have  a  large  number  of  monographs 
covering  some  definite  period  of  his¬ 
tory  or  the  growth  of  some  specific  in¬ 
dustry.  The  German  economists  have 
attempted  to  make  their  studies  in 
economic  history  more  comprehensive. 
In  fact,  their  distinctive  contributions 
to  economics  have  probably  been  in 
the  field  of  economic  history.  Any 
comprehensive  study  of  economic  his¬ 
tory  in  the  United  States  is,  therefore, 
at  the  present  time,  in  the  nature  of 
semi-pioneer  work.  Professor  Gras, 
trained  in  historical  method  as  well  as 
in  economic  analysis,  is  eminently 
fitted  to  do  this  pioneer  work. 

This  book  is  what  it  purports  to  be, 
an  introduction.  One  can  not  put  into 
the  brief  compass  of  350  pages,  cover¬ 
ing  the  economic  development  from  the 
earliest  times  to  the  present  day,  much 
more  than  an  outline.  The  author  tells 
us  that  this  book  is  the  result  of  his 
own  experience  in  teaching  courses  in 
economic  history. 

The  economic  development  of  people, 
according  to  the  author,  falls  logically 
into  five  categories :  Collectional  Econ¬ 
omy;  Cultural  Nomadic  Economy; 
Settled  Village  Economy;  Town  Econ¬ 
omy;  and  Metropolitan  Economy. 
He  devotes  a  chapter  to  each  of  the 
first  four  categories  and  two  chapters 
to  the  last  one.  The  genesis  of  and  the 
background  for  each  stage  in  economic 
development  are  outlined  in  some  de¬ 
tail  and  the  reader  is  given  explana¬ 
tions  for  the  gradual  transition  from 
the  earlier  to  the  later  stages. 

Collectional  Economy  is  defined  as 
that  stage  in  which  man  collected  his 


gifts  from  nature  directly,  doing  very 
little  in  the  way  of  changing  the  forms 
of  the  bounty  of  nature.  Even  at  this 
period  there  was  some  division  of  labor 
between  the  men  and  the  women. 
The  collectional  economy  gave  way  to 
cultural  nomadic  economy  when  man 
began  to  use  domestic  animals  and  to 
profit  from  slave  labor.  Gras  explains 
the  absence  of  nomads  in  America  by 
reason  of  the  lack  of  animals  suited  to 
domestication. 

Village  Economy  emerged  with  the 
settlement  of  people  in  relatively 
permanent  homes.  First  came  the 
free  village  and  then  the  dependent 
village,  out  of  which  feudalism  later 
developed.  A  village,  as  Gras  uses  the 
term,  was  any  community  the  primary 
function  of  which  was  agricultural  and 
in  which  there  was  no  class  of  special¬ 
ized  traders. 

With  the  emergence  of  these  special¬ 
ized  traders  the  town  came  into  exist¬ 
ence.  The  town  became  the  center  for 
the  trade  of  the  surrounding  villages 
and  supplied  the  conditions  requisite 
to  the  formation  of  craft — and  trade- 
guilds  with  all  their  monopolistic 
attributes.  The  regulation  of  its 
members  by  the  guild  is  explained: 
“There  can  be  little  question  that  the 
key  to  guild  regulation  is  the  advan¬ 
tage  of  the  producer,  to  give  him  the 
highest  return  for  the  smallest  amount 
of  effort.”  In  spite  of  such  regu¬ 
lations,  however,  the  greatest  single 
contribution  made  by  the  town  econ¬ 
omy  was  the  development  of  individ¬ 
ualism. 

The  author  gives  to  the  fifth  stage, 
that  of  Metropolitan  Economy,  al¬ 
most  as  much  space  as  to  all  the  other 
four  combined.  He  discusses  this 
stage  with  particular  reference  to 
England  and  to  America.  This  econ¬ 
omy  he  defines  as : 

The  organization  of  producers  and  con¬ 
sumers  mutually  dependent  for  goods  and 
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services  wherein  their  wants  are  supplied 
by  a  system  of  exchange  concentrated  in  a 
large  city  which  is  the  focus  of  local  trade 
and  the  center  through  which  normal 
economic  relations  with  the  outside  are 
established  and  maintained. 

In  this  connection  we  get  expla¬ 
nations  for  the  origin  of  the  bourse  or 
stock  exchange,  of  the  large  insurance 
companies,  of  the  theory  of  mercan¬ 
tilism  and  of  the  various  organizations 
designed  to  promote  the  cause  of 
trade.  This  state  of  affairs,  Gras  holds, 
led  logically  to  laissez  fair e  in  economic 
theory. 

Metropolitan  Economy  is  divided 
into  four  distinct  stages: 

Organization  of  the  market 

Industrial  development 

Development  of  transportation 

Development  of  financial  organization 

Gras  shows  how  the  various  phases 
of  this  economy  merge  into  each  other 
and  give  rise  to  many  of  the  modern 
organizations  with  all  their  various 
ramifications  and  complexities,  creat¬ 
ing  in  the  minds  of  some  people  the 
suspicion  that  there  is  a  money  trust. 

Some  of  the  author’s  generalizations 
one  may  question.  For  example,  he 
suggests  that  the  organization  of  the 
federal  reserve  banking  system  struck 
a  heavy  blow  to  the  financial  domi¬ 
nance  of  New  York  City.  Is  not  New 
York  still  the  dominant  force  in  the 
financial  life  of  the  United  States  and  is 
it  not  desirable  and  even  inevitable, 
at  the  present  stage  in  our  economic 
development,  that  it  should  be  so? 

The  metropolitan  centers  are  the 
foci  for  our  cultural  life  as  well  as  for 
our  financial  and  our  industrial  activi¬ 
ties.  This  is  explained  by  Gras  on  the 
basis  of  the  vast  accumulation  of 
wealth  in  the  cities. 

Professor  Gras  has  written  a  useful 
book.  It  should  find  a  place  in  intro¬ 
ductory  courses  in  history  and  in 


economics.  It  can  also  be  read  with 
profit  by  the  man  who  has  a  thirst  for 
data  and  who  wishes  to  know  the 
raison  d'etre  for  our  present-day  com¬ 
plicated  economic  life.  Helpful  sug¬ 
gestions  for  more  intensive  study  are 
given  at  the  end  of  each  chapter.  The 
reviewer  agrees  with  the  concluding 
thought  of  the  book: 

It  is  commonly  and  probably  rightly 
concluded  that  the  increase  in  production 
has  meant  a  somewhat  larger  share  in 
benefits,  material  and  non-material,  for  all 
concerned,  master  and  man,  capitalist  and 
laborer.  If  this  be  true,  then  we  should 
regard  the  metropolis  as  a  true  mother- 
city,  mother  of  wealth  and  culture,  gener¬ 
ously  bestowed  upon  substantially  all  her 
children. 

Accounting  Theory — With  Special  Ref¬ 
erence  to  the  Corporate  Enterprise. 

By  William,  Andrew  Baton,  Ph.D.,  Pro¬ 
fessor  of  Accounting,  University  of  Michi¬ 
gan,  xii,  508  pp.  Ronald  Press  Company. 

Reviewed  by  P.  W.  Pinkerton* 

Here  is  a  book  which  is  remarkable 
in  two  ways.  In  the  first  place  the 
author  has  reversed  the  ordinary  pro¬ 
cedure  of  presenting  accounting  theory. 
He  begins  with  the  corporation  instead 
of  teaching  first  the  proprietorship, 
then  the  partnership,  and  finally  the 
corporation. 

Heretofore  we  have  had  excellent 
texts  on  accounting  theory  and  prac¬ 
tice,  giving  us  full  discussions  based  on 
the  proprietorship  concept  so  ably  ex¬ 
pounded  by  Sprague,  and  in  addition 
thereto  we  have  had  to  use  special 
texts  on  corporation  accounting,  tell¬ 
ing  us  wherein  our  handling  of  cor¬ 
porate  accounts  should  be  different 
from  the  principles  which  we  have 
been  taught.  Now  that  the  cor¬ 
poration  is  such  a  common  form  of 
business  organization  that  it  almost 

*  Member  of  the  firm  of  Coffield,  Sanders  and  Com¬ 
pany,  Certified  Public  Accountants,  Indianapolis,  Ind. 
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dominates  the  practical  end  of  ac¬ 
counting,  it  seems  much  more  logical 
to  present  the  theory  of  corporation 
accounts  as  the  basis,  rather  than  that 
of  single  proprietorship  accounts. 

The  present  reviewer  will  not  be 
surprised  if  the  change  of  method  of 
presentation  which  is  forecast  by  Dr. 
Paton’s  book  is  followed  in  a  compar¬ 
atively  short  time  by  a  complete  re¬ 
vision  of  accounting  texts,  the  new 
ones  teaching  the  corporation  as  the 
basis,  with  supplementary  manuals  on 
proprietorship  accounting  and  on  part¬ 
nership  accounting  for  those  who  have 
need  for  them .  The  change  seems  to  be 
so  extremely  logical  that  it  is  surprising 
that  no  one  ever  thought  of  it  before. 

Dr.  Paton  has  merely  made  this  need 
evident.  His  present  volume  does  not 
pretend  to  fill  it.  The  book  is  en¬ 
titled  “Accounting  Theory,”  and  it 
attempts  no  more  than  its  title  would 
indicate.  It  is  not  a  complete  teaching 
text  of  accounting  practice.  In  method 
of  presentation  it  is  reminiscent  of 
Sprague  in  that  it  deals  with  the 
philosophy  of  accounts  from  an  almost 
purely  theoretical  standpoint.  In  con¬ 
tent,  however,  it  is  very  different  from 
Sprague  in  that  it  takes  a  point  of  view 
which  is  in  many  instances  almost 
diametrically  opposite. 

This  book  is  not  a  beginners’  text  in 
practical  accounting,  although  it  may 
serve  as  a  beginners’  text  in  the  sub¬ 
ject  as  taught  in  those  of  our  uni¬ 
versities  which  make  accounting  a 
cultural  subject  parallel  to  the  meta¬ 
physics  of  Kant.  It  is  strange,  but  it 
is  a  fact,  that  when  one  takes  up  the 
study  of  accounting  as  a  broadening 
phase  of  a  course  in  the  science  of 
business  administration  and  manage¬ 
ment,  he  begins  his  tutelage  in  ac¬ 
counting  at  a  far  more  advanced  point 
than  does  the  man  who  enrolls  in  a 
school  which  teaches  accounting  as  a 
profession. 


Reviewing  the  book,  then,  from  the 
standpoint  of  the  accountant  and  the 
student  of  accounting  as  a  profession 
rather  than  as  a  cultural  subject,  the 
present  volume  is  an  advanced  text. 
One  must  be  familiar  with  the  older 
thought  and  with  ordinary  practice 
before  he  will  appreciate  it.  And  from 
this  fact  we  come  to  the  second  thing 
for  which  the  book  is  remarkable — 
its  freshness  as  compared  with  the  older 
thought. 

Dr.  Paton  has  previously  contrib¬ 
uted  a  number  of  interesting  articles 
to  the  magazines  of  business  and  ac¬ 
counting.  Each  one  of  these  has  de¬ 
parted  from  the  stereotyped  and  has 
branched  out  in  originalities  which  are 
heresy  to  the  person  who  holds  tightly 
to  the  sacredness  of  the  traditions  of 
accountancy.  The  reviewer  awaited 
the  coming  of  “Accounting  Theory” 
with  great  interest,  because  he  was  con¬ 
vinced  that  whatever  Dr.  Paton  would 
write  would  be  worth  reading — and 
he  was  not  disappointed. 

What  does  it  matter  if  one  cannot 
agree  with  all  of  his  theory?  The  world 
did  not  agree  with  Galileo,  when  he 
endeavored  to  reshape  it  with  his  new 
ideas.  Perhaps  the  logic  of  this  man, 
sitting  in  his  professor’s  chair  and 
looking  at  accountancy  in  a  dis¬ 
passionate  way,  far  enough  from  the 
field  of  battle  to  get  a  vision  of  the 
whole,  uncolored  by  events  in  his 
immediate  vicinity,  may  be  what  the 
science  needs  to  awake  it  from  a  hide¬ 
bound  conservatism  whose  existence 
it  has  not  recognized  as  yet. 

It  has  been  suggested  that  Dr.  Paton 
writes  these  startling  things  only  to  sit 
back  and  smile  to  himself  when  others 
take  him  seriously,  but  surely  such  a 
comment  is  only  a  courteous  way  of 
saying  that  nobody  could  possibly 
mean  the  new  things  that  Dr.  Paton 
says.  For  Dr.  Paton  is  sincere — of  that 
there  can  be  no  doubt.  And  he  has  the 
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courage  of  his  convictions.  He  speaks 
right  out.  He  is  not  satisfied  merely  to 
suggest  that  our  present  thought  may 
not  be  the  most  logical — he  says  it  is 
wrong. 

A  year  ago  Dr.  Paton  read  a  paper 
on  inventory  valuations  before  a 
meeting  of  accountants.  After  the 
session  one  of  those  present  expressed 
the  wish  that  there  had  been  time  for  a 
discussion  of  the  paper,  saying — “A 
body  of  accountants  should  not  let  a 
man  get  away  with  any  such  ideas  as 
that  without  contradiction.”  Almost 
immediately  afterwards  Montgomery’s 
comprehensive  study  of  the  same 
problem1  came  off  the  press  with  some 
ideas  perhaps  even  less  orthodox  but 
with  the  possibility  in  a  written 
volume  of  a  fuller  presentation  of  the 
reasoning  behind  the  arguments,  and 
then  Dr.  Paton’s  paper  did  not  seem 


nearly  so  heretical  and  subversive  of 
sound  accounting  principles  as  at  first. 

By  way  of  criticism  it  may  be  sug¬ 
gested  that  it  is  difficult  to  see  the 
scheme  which  underlies  the  arrange¬ 
ment  of  the  various  matters  treated, 
and  there  seems  to  be  some  little  lack 
of  continuity  in  the  presentation.  This 
is  possibly  due  to  the  fact  that  several 
parts  of  the  exposition  appeared  ori¬ 
ginally  as  magazine  articles,  and  have 
not  been  thoroughly  welded  into  the 
single  volume. 

As  a  whole,  however,  the  book  is  one 
which  can  be  read  again  and  again. 
It  is  a  book  upon  which  the  author  will 
enlarge  as  the  years  go  by,  and  the  time 
may  well  come  when  its  text  matter  will 
be  twice  as  long  as  it  is  today.  For  Dr. 
Paton’s  “Accounting  Theory”  will 
take  its  place  as  one  of  the  classics  of 
business  literature. 


PAMPHLET  REVIEWS 


Employees’  Mutual  Benefit  Associa¬ 
tions — Their  Organization,  Methods 
and  Administration.  A  survey  by 
Industrial  Relations.  Bloomfield  and 
Bloomfield.  Boston,  Mass. 

The  interest  for  the  employer  in 
safeguarding  his  workers  against  emer¬ 
gencies  in  the  future  has  long  been 
recognized.  Co-operation  with  his 
men  has  been  forced  through  their  in¬ 
ability  or  unwillingness  to  provide  of 
their  own  accord  for  such  exigencies  as 
sickness,  accident,  old  age,  and  death. 
In  general,  the  result  has  been,  since 
1870  when  the  plan  was  first  tried 
out,  the  organization  of  employees’ 
mutual  benefit  associations,  designed, 
through  the  payment  of  dues  and, 
occasionally,  the  levying  of  special 
assessments,  to  provide  a  sinking  fund 
from  which  may  be  paid  benefits  to 

1  "Auditing  Theory  and  Practice”  (1922  edition) 

vol.  I. 


employees  in  the  event  of  some  of  the 
above-named  contingencies  arising. 

This  pamphlet  states,  with  remark¬ 
able  clarity,  the  organization  and 
maintenance  of  a  number  of  such 
organizations.  It  is  designed  not  only 
for  those  executives  who  are  contem¬ 
plating  the  organization  of  a  benefit 
association  for  their  employees,  but 
for  the  organizations  themselves 
which  desire  a  survey  of  the  methods 
employed  throughout  the  country. 

Three  general  plans  are  considered, 
the  first  taking  into  consideration  those 
associations  administered  solely  by 
employees;  the  second,  those  ad¬ 
ministered  jointly  by  company  and 
employees,  and  the  third,  those  whose 
administration  is  undertaken  entirely 
by  the  company.  The  form  of  organ¬ 
ization  in  each  case  is  mentioned,  as 
well  as  the  methods  of  the  collection 
of  dues  and  special  assessments  in 
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force  and  the  special  features  which 
particularize  each  association. 

Charts  have  been  prepared  also,  in 
which  is  shown  through  a  survey  of 
some  45  mutual  benefit  associations 
throughout  the  country,  the  method 
of  organization  and  administration 
employed  in  each. 

The  digest  of  prevailing  conditions 
in  the  field  which  the  pamphlet  covers 
should  be  particularly  valuable  for  all 
who  are  interested  in  the  subject.  It 
will  serve  admirably  as  a  reference 
work  and  its  thoroughness  demon¬ 
strates  the  care  which  has  been  taken 
in  its  preparation. 

Production  Costs  in  the  Manufacture 
of  Phonograph  Records.  By  E.  J. 

B orton.  The  National  Association  of 
Cost  Accountants,  130  West  1^2  Street , 
New  York  City. 

Cost  accounting  in  the  manufacture 
of  phonograph  records  is  unique  in  a 


number  of  respects.  Cost  methods  in 
this  industry  are  carefully  explained. 

A  plant  manufacturing  phonograph 
records  consists  of  three  principal  depart¬ 
ments  as  follows:  1.  The  recording  labora¬ 
tory.  2.  The  electroplating  department. 
3.  The  record  department. 

The  technical  procedures  in  each  of 
these  departments  are  outlined,  to¬ 
gether  with  the  procedure  in  the  in¬ 
spection  department  and  the  edging 
department.  Cost  accounting  in  the 
recording  laboratory,  electroplating  de¬ 
partment,  and  the  record  department 
are  described. 

“The  greatest  problem  in  account¬ 
ing  for  costs  in  the  record  industry 
is  the  proper  distribution  of  costs  and 
the  inclusion  of  the  Recording  and 
Electroplating  costs  in  the  cost  of  the 
finished  records.” 

This  problem  is  discussed. 

Seven  serviceable  forms  are  shown 
in  the  article. 
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CHRONICLE  AND  COMMENT 


A  QUESTION  OF  COSTS 

An  interesting  letter  from  the  works 
accountant  of  the  Mergenthaler  Lino¬ 
type  Company  urges  the  very  great 
importance  of  properly  kept  costs  and 
the  desirability  of  paying  more  at¬ 
tention  to  the  subject  in  Adminis¬ 
tration.  In  the  course  of  his  letter  our 
correspondent  says: 

First:  We,  in  this  company,  are  so 
vitally  interested  in  up-to-date  cost  that 
we  expect  to  know  on  Wednesday,  for 
instance,  what  it  cost  us  up  to  the  quitting 
time  of  the  overtime  crew  at  9  p.  m.  on 
the  preceding  Monday,  on  any  one  of  the 
2,000  production  orders  we  have  in  process 
in  the  factory. 

Second:  We  find,  in  our  attendance  at 
the  Chamber  of  Commerce  and  other 
executive  clubs,  that  discussions  are  held 
as  to  what  is  a  reasonable  figure  to  expect 
to  have  to  pay  to  operate  an  up-to-date 
cost  department — this  cost  department  to 
be  responsible  for  the  receipt  of  the  entire 
record  from  the  time  the  time  tickets  are 
collected  by  the  time  clerks,  until  the  final 
reports  are  completed  and  turned  over  to 
the  Treasurer  of  the  company.  The 
finished  and  unfinished  production,  raw 
material  requisitions,  voucher  register,  etc., 
to  be  considered  a  part  of  the  cost  system. 

The  writer  has  maintained,  for  the  past 
five  years  (where  a  business  has  a  gross 
turnover  of  one  million  dollars),  the 
expense  of  the  cost  department  should  not 
exceed  1  per  cent  of  the  sales.  Where  the 
business  is  over  two  million  dollars  the 
expense  should  not  be  more  than  %  of  1 
per  cent. 

Third:  Under  whom  should  the  cost 
department  and  cost  accountant  come?  It 
has  been  my  experience  and  is  my  decided 
opinion  that  the  cost  accountant  should  be 
entirely  responsible  to  the  treasurer  or  the 
comptroller  of  the  company  and  not  to  the 
chief  accountant;  and  that  the  cost  ac¬ 
countant  should  be  the  one  to  handle  the 
correspondence  direct  and  not  through  the 


comptroller  or  chief  accountant,  and  where 
branches  are  in  existence,  deal  direct  with 
the  branches. 

Fourth:  It  would  be  of  considerable 
interest  to  your  readers  to  know  who  shall 
fix  the  selling  prices — the  cost  accountant 
in  co-operation  with  the  management  or 
someone  else?  I  am  in  favor  of,  and  have 
actually  used  the  method  of  the  selling 
prices  being  worked  up  by  the  cost  account¬ 
ant  and  approved  by  the  sales  manager  and 
the  general  manager,  in  conference,  where 
changes  in  existing  prices  are  necessary  or 
where  new  parts  are  placed  on  the  market. 
In  the  case  where  parts  have  passed  the 
original  selling  price  stage,  the  selling 
prices  should  be  capable  of  being  worked 
out  on  an  automatic  percentage  base  over 
and  above  the  flat  cost,  bearing  in  mind 
the  type  of  article  being  manufactured  and 
sold,  the  cost  to  sell  same,  the  margin  of 
profit  expected,  and  the  anticipated  sales 
for  the  ensuing  year  backed  up  by  a  de¬ 
tailed  analysis  of  sales  by  commodities  for, 
say,  the  preceding  two  years  in  various 
localities  and  countries.  All  this  data  can 
be  procured  and  should  be  worked  out  by 
the  cost  accountant. 

I  am  absolutely  sold  and  have  been  for 
the  past  ten  years  on  the  real  necessity  for 
exact  knowledge  of  cost,  and  the  positions 
that  I  have  held  during  that  time  with 
some  of  the  largest  manufacturers,  in  ad¬ 
dition  to  being  an  officer  of  two  other  cor¬ 
porations,  only  serve  to  emphasize  most 
emphatically  that  thousands  of  firms,  oper¬ 
ating  today,  do  not  know  their  true  cost 
within  33H  per  cent  of  the  actual  figure. 

Trusting  this  information  may  be  of  some 
use  to  you,  I  am 

Yours  very  truly, 

W.  Robert  McLees 

Mr.  McLees’  letter  raises  several 
interesting  questions,  i.e.,  the  proper 
cost  of  the  cost  department  itself,  the 
position  of  the  cost  accountant  and 
his  department  in  the  general  organi¬ 
zation,  the  proper  party  or  parties  to 
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fix  selling  prices,  and  the  method  to  be 
followed. 

A  BOOK  REVIEW  CHART 

Mr.  Harry  Hereford,  of  Ottawa, 
Canada,  sends  the  following  suggestive 
chart  as  an  aid  to  the  librarian  in  pre¬ 
paring  analyses  of  books: 

Editor  Administration : 

In  many  business  and  other  in¬ 
stitutions  possessing  libraries,  a 
well-organized  effort  is  made 
to  place  before  those  in¬ 
terested  the  published 
matter  which  is  re¬ 
ceived. 

Busy  execu¬ 
tives  thus 


frequently  receive  bulky  volumes  which 
they  often  have  no  time  to  peruse.  In 
such  cases,  the  librarian  may  be  re¬ 
quested  to  compile  brief  analyses. 

It  is  suggested  that  for  the  guidance 
of  the  librarian  or  research  clerk  under¬ 
taking  such  compilation,  a  classifi¬ 
cation  be  prepared  showing  the  points 
to  be  brought  out  in  the  “review.” 

The  attached  chart,  which  is 
merely  a  suggestion,  is  self- 
explanatory;  it  may  readily 
be  altered  to  suit  circum¬ 
stances.  Its  advantage 
is  found  in  the  system¬ 
atic  an  d  thorough 
review  which  it 
p  r  a  c  t  i  cally 
compels. 


What  is  the  aim 
of  the  book  under  review 
Is  itagood  aim  ? 
Necessary  ? 
Unnecessary ? 
Who  is  the  Author  ? 

What  a  re  his  attainments  7 
Public. 

Academic- 
Technical. 

L  iterary. 

Previous  works  on  similar 
or  allied  subjects. 

The  Introduction. 

What  does  it  tell? 

Who  is  it  by! 


Does  it  cover  new  ground  ? 
Is  it  in  part  or  wholly  of  an 
historical  nature? 

If  so,  between  what  dates  ? 
Did  any  important  events 
occur  within  the  period  ? 

Is  it  written  in  technical 
or  popular  style  ? 

Is  the  language 
Formal  ? 

Technical  ? 

Popular  ? 

Is  there  anything  novel 
about  the  authors  treat¬ 
ment  of  the  subject  7 
Is  it  divided,  ord /'visible, 
into  sections  ? 

Which  are  the  principal 
chapters  ? 

Are  statements  made 
scientifically  determined, 
given  on  dubious  authority , 
or  merely  opinions  of  the 
author  or  of  others  ? 

Are  sources  good  ? 

Are  authorities  quoted 
good  ? 


Is  the  arrangement 
Chronological  ? 
Topical  ? 


Typography 

Errors. 

Size  of  type. 

Style  of  type. 

General. 

Illustrations 

Clear. 

Inserted  appropriately. 
Graphs  and  charts. 

Is  there  an  effective 
index  ? 

Bibliography. 

Footnotes. 

Binding. 

Price . 


Principal  features  7 

What  conclusions  are 
drawn  ? 

Are  they  practical  7 


Appeal  to 
Students  ? 
Businessmen  ? 


Is  it  constructive  ? 
Critical  7 

Can  the  authors  point  of 
view  be  succinctly  stated: 

Is  it  warranted  ? 


Similar  books  by  other 
authors. 


Compare  statements  and 
views  with  other  writers. 


Is  there  any  pronounced 
bias  7 


Is  the  book  complete  ? 
If  not,  in  what 
respect  ? 


If  the  aim  of  the  book  can  be  construed  to  formulate  a  question, 
state  the  question  with  the  answer  as  shown  by  the  authors  conclusions. 


’A  Book  Review  Chart’ 
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ECONOMICS  AND  MODERN 
BUSINESS 

The  following  letter  comes  from  J. 
K.  Mason,  whose  economic  discus¬ 
sions  of  accounting  topics  have  been 
appearing  from  month  to  month  in 
Administration.  That  Mr.  Mason  is 
not  alone  in  his  appreciation  of  the 
close  connection  between  economics 
and  “practical  business”  is  shown 
by  the  recent  joint  meeting  of  the 
American  Economic  Association  and 
the  American  Society  of  Mechanical 
Engineers,  editorially  mentioned  in 
the  January  number  of  Adminis¬ 
tration: 

Editor  Administration: 

In  examining  the  December  issue 
of  Administration ,  I  experienced  a 
rather  pleasant  thrill  in  the  reading  of 
an  editorial — “Economics  and  Modern 
Business.”  There  are  articles  appear¬ 
ing  in  this  and  previous  issues  that 
have  to  do  with  this  question  and  the 
question  of  budget  control  that,  along 
with  the  above-named  editorial,  indi¬ 
cate  to  me  a  decided  trend  in  present- 
day  manufacturing  thought. 

It  seems  to  me  that  in  the  past  fifty 
years  of  development  the  industrial 
attitude  has  proceeded  through  certain 
very  distinctive  stages.  I  may  be 
taking  the  words  of  another  when  I  say 
that  at  the  outset  the  rule-of-thumb 
and  practical  judgment  seemed  to  be 
the  controlling  factors.  Following  on 
that,  came  the  conception  that  better 
general  accounting  might  help,  which 
gave  rise  to  the  greater  importance 
of  the  balance  sheet.  Next,  the  ques¬ 
tion  of  active  cost  finding  began  to 
be  discussed  with  an  almost  immediate 
consideration  of  the  problems  of  shop 
and  office  efficiency.  Now  is  coming 
the  climax  of  it  all — that  real  funda¬ 
mental  which  you  treat  of  in  your  edi¬ 
torial,  namely,  Industrial  Economics. 


I  say  “Industrial  Economics”  be¬ 
cause  I  believe  that  there  is  a  decided 
difference  in  the  conception  of  eco¬ 
nomics  that  the  manufacturer  must 
have  from  that  which  is  held  by  the 
college  professor  and  the  theoretical 
student  of  economics.  You  know  from 
my  articles  that  it  is  a  subject  which  I 
take  quite  to  heart.  When  industry  as 
a  whole  awakens  to  the  need  for  con¬ 
sideration — not  of  method  alone,  not 
of  production  alone,  but  of  economic 
cause  and  effect,  and  of  the  disposition 
and  use  of  available  capital — then,  I 
believe,  industrial  nations  will  be  less 
susceptible  to  panic  and  excesses  that 
obtain  during  periods  of  prosperity  or 
depression. 

Very  sincerely, 

J.  K.  Mason. 

CORRECTIONS 

In  the  February  number  of  Ad¬ 
ministration  Professor  Fisher,  of  Wes¬ 
leyan  University,  reviewed  “The  His¬ 
tory  of  the  Southern  Pacific  ”  by  Stuart 
Daggett.  In  the  course  of  the  review 
Professor  Fisher  states  that  “Pro¬ 
fessor  Daggett  does  not  sacrifice 
scientific  accuracy  in  order  to  make 
his  story  more  readable.”  In  the 
printed  review  the  word  “not”  was 
omitted,  giving  the  sentence  a  directly 
contrary  meaning  to  that  which  Pro¬ 
fessor  Fisher  intended,  and  actually 
did  write  into  it. 

In  the  December  1922,  number  of 
Administration  appeared  an  article, 
“Cost  or  Market  in  Pricing  Inven¬ 
tories”  by  Frank  Lowson.  In  this 
article  Mr.  Lowson  refers  to  a  letter 
from  Douglas  I.  Mann  which  appeared 
in  Administration  for  September.  In¬ 
advertently  Mr.  Mann’s  name  was 
given  as  “Mr.  Munn” — a  typo¬ 
graphical  error. 
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THE  TAX  ON  PROFITS  FROM 
SALE  OF  STOCK  RIGHTS 

Editor  Administration: 

The  Federal  District  Court  of  Mary¬ 
land  in  Miles  v.  Safe  Deposit  and 
Trust  Co.  of  Baltimore  decided  that  the 
gross  proceeds  from  the  sale  of  stock 
rights  representing  stockholders’  priv¬ 
ilege  to  subscribe  to  new  stock  of  the 
same  character  as  the  old,  is  not  tax¬ 
able  under  the  Federal  Income  Tax 
Law,  but  only  the  portion  representing 
profit  on  the  sale.  The  court  held  in 
substance  that  the  right,  if  it  had  any 
value  at  all,  constituted  a  proportion¬ 
ate  capital  interest  in  the  company, 
and  its  sale,  therefore,  was  a  sale  of 
capital,  so  that  only  the  excess  of  the 
selling  price  over  the  cost  of  that 
interest  was  income  and  hence  taxable. 

The  court  went  further  and  at¬ 
tempted  to  apply  the  above  principle 
to  the  case  in  hand.  By  a  certain 
method  of  calculation  it  decided  the 
specific  amount  for  which  the  sale  of 
the  rights  was  taxable.  In  so  doing  it 
laid  down  a  rule  for  finding  the  gain  on 
such  sales  which  the  United  States 
Supreme  Court  has  affirmed  and  which 
the  Internal  Revenue  Bureau  is  now 
enforcing,  but  which,  in  the  opinion 
of  the  writer,  is  erroneous. 

The  facts  in  the  case  were  these.  The 
Safe  Deposit  and  Trust  Company  of 
Baltimore,  as  guardian  for  a  minor, 
held  a  certain  number  of  common 
shares  of  the  Hartford  Fire  Insurance 
Company.  At  the  time  the  father  of 
the  minor  died,  the  shares  had  a  value 
of  $710  each,  which  the  court  stated 
might  be  considered  as  the  original 
cost  of  the  stock  to  the  holder.  Later 
the  insurance  company  gave  its  share¬ 
holders  the  privilege  of  subscribing 
to  additional  common  stock  at  $150 
per  share,  one  new  for  every  old  share 
held.  The  rights  were  sold  for  $358.48 
a  piece. 


The  court  arrived  at  what  it  assumed 
to  be  the  profit  on  the  sale  of  each 
right  as  follows: 

Subscription  price  of  new  share.  . .  .  $150.00 
Selling  price  of  one  right .  358.48 

Value  of  share  (minus  right) . $508.48 

Cost  of  one  old  share . $710 

Cost  of  one  new  share .  150 


Cost  of  two  shares,  old  and 

new . $860 

Cost  of  share  minus  the  right 

($860 2) . $430.00 

Profit  on  sale  of  one  right  (as  as¬ 
sumed  by  court) .  $78.48 

When  the  right  came  off  the  stock, 
the  shareholder’s  total  interest  in  the 
company  was  divided  into  two  un¬ 
equal  parts — one  represented  by  the 
shares  minus  the  rights,  and  the  other 
by  the  rights  themselves.  Now  the 
sum  of  $78.48  arrived  at  in  the  above 
calculation  was  not  the  realized  profit 
on  the  sale  of  the  second  part  of  the 
equity,  as  the  court  supposed,  but  the 
paper  profit  per  share  on  the  first  part. 
The  value  of  a  share  without  the  right 
was  $508.48  and  its  cost  was  $430. 
The  difference  between  these  two  sums 
was,  therefore,  the  unrealized  gain  per 
share  on  the  stock  selling  ex-rights. 

Under  certain  circumstances  the 
application  of  the  court’s  rule  gives  a 
very  absurd  result.  Manifestly,  since 
a  stockholder’s  total  interest  has  cost 
him  something,  and  since  his  rights,  if 
they  have  any  value  represent  a  part 
of  that  interest,  a  portion  of  the  cost 
of  the  total  interest  must  be  allocated 
to  the  rights,  and  in  no  event,  there¬ 
fore,  can  the  profit  on  the  sale  of  rights 
be  equal  to  or  greater  than  the  gross 
proceeds.  And  yet,  according  to  the 
court’s  rule,  whenever  the  original 
cost  of  the  stock  is  less  than  the  sub¬ 
scription  price  of  the  new,  the  gain  on 
the  sale  of  rights  exceeds  the  entire 
proceeds. 
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For  example,  suppose  stockholders 
have  the  privilege  of  doubling  their 
holdings  at  $100  per  share.  The  cost 
of  the  old  stock  was  $90  and  the  selling 
price  of  the  right  is  $30.  The  cost  of 
the  stock  minus  the  right  is  then  $95 
or  ($90+$100)-^2.  Adding  the  selling 
price  of  the  right  to  the  subscription 
price  gives  $130  as  the  value  of  a  share 
minus  the  right,  and  subtracting  from 
this  the  cost  of  $95  gives  a  profit  of  $35 
on  the  sale  of  a  right,  according  to  the 
court’s  rule,  or  $5  more  than  the  pro¬ 
ceeds  of  the  sale.  However,  the 
Internal  Revenue  Bureau  has  attempted 
to  overcome  this  difficulty  by  ruling 
that  the  tax  in  such  caseg  will  be 
imposed  on  no  more  than  the  proceeds, 
i.e.,  on  $30  in  the  foregoing  example. 

The  proper  method  of  computing 
the  gain  on  sale  of  rights,  it  is  here 
contended,  is  to  base  the  calculation 
on  the  selling  price  of  the  stock  at  the 
time  the  rights  are  sold.  Assume  first 
that  the  rights  are  sold  when  the  stock 
is  selling  with  the  rights.  Clearly,  the 
proportionate  part  of  a  stockholder’s 
total  interest  in  the  company  repre¬ 
sented  by  a  right  is  the  ratio  which  its 
market  price  bears  to  that  of  the  stock. 
It  is  plainly  a  varying  ratio,  rising  and 
falling  with  the  price  of  the  stock,  and 
hence  also  with  the  price  of  the  right, 
and  vanishes  completely  when  the 
value  of  the  right  is  nil,  that  is  to  say, 
when  the  market  price  of  the  stock 
equals  or  is  less  than  the  subscription 
price  of  the  new  shares.  If  now  this 
ratio,  whatever  it  may  be  when  the 
rights  are  sold,  is  applied  to  the 
original  cost  of  the  old  stock,  the  result 
is  the  prorated  cost  of  the  rights, 
which  subtracted  from  the  selling 
price  of  the  rights,  gives  the  profit. 

Thus,  in  the  preceding  example, 
with  the  subscription  price  of  the  new 
shares  at  $100  and  the  rights  selling 
at  $30,  the  market  price  of  the  old 
stock  must  be,  or  at  least  will  tend  to 


be,  in  the  neighborhood  of  $160,  or 
the  subscription  price  plus  the  value  of 
2  rights.  Assume  the  stock  is  quoted 
exactly  at  $160.  The  equity  repre¬ 
sented  by  one  right  is,  therefore, 
30/160,  or  3/16  of  the  equity  repre¬ 
sented  by  one  old  share,  and  since  the 
cost  of  an  old  share  was  $90  the  pro¬ 
rated  cost  of  the  right  is  3/16  of  $90, 
or  $16>s.  As  the  right  is  sold  for 
$30,  the  profit  on  the  sale  amounts 
to  $133^8,  which  contrasts  with  $35 
as  arrived  at  by  the  court’s  method. 

If  the  right  is  sold  when  the  stock  is 
selling  ex-rights,  the  price  of  the  right 
should  be  added  to  the  price  of  the 
stock  before  proceeding  to  calculate 
the  profit  on  the  sale. 

Whether  the  writer’s  or  the  court’s 
rule  will  operate  to  the  advantage  of 
the  seller  of  rights  depends  upon  the 
circumstances  of  the  case.  In  all 
cases  where  the  stock  is  selling  above 
its  original  cost  and  an  actual  profit 
results  from  the  sale  of  rights,  the 
writer’s  rule  is  more  favorable,  as 
shown  in  the  preceding  example.  On 
the  other  hand,  if  the  price  of  the  stock 
is  below  its  cost,  so  that  the  sale  of  the 
rights  results  in  a  loss,  the  court’s  rule 
works  in  favor  of  the  seller  of  rights. 

Thus,  if  the  cost  of  the  stock  above 
was  $180  the  prorated  cost  of  the  right 
is  3/16  of  $180  or  $33%,  so  that  the  loss 
on  the  right  is  $3%.  By  the  court’s 
rule,  the  loss  is  figured  at  $10,  found 
by  subtracting  ($100+$30),  the  value 
of  the  stock  less  the  right,  from  its 
cost  ($180+$100)  divided  by  2. 

The  issue  raised  here  is  simply  one 
of  fact — not  of  any  legal  interpretation. 
It  is  a  question  of  whether  or  not  the 
court’s  method  of  computing  the  gain 
on  a  sale  of  rights  is  correct  or  not, 
which  is  merely  a  matter  involving  a 
principle  of  corporate  finance. 

Yours  very  truly, 

Thomas  York 
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COST  REDUCTION  BY  BETTER 
OFFICE  LIGHTING 

At  the  request  of  the  Postmaster 
General,  the  United  States  Public 
Health  Service  has  made  a  survey  of 
lighting  conditions  in  post-offices  to 
determine  whether  the  illumination 
provided  is  adequate  for  the  work 
being  done,  and  whether  it  is  of  the 
character  and  strength  best  adapted 
to  the  eyes  of  the  postal  workers.  The 
results  of  this  investigation  are  now 
available  in  a  pamphlet  entitled 
“Lighting  of  Post-Offices,”  summariz¬ 
ing  the  report  of  the  Office  of  Industrial 
Hygiene,  the  division  of  the  Public 
Health  Service  which  was  charged 
with  the  conduct  of  the  survey. 

One  old  and  one  comparatively  new 
post-office  were  selected  for  investi¬ 
gation.  A  few  others  were  also  in¬ 
spected  in  order  to  determine  the 
applicability  of  the  recommendations 
arrived  at  to  post-offices  generally. 
At  the  post-offices  where  the  principal 
survey  was  made,  4786  persons  are 
regularly  employed.  The  investigation 
was  divided  into  two  parts,  a  study  of 
actual  conditions  and  a  series  of  tests 
designed  to  arrive  at  the  best  possible 
conditions  of  illumination  for  post- 
office  work.  Different  types  of  lighting 
were  installed  and  compared  and  tests 
were  made  of  speed  and  accuracy  in 
letter  separating  under  varying  in¬ 
tensities  of  illumination.  Eye  exam¬ 
inations  were  made  by  a  public  health 
surgeon  who  is  an  eye  specialist;  illu¬ 
mination  measurements  by  a  physicist, 
and  process  studies  by  an  expert  ob¬ 
server  on  the  staff  of  the  public  health 
service. 

Illumination  in  the  post-offices 
studied  was  found  to  be  low  in  inten¬ 
sity  and  unsatisfactory  in  quality. 
Glare,  the  report  asserts,  was  prom¬ 
inent,  shadows  numerous,  lights  im¬ 
properly  located  and  spaced,  and  the 
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intensity  of  illumination  irregular  and 
unequal.  The  actual  mean  illumina¬ 
tion  in  the  offices  inspected  fell  short 
of  that  required  under  the  state  codes 
of  lighting  requirements,  and  was  found 
generally  lower  than  the  mean  illu¬ 
mination  furnished  employees  doing 
similar  work  in  private  industries. 

Definite  recommendations  are  made 
covering  changes  in  the  present  light¬ 
ing  system.  All  “local”  lighting,  the 
report  urges,  should  be  abandoned. 
In  its  place  there  should  be  installed 
systems  of  the  diffusion  or  light¬ 
directing  type,  giving  a  general  in¬ 
tensity  when  first  installed  of  10  foot- 
candles  everywhere  on  a  horizontal 
working  plane  45  inches  above  the 
floor.  This  is  in  accordance  with  the 
present  rapid  raising  of  the  general 
level  of  illumination. 

Business  executives  will  be  interested 
in  one  important  conclusion  arrived 
at  as  a  result  of  the  survey.  Increased 
illumination  may,  and  apparently  will, 
effect  direct  saving  in  operating  costs. 
In  the  post-office  where  the  chief  in¬ 
spection  of  the  survey  was  made,  a 
change  from  3.6  to  10  foot-candles  of 
illumination  would  involve  added  costs 
for  wattage  and  lamp  replacement  of 
about  $39,500.  But  in  the  speed  and 
accuracy  tests  it  was  found  that  for  the 
letter  separators  there  was  an  average 
increase  in  speed  of  separation  of  4.4 
per  cent.  That  percentage  of  the  total 
annual  pay-roll  would  give  $144,400 
as  the  amount  saved  through  increased 
speed  of  operation.  If  from  this 
amount  the  increase  in  cost  of  current 
and  lamps,  about  $39,500,  be  de¬ 
ducted,  there  remains  a  net  saving  for 
one  post-office  of  some  $109,000.  To 
effect  economy  on  such  a  scale,  and 
at  the  same  time  improve  the  health 
and  morale  of  large  numbers  of 
government  employees,  would  appear 
to  be  a  consummation  devoutly  to  be 
wished. 
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BUSINESS  and  investment  condi- 
1  tions  during  February  have  shown 
an  unmistakable  upward  movement, 
which  is  taken  to  point  definitely  to 
more  active  and  prosperous  conditions 
during  the  coming  spring  season.  The 
improvement  is  primarily  reflected  in 
an  expansion  of  trade  and  of  business 
demand,  but  it  has  also  found  some 
reflection  in  the  stock  and  securities 
market,  where  there  has  been  definite 
improvement  after  the  dulness  which 
prevailed  during  the  greater  part  of 
January.  While  it  would  be  far  too 
much  to  say  that  a  “boom”  is  now  in 
sight,  as  some  optimistic  forecasters 
are  predicting,  it  nevertheless  remains 
true  that  there  has  been  an  advance  in 
many  lines  which  has  laid  a  good 
foundation  for  belief  in  rather  higher 
prices  and  sustained  betterment,  at 
least  for  a  moderate  period  ahead. 

II 

Securities  and  Values.  The  move¬ 
ment  of  securities  during  the  forepart 
of  the  month  of  February  indicated  a 
decided  broadening  of  the  market  and 
increased  interest  on  the  part  of  the 
public.  In  a  few  lines  gains  in  values 
were  pronounced,  and  in  the  majority 
there  was  at  least  fractional  improve¬ 
ment.  This  improvement,  however, 
was  unmistakably  “spotty,”  indi¬ 
cating  that  some  classes  of  stocks  and 
bonds  were  being  acted  upon  by  factors 
which  did  not  influence  others,  or 
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which  at  any  rate  influenced  them  in  a 
different  way.  Average  quotations 
increased  materially  in  many  groups, 
and  moderately  in  most  groups,  as 
shown  by  the  indexes  of  representative 
securities,  which  have  all  advanced. 
For  January,  however,  the  bond  index 
of  The  Wall  Street  Journal  stood  at  a 
figure  of  73.76  as  compared  with 
74.11  a  month  earlier.  During  the 
past  few  weeks  the  index  has  shown 
some  gains. 

For  reasons  which  will  presently  be 
noted,  however,  there  is  ground  to 
think  that  a  good  many  bonds  have 
exhausted  their  immediate  power  of 
buoyancy.  This  is  shown  by  the 
yield  they  furnish  when  contrasted 
with  current  rates  for  money,  so  that 
immediate  profits  are  more  likely  to 
be  made  in  the  stock  market  where 
business  improvement  is  more  directly 
reflected.  There  are  still  some  groups 
of  bonds  which  show  a  tendency  to 
move  more  or  less  in  sympathy  with 
stocks,  and  in  which  good  improve¬ 
ment  may  be  expected  as  stocks  them¬ 
selves  gain  in  value  due  to  the  expand¬ 
ing  power  of  business.  These,  how¬ 
ever,  are  largely  confined  to  the  more 
speculative  descriptions,  such  as  in¬ 
dustrial  bonds  and  speculative  rails, 
and  do  not  represent  the  general  trend 
of  the  market  as  a  whole.  Exceptions 
must  also  be  made  in  the  case  of 
foreign  securities,  whose  tendency  has 
been  largely  influenced  by  political 
considerations,  with  downward  move¬ 
ments  apparently  growing  out  of  lack 
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of  faith  in  any  early  adjustment  of 
reparations  or  any  early  mitigation  of 
the  Franco-German  imbroglio.  This, 
instead  of  improving,  has  been  still 
further  complicated  by  the  French  oc¬ 
cupation  of  the  Ruhr  Valley.  It  is  too 
soon  to  tell  what  the  effect  of  the  move 
will  be. 

Ill 

Lines  of  Business  Growth.  The  fact 
that  such  market  improvement  as  there 
is  follows  so  directly  a  corresponding 
business  advance  is  perhaps  the  most 
encouraging  aspect  of  the  case.  It 
directs  attention  more  forcefully  to 
business  analyses  in  order  that  there 
may  be  a  closer  recognition  of  the 
lines  in  which  real  improvement  is 
taking  place.  Recent  business  in¬ 
dicators  have  in  nearly  all  instances 
shown  gains.  Steel  production  is  now 
in  some  plants  up  to  a  level  of  about 
90  per  cent  of  capacity,  while  in  others 
it  ranges  from  80  to  85  per  cent. 
Building  activity  has  been  resumed  and 
broadened.  Orders  placed  with  equip¬ 
ment  companies  are  at  a  record  high 
level.  Textile  mills,  both  cotton  and 
woolen,  are  booked  up  a  good  way 
ahead.  Basic  materials  of  various 
kinds,  including  leather,  rubber,  and 
others,  are  moving  at  higher  prices 
and  there  is  a  larger  demand  for  them. 
Carloadings,  in  spite  of  the  falling  off 
which  always  occurs  in  the  winter 
months,  are  averaging  around  900,000 
per  week — a  record  high  level  for  the 
season.  The  production  of  coal  is 
likely  to  continue  on  a  large  scale  dur¬ 
ing  the  spring  and  will  supply  the  roads 
with  a  substantial  amount  of  freight 
until  well  into  the  summer. 

In  many  other  branches  of  business 
the  volume  of  production  is  very  great, 
while  in  wholesaling  and  retailing  the 
indexes  of  turnover  point  to  advances 
above  last  year  of  12  or  15  per  cent. 
Employment  is  better  than  for  a  long 


time  past  and  wages  are  notably  high. 
These  factors  give  the  key  to  the  sit¬ 
uation  of  business  and  the  prospects  of 
its  improvement. 

IV 

Some  Restraining  Factors.  It  con¬ 
tinues,  however,  to  be  true  that  im¬ 
portant  restraining  factors  are  at  work. 
Among  them  is  the  overshadowing 
significance  of  the  foreign  situation 
which  remains  threatening  and  dis¬ 
couraging,  with  apparently  no  better¬ 
ment  in  sight.  So  long  as  this  state  of 
things  continues,  we  cannot  reasonably 
expect  any  real  enlargement  of  do¬ 
mestic  prosperity,  save  of  course  on  a 
temporary  basis.  Not  only  bonds,  like 
those  of  the  French  government,  but 
also  the  stocks  of  concerns  which  do  a 
large  foreign  business  inevitably  feel 
the  depressing  effect  of  this  political 
situation.  The  bonds  of  the  French 
government,  indeed,  have  manifested 
some  power  of  recovery,  but  this  is 
partly  due  to  artificial  support,  and  it 
remains  true,  just  as  it  has  from  the 
beginning  of  the  Ruhr  occupation,  that 
permanent  restoration  of  sound  busi¬ 
ness  conditions  cannot  be  expected  so 
long  as  a  large  part  of  the  economic 
community  of  the  occidental  world  is 
out  of  joint. 

Disturbing  factors  are  not  entirely 
confined  to  foreign  conditions.  The 
year-end  reports  of  many  of  the  in¬ 
dustrial  companies  which  have  been 
coming  to  hand  of  late,  show  that  not  a 
few  of  these  concerns  made  a  rather 
poor  return  to  their  owners  during 
1922,  and  leave  the  impression  that  if 
they  are  earning  dividends  at  all,  that 
condition  has  developed  only  very 
recently  as  a  result  of  the  larger  turn¬ 
over.  It  is  true  that  the  railroads 
have  pulled  through  the  year  1922  with 
a  decidedly  better  net  earning  (possi¬ 
bly  running  well  up  toward  4.4  per  cent 
net,  or  around  $776,000,000  for  class  I 
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roads)  than  had  been  expected,  but  it 
must  be  recalled  that  their  business  is 
primarily  domestic  and  that  they 
suffer  only  indirectly  from  depression 
in  foreign  trade.  A  third  factor  which 
tends  to  obstruct  or  retard  the  im¬ 
provement  of  business  is  found  in  the 
continued  maladjustment  which  ex¬ 
ists  between  various  classes  of  indus¬ 
tries  and  the  returns  to  those  who 
operate  or  conduct  them.  This  dis¬ 
crepancy  is  most  conspicuously  seen 
in  connection  with  commodity  prices. 

V 

Commodity  Prices  Irregular.  Whole¬ 
sale  commodity  prices  had,  up  to  the 
beginning  of  February,  not  advanced 
much  on  the  average  for  some  months 
past,  and  the  commercial  indexes,  as 
well  as  those  of  the  government,  which 
are  not  so  fully  up  to  date,  point  to  an 
approximately  stable  level.  A  closer 
analysis  of  the  price  situation  points, 
however,  to  a  rather  less  satisfactory 
state  of  things,  since  it  shows  that  there 
has  been  a  good  deal  of  movement 
among  different  groups  of  commodities 
some  of  which  have  advanced  rapidly 
and  thus  tended  to  offset  the  in¬ 
fluence  of  others  which  have  declined, 
thereby  giving  an  appearance  of  sta¬ 
bility  and  uniformity  in  the  resultant 
averages  which  is  not  warranted  by 
the  facts.  Thus,  with  average  whole¬ 
sale  prices  at  164,  foods  and  agri¬ 
cultural  products  at  wholesale  have 
shown  recession,  while  manufactured 
goods  have  increased  both  at  whole¬ 
sale  and  retail,  steel  being  one  of  the 
latest  commodities  to  advance  (at 
the  rate  of  $2  per  ton),  while  fuel  and 
lighting  expenses  have  gone  ahead 
decidedly.  The  irregularities  thus  re¬ 
vealed  tend  to  aggravate  uncertainties 
of  buying  power  and  to  emphasize  the 
situation  of  the  farmer  w.ho  has  for  a 
good  while  past  complained  that  his 


dollar  was  losing  in  purchasing  power, 
as  contrasted  with  manufactured  goods, 
while  his  product  was  either  losing  or 
at  all  events  not  increasing  in  buying 
power. 

This  situation,  should  it  continue, 
must  necessarily  make  the  founda¬ 
tion  of  business  prosperity  unstable,  so 
that  improvement  in  trade  tends  to 
defeat  itself  by  bringing  about  a  con¬ 
dition  in  which  inability  to  buy,  with 
resultant  disarrangement  of  production 
in  relation  to  consumption,  may  bring 
things  to  a  partial  halt  at  almost  any 
time.  It  is  the  unquestionable  opinion 
of  the  best  authorities  that  a  good  deal 
more  accurate  adjustment  of  internal 
prices  or  wages,  as  contrasted  with 
productiveness,  must  be  effected,  be¬ 
fore  trade  can  be  said  to  have  assumed 
a  position  of  stability.  Meantime  de¬ 
velopments  during  the  past  month 
have  again  shown  sporadic  but  un¬ 
mistakable  advance  of  wholesale  prices 
which  will  be  reflected  in  the  next 
monthly  indexes.  The  strong  upward 
trend  of  past  months  has  clearly  been 
resumed. 

VI 

Position  of  Public  Finance.  The 
fixation  of  definite  terms  for  the  fund¬ 
ing  of  the  claims  of  the  United  States 
upon  Great  Britain  and  the  ratification 
of  the  terms  by  Congress  has  been  a 
notable  development  of  the  month, 
and  one  which  has  exerted  an  excellent 
effect,  not  only  upon  general  opinion 
but  also  upon  exchange  quotations, 
particularly  of  sterling.  The  most 
immediate  result  that  can  be  seen  from 
the  debt  adjustment  when  put  into 
effect  will  be  the  assistance  rendered  to 
our  own  budget.  Assuming  that  we 
get  from  Great  Britain  upwards  of 
$175,000,000  annually,  a  considerable 
step  has  been  taken  towards  wiping 
out  the  deficit  which  has  heretofore 
existed  in  our  budget.  Should  the  new 
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tariff  continue  to  produce  at  the  rate  of 
$75,000,000  to  $100,000,000  in  excess  of 
the  old  one,  the  consequence  of  the 
debt  settlement  in  helping  to  balance 
our  federal  budget  during  the  next  few 
years  may  be  very  considerable.  An 
immediate  outcome  of  this  sort  is  seen 
in  the  unofficial  announcement  at  the 
Treasury  that,  instead  of  a  deficit 
estimated  to  run  up  to  several  million 
dollars  for  the  current  fiscal  year,  these 
extra  incomes  had  cut  the  deficit  to  less 
than  $100,000,000. 

Closely  connected  with  this  better 
fiscal  situation,  is  the  fact  that,  under 
the  British  debt  settlement,  the  Eng¬ 
lish  government,  being  allowed  to  make 
payments  in  Liberty  bonds  at  par, 
may  be  expected  to  be  continuously  in 
the  market  as  a  buyer  of  Liberty 
bonds,  so  that  the  price  of  those 
securities  will  naturally  tend  to  hover 
around  the  par  figure.  Some  antici¬ 
patory  results  of  this  sort  are  already 
to  be  observed,  Liberty  bonds  having 
advanced  quite  materially  even  be¬ 
fore  the  proposed  basis  for  debt  ad¬ 
justment  had  been  made  public.  On 
the  strength  of  these  prospects  as  well 
as  of  present  conditions,  the  Treasury 
naturally  looks  forward  with  greater 
confidence  to  a  resumption  of  its  re¬ 
funding  operations  during  the  coming 
spring  in  the  expectation  that  rates  of 
interest  will  favor  it. 

VII 

Money  and  Rates.  Such  rates, 
however,  are  still  inclined  to  harden. 
February  1,  call  funds  were  fairly 
stable  around  4^£  at  per  cent, 
with  time  funds  3^4  of  1  per  cent  higher, 
and  commercial  paper  not  far  from 
time  loans  so  far  as  rate  is  concerned. 
During  February  there  has  been  a  no¬ 
table  strengthening  of  rates  due  to  ac¬ 
tual  business  and  investment  demand. 

This  is  a  fairly  favorable  con¬ 


dition,  all  things  considered,  especially 
when  it  is  remembered  that  current 
borrowing  at  the  banks  for  com¬ 
mercial  purposes  is  not  very  heavy. 
The  money  situation  is  doubtless 
reasonably  normal  and  market  rates 
are  not  so  far  above  the  rates  prevail¬ 
ing  at  federal  reserve  banks  (which  are 
still  4  at  4^  per  cent)  as  to  produce  any 
very  seriously  disturbing  effect.  The 
opinion  is  still  entertained  by  good 
authorities  that  there  should  be  an 
increase  of  discount  rates  at  federal 
reserve  banks  in  the  comparatively 
near  future,  and  such  an  increase  would 
no  doubt  react  upon  the  securities 
market  temporarily,  by  helping  to 
advance  market  prices  of  money  and 
thus  to  increase  values  of  bonds  and 
other  securities  whose  capitalized  sell¬ 
ing  price  is  directly  influenced  by  pre¬ 
vailing  rates. 

It  is  an  interesting  feature  of  the 
current  situation  that  rates  offered  on 
new  flotations  have  once  more  tended 
to  move  to  rather  higher  levels,  while 
it  is  also  significant  that  in  a  number  of 
cases  where  large  issues  of  bonds  have 
been  put  before  the  public,  consider¬ 
able  proportions  of  them  have  been 
left  in  the  hands  of  their  issuers,  thus 
tending  to  show  that  the  rate  they 
paid  was  not  high  enough  to  induce  the 
steady  absorption  of  them  by  the 
public  on  the  basis  of  the  security  they 
offer.  Rates  doubtless  incline  to  move 
to  a  definitely  higher  level,  and  this  fact 
of  itself  is  an  influence  which  exerts  a 
somewhat  depressing  effect  upon  bond 
values.  The  money  situation,  how¬ 
ever,  is  more  than  ever  a  direct  out¬ 
growth  of  banking  conditions,  and  the 
latter  unquestionably  occupy  an  un¬ 
usually  peculiar  and  interesting  po¬ 
sition. 

VIII 

Banking  Changes.  There  was,  dur¬ 
ing  the  closing  weeks  of  1922,  a  rather 
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distinct  increase  of  banking  activity, 
with  increased  dependence  upon  re¬ 
serve  banks  and  corresponding  fears  of 
inflationary  movements.  The  very 
great  growth  in  demand  deposits  which 
had  taken  place  during  1922  in  many 
parts  of  the  country  was  apparently 
checked,  but  this  check  did  not  show 
itself  completely  until  well  into  Jan¬ 
uary.  The  temporary  recession  still 
manifests  itself  in  a  relatively  low  level 
of  bills  held  by  reserve  banks,  but  it 
should  be  remembered  that  these  re¬ 
ductions  actually  reflect  the  period  of 
hesitation  in  business  which  made  itself 
evident  during  December,  1922.  There 
is  now  renewed  movement  toward  the 
expansion  of  member  bank  accounts, 
or  in  other  words,  there  is  a  broadening 
of  loans  to  business  borrowers,  but 
such  a  state  of  affairs  is  still  to  be 
reflected  in  reserve  bank  portfolios. 

Meantime  the  actual  condition  of 
the  banks  continues  to  be  very  strong 
with  an  increasing  reserve  ratio  reach¬ 
ing  a  high  point  of  77  during  February 
and  an  enlargement  of  the  supply  of 
gold  on  hand,  notwithstanding  the 
efforts  of  the  Treasury  to  pay  it  out 
into  circulation  and  thereby  to  lessen 
the  oversupply  in  the  vaults.  At  the 
last  available  report  the  federal  re¬ 
serve  banking  system  was  carrying 
much  over  $3,000,000,000  of  gold 
while  its  bills  held  were  only 
$837,000,000.  This  makes  technically 
a  very  strong  banking  position — 
certainly  not  equaled  anywhere  else 
in  the  world,  and  perhaps  rarely 
equaled  in  former  years  even  here. 

IX 

Export  Trade  and  Politics.  The 


foreign  trade  situation  continues  to  be 
the  point  of  greatest  doubt.  Import 
statistics  since  the  adoption  of  the 
tariff  last  autumn  continue  to  be 
withheld  except  for  the  first  month. 
The  result  is  to  leave  a  good  deal  of 
doubt  as  to  our  foreign  balance,  but 
all  the  facts  available  would  indicate 
that  it  was  still  increasing  to  some 
extent.  In  so  far  as  this  trade  repre¬ 
sents  business  with  South  American 
countries  and  with  Great  Britain,  as 
well  as  with  some  of  the  neutral  states 
of  Europe,  it  may  have  a  relatively 
sound  basis;  but  so  far  as  regular 
banking  advances  are  concerned  or 
regular  methods  of  trading,  we  are 
seriously  handicapped  in  our  commerce 
with  France,  Germany,  Russia,  the 
Southeastern  European  states,  and 
others.  We  can  finance  our  dealings 
with  these  countries  neither  through 
the  issue  of  bonds  nor  on  a  short¬ 
term  credit  basis. 

While  it  is  true  that,  as  a  result  of 
the  Franco-German  controversy  and 
the  corresponding  suspension  of  oper¬ 
ations  in  a  good  many  German  plants, 
a  certain  volume  of  orders  from  other 
countries  has  been  shifted  to  the 
United  States,  which  would  otherwise 
have  been  placed  in  France,  Germany 
or  neighboring  nations  dependent  upon 
German  coal  and  iron,  this  must  be 
regarded  as  a  very  short-term  situ¬ 
ation,  not  calculated  to  help  the  busi¬ 
ness  of  this  country  more  than  very 
sporadically.  Our  foreign  commerce 
thus  continues  seriously  limited  and 
the  difficulty  of  actually  collecting 
payment  for  any  goods  that  we  send 
abroad  in  excess  of  our  imports,  now 
so  seriously  handicapped  by  the  tariff, 
is  distinctly  more  serious  than  ever. 
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THERE  is  transpiring  today  in  the 
country  at  large  that  phenomenon 
known  to  natural  history  as  “reversion 
to  original  type.”  All  over  the  country 
there  is  a  recrudescence  of  the  in¬ 
alienable  instinct  of  the  native  Amer¬ 
ican  to  center  his  thought  and  interest 
on  the  development  and  consequent 
welfare  of  that  locality  where  it  has 
pleased  God  to  call  him.  So  it  has 
come  to  pass  that  there  is  now  more 
constructive  work  and  planning  going 
on  than  at  any  time  within  the  past 
two  years.  Back  of  all  this  lies  the 
growing  conviction  that  the  future  is 
largely  what  we  make  it.  So  if  we 
desire  to  know  what  lies  before  us  we 
shall  get  a  clearer  vision  from  a  con¬ 
sideration  of  the  fundamental  activ¬ 
ities  of  which  I  speak  than  from  a 
study  of  graphs  and  curves. 

II 

The  Prosperous  South.  One  of  the 
most  striking  phases  of  this  construc¬ 
tive  era  upon  which  we  are  just  enter¬ 
ing  is  found  in  the  South,  where  the 
general  business  atmosphere  is  redo¬ 
lent  of  prosperity  as  the  result  of  high- 
priced  cotton.  Here  and  there  are 
exceptions,  as  in  portions  of  South 
Carolina,  where  the  cotton  crop  was 
cut  in  half  by  unfavorable  weather  and 
the  ravages  of  the  boll-weevil.  In 
such  cases  trouble  and  distress  pre¬ 
vail,  with  accumulated  debts  and  un¬ 
paid  taxes,  which  the  unlucky  farmers 
have  no  opportunity  of  paying  until 
the  picking  of  another  crop.  These 
dark  spots  are  not  many  nor  of  great 

*  Chairman  of  the  Committee  on  Statistics  and 
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extent,  for  if  cotton  has  failed  here  and 
there,  other  productions  and  other 
industries  have  made  up  the  loss  by 
their  yields  and  prices. 

The  cotton  planters  and  farmers 
tasted  blood  this  past  year  because  of 
prices  for  cotton  that  their  forebears 
prayed  for  and  dreamed  of  but  never 
realized.  So  the  fight  is  on  against  that 
arch  robber,  the  boll- weevil,  which  each 
year  destroys  hundreds  of  millions  of 
dollars  of  the  greatest  cash  crop  of  the 
country.  The  old  lethargy,  the  old 
belief  that  naught  could  avail  against 
the  boll-weevil,  the  old  resignation  to 
the  apparently  inevitable,  have  all  gone. 
The  tremendous  ruin  that  this  de¬ 
structive  insect  wrought  last  year 
awakened  a  determination  to  find  a 
remedy  for  this  seemingly  unnecessary 
loss.  Organizations  are  forming  to  test 
every  known  measure  of  insect  de¬ 
struction,  the  most  promising  being 
the  poisoned  spray  of  calcium  arsenate. 
If  history  and  analogy  are  worth 
anything,  the  depredations  of  the  boll- 
weevil  ultimately  will  be  largely  con¬ 
trolled  as  they  have  been  in  the  case 
of  the  San  Jose  scale,  the  army  worm, 
the  potato  bug,  and  the  Hessian  fly. 
The  problems,  then,  of  the  cotton 
growers  will  be  control  of  production 
and  a  workable  system  of  co-operative 
marketing. 

Ill 

The  Co-operative  Movement.  The 
various  methods  of  co-operation  are 
much  in  evidence  among  farmers 
throughout  the  country.  The  ware¬ 
housing  and  financing  of  tobacco  is  in 
successful  operation,  so  far,  in  the 
principal  tobacco  sections.  The  system 
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introduces  an  entirely  new  commercial 
situation,  as  all  the  business  of  selling 
and  collecting  is  regulated  entirely 
by  the  opportunity  of  marketing 
the  stored  stocks  at  such  times  as 
the  demand  makes  profitable  for  the 
growers.  These  periods  are  necessarily 
movable  feasts,  and  all  activity  in 
business  centers  around  them.  Be¬ 
tween  these  periods  matters  generally 
are  quiet,  for  the  times  of  the  distri¬ 
bution  of  the  funds  arising  from  the 
sales  are  practically  pay-days  for  the 
entire  community  dependent  upon 
tobacco  culture.  With  all  its  dis¬ 
advantages,  this  system  is  far  better 
than  the  one  heretofore  in  vogue,  which 
found  the  producers  usually  in  debt 
from  one  season  to  another  save  when 
there  chanced  to  be  a  crop  at  high 
figures  and  one  for  which  there  was  a 
constant  demand. 

The  plan  of  financing  a  crop  so  that 
it  need  not  be  sold  under  stress  of 
necessity  is  also  on  trial  in  many 
scattered  sections  of  the  South  as 
applied  to  cotton.  Sometimes  it  works, 
sometimes  it  does  not,  according  as  it  is 
or  is  not  properly  managed  and  ade¬ 
quately  financed.  Where  it  succeeds, 
it  means  the  passing  of  that  ancient 
and  burdensome  system  of  long  credit 
based  upon  crop  and  farm  mortgages, 
which  fastened  upon  the  cotton  planter 
an  economic  slavery  from  which  escape 
was  almost  as  impossible  as  from  the 
grave. 

IV 

Southern  Fruits  and  Vegetables.  In 
the  lower  latitudes  of  the  South  another 
potent  agricultural  and  economic  force 
is  beginning  to  exert  its  annual  in¬ 
fluence.  Shipments  of  early  fruits  and 
vegetables  to  northern  markets  have 
commenced,  and  as  the  weeks  go  on, 
they  will  swell  steadily  in  number  until 
they  reach  many  thousands  of  car 
loads.  They  are  the  principal  sources 


of  revenue  and  means  of  living  in 
many  parts  of  the  South,  and  furnish 
a  greater  proportion  of  its  entire 
business  than  is  generally  realized. 
This  season  there  will  not  be  so  large  a 
production  in  some  farm  products — 
potatoes,  for  example — because  of  the 
overproduction  of  last  year  with  its 
disastrous  results  to  the  growers. 

V 

Cotton  Crop  Forecasts.  A  great 
acreage  in  cotton  is  forecast  this 
spring  because  of  the  incentive  of 
present  high  prices  for  this  great  staple. 
It  is  always  so — our  planters  will  not 
learn  by  experience.  Like  the  instance 
in  “Patience”  nothing  avails;  neither 
tears,  nor  threats,  nor  entreaties — all 
is  vain.  “It  is  a  mad  world,  my 
masters,  where  not  even  the  same 
generation  learns  through  its  own 
mistakes.”  Nor  are  there  wanting 
forecasts  of  the  coming  crop,  though 
at  this  writing  none  of  it  has  yet  been 
planted.  One  such  prophecy  comes 
from  England;  and  yet  we  have  at 
times  accused  our  British  cousins  of 
being  lacking  in  a  sense  of  humor. 

VI 

Coal  Mining  Conditions.  Through¬ 
out  the  West  and  Middlewest  the 
same  constructive  spirit  prevails, 
though  more  largely  in  agriculture 
than  in  any  other  line,  because  the  need 
there  is  greater  and  more  pressing, 
unless  it  be  in  coal  mining,  which  does 
not  yet  see  a  way  out  of  the  problems 
which  perplex  it.  The  Fact  Finding 
Coal  Commission  have  discovered  the 
Ten  Commandments  in  the  prelim¬ 
inary  report  made  in  January,  in  which 
they  state  that  “there  are  too  many 
miners  and  too  many  mines,”  which 
is  an  old  truth  familiar  to  students  of 
the  situation  for  a  long  time  past.  In 
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industrial  life  it  is  usually  easier  to 
diagnose  a  trouble  than  to  prescribe 
a  remedy,  and  this  is  especially  true  in 
this  instance.  The  usual  belief  is  that 
the  natural  laws  of  competion,  if 
allowed  to  act,  will  take  care  of  the  coal 
situation.  Not  only  have  they  failed 
to  do  so,  but  the  problem  grows  worse 
as  more  coal  mines  are  dug  and  put 
into  operation,  thus  adding  to  the 
already  hopeless  possibilities  of  over¬ 
production.  The  bituminous  mines 
are  running  only  half  time,  but  metal 
mining  in  general  is  increasing  its 
output  under  the  incentive  of  a 
growing  demand.  As  usual,  this  state 
of  affairs  gives  rise  to  rumors  and 
predictions  of  a  possible  shortage  in 
some  lines.  If  so,  it  will  be  temporary 
at  best.  Our  experience  of  possible 
production  in  metals  had  sufficient 
test  during  the  war  to  set  at  rest 
prophecies  of  this  nature. 

VII 

Other  Lines  of  Industry.  The  prin¬ 
cipal  problem  in  manufacturing  of  all 
kinds  and  wherever  employed  is  to 
take  care,  with  reasonable  promptness, 
of  the  many  orders  they  have  in  hand. 
These  orders  in  turn  are  the  natural 
result  of  depleted  stocks  of  merchan¬ 
dise  throughout  the  country,  and  the 
confidence  in  the  immediate  future 
which  is  becoming  more  widespread 
among  all  phases  of  commercial  life. 
The  danger  of  such  a  situation  is  the 
tendency  among  manufacturers  and 
distributers  to  overestimate  both  the 
nature  and  extent  of  the  demand  thus 
suddenly  made  evident.  The  result  in 
the  past  of  such  error  in  judging  a 
situation  was  to  create  speculation  in 
buying,  with  the  inevitable  slowing 
down  in  the  volume  of  business  when 
the  overproduction  became  evident. 
That  mistake  does  not  appear  im¬ 
minent  at  present  because  the  lessons 


of  the  past  are  not  entirely  forgotten. 
Moreover,  both  producers  and  dis¬ 
tributers  have  a  wholesome  fear  of  a 
possible  buyers’  strike  among  con¬ 
sumers  such  as  would  quickly  blight 
any  incipient  boom  in  prices  or  over¬ 
supply. 

Crude  oil  recently  joined  in  the  up¬ 
ward  movement  in  prices  with  modest 
advances  of  from  10  to  25  cents  per 
barrel.  Surface  reasons  for  this  are 
numerous,  but  we  are  in  much  the  same 
predicament  as  Hamlet,  and  could 
speak  with  greater  certainty  could  we 
but  see  the  puppets  “dallying.”  The 
outlook  is  for  still  higher  figures,  which 
will  stimulate  drilling  and  prospecting 
for  new  fields.  This  last  phase  is  the 
greatest  cause  of  business  activity  in 
the  oil  regions. 

Building  and  construction  are  ap¬ 
parently  entering  upon  their  final  stage 
of  superactivity  as  they  gradually 
satisfy  the  needs  which  brought  about 
their  present  busy  condition.  Their 
influence  upon  the  general  volume  of 
trade  is  far-reaching  and  most  com¬ 
prehensive.  Not  only  are  they  causing 
an  unprecedented  demand  for  all 
manner  of  building  material  but  like¬ 
wise  for  such  lines  as  paint,  furniture, 
and  everything  else  that  goes  into  the 
furnishing  and  completion  of  a  house. 

VIII 

Problems  of  the  Western  Farmer.  In 
all  parts  of  the  grain  regions  the  farm¬ 
ing  element  is  tending  steadily  towards 
closer  mutual  understanding  and  team¬ 
work,  as  there  is  a  growing  feeling  that 
united  action  alone  can  solve  their 
many  problems.  Although  many  of 
their  co-operative  associations  have 
had  a  rocky  road  to  travel  and  failures 
have  not  been  wanting  among  them, 
they  are  conscious  that  the  principle 
of  co-operation  is  fundamentally  sound, 
as  the  successful  enterprises  have  fully 
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demonstrated,  and  that  it  is  purely  a 
question  of  intelligent  business  man¬ 
agement.  Hence  they  seek  to  apply 
the  co-operative  idea  to  a  number  of 
new  ventures — to  buying  as  well  as 
selling,  and  to  social  as  well  as  economic 
matters. 

In  most  of  the  grain  states  higher 
prices  for  corn  and  wheat  are  accom¬ 
panied  by  an  increased  volume  of 
business  and  by  better  feeling  as 
regards  the  immediate  future.  But 
underneath  it  all  is  the  conviction 
among  farmers  that  they  have  not 
reached  a  permanent  solution  of  their 
difficulties.  Nor  have  they  been  able 
to  find  a  way  out  of  troubles  and  per¬ 
plexities.  The  phase  of  the  situation 
that  most  concerns  them  is  the  ap¬ 
parent  inequality  in  their  earning 
power,  as  compared  with  the  toilers  in 
industrial  life.  That  they  intend  to 
carry  this  matter  to  the  ultimate  con¬ 
clusion  is  evidenced  by  a  recent 
meeting  of  the  members  of  a  large 
organization  of  farmers  in  some  ten 
states  in  the  Corn  Belt.  They  asked 
that  the  same  aid  be  extended  to  them 
in  the  way  of  subsidies,  tariffs,  and 
wage-fixing  commissions,  that  is  now 
given  to  owners  and  workers  in  in¬ 
dustrial  and  transportation  organ¬ 
izations.  We  shall  hear  more  of  this 
later,  possibly  first  in  Washington. 

Even  in  the  farming  sections  west¬ 
ward  from  the  Missouri  River  to  the 
Rockies,  matters  are  beginning  to 
mend  as  spring  draws  near.  For 
instance,  North  Dakota  has  had  better 
crops  on  the  whole  than  in  1921  and 
at  better  prices,  but  all  this  availed 
them  nothing,  as  cars  for  transportation 
to  market  have  been  lacking  and  50 
per  cent  of  the  1922  spring  wheat  crops 
is  still  in  their  hands.  Transportation 
will  improve  with  the  passing  of 


winter,  and  the  farmers  will  get  more 
for  their  grain  than  if  they  had  sold 
earlier  in  the  season. 

IX 

The  General  Outlook.  Save  for  the 
professional  forecaster,  few  are  look¬ 
ing  beyond  the  coming  summer.  Mat¬ 
ters  are  well  enough  as  they  are,  and 
the  only  ones  who  are  sure  of  the 
latter  half  of  the  year  are  those 
furthest  removed  from  the  scene  of 
action  and  least  in  touch  with  the 
actual  facts  of  the  situation.  The 
former  general  apprehension  about  the 
future  has  given  place  to  a  concen¬ 
trated  interest  in  the  present  and  its 
opportunities.  Even  though  there  is 
still  the  realization  that  Europe’s 
future  and  ours  are  inseparably  con¬ 
nected,  we  are  less  concerned  about 
the  Old  World  and  its  doings  as  affect¬ 
ing  our  immediate  business  matters 
than  at  any  time  since  the  beginning 
of  the  war.  The  truth  is  that  we  have 
a  mighty  impatience  with  Europe  and 
her  ways — her  governing  classes,  es¬ 
pecially  her  diplomats,  who  pass  all 
understanding.  The  prevailing  thought 
seems  to  be  that  tackling  domestic 
problems  is  our  best  bet  until  matters 
clear  up  somewhat  across  the  water. 

Then,  too,  rumors  and  prophecies  of 
further  impending  wars  fall  on  deaf 
ears,  and  the  multitudinous  many 
console  themselves  wdth  Kipling’s  say¬ 
ing  that  “all  bi-colored  Python  rock 
snakes  talk  that  way.”  The  stock 
market,  itself  a  forecaster  of  events 
as  it  is  generally  regarded  to  be,  is  not 
disturbed  at  such  things,  but  continues 
to  wabble  uncertainly,  to  back  and  fill, 
and  to  march  up  the  hill  and  then 
march  down  again,  as  it  has  been  doing 
for  months  past. 
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THE  BUSINESS  TREND— A  BAROM 


EXPLANATION  OF  BAROMETER. 

The  trade  barometer  shown  above  is  so 
constructed  that  when  business  is  in  the 
stage  either  of  boom  and  expansion  or  is 
moving  downward  in  the  early  stages  of 
crisis,  the  curves  and  vertical  bars  are  in 
the  upper  area.  When  the  general  busi¬ 
ness  condition  is  that  of  depression  or  the 
beginning  of  recovery,  the  curves  and  bars 
are  in  the  lower  area. 

The  light  line  shows  the  course  of  the 
interest  rate  on  prime  commercial  paper, 
with  adjustment  for  normal  seasonal  vari¬ 
ation.  It  is  based  on  an  index  number,  100 
equaling  5  per  cent.  The  broken  line  shows 
the  federal  reserve  bank  ratio  of  cash  re¬ 
serves  to  note  and  deposit  liabilities,  the 
curve  being  inverted  so  that  an  increase  in 
the  ratio  causes  a  fall  in  the  curve.  The 
heavy  line  shows  the  relation  between  the 
price  level  (Bradstreet’s  index  number  of 
wholesale  prices)  and  the  physical  volume 


Prepared  by  Lewis  H.  Haney, 

of  trade  (car-loadings  X  tons  per  car). 
The  bars  projecting  above  or  below  the 
normal  zone  indicate  the  movement  of 
business  failures  (Dun’s).  Bars  pro¬ 
jecting  above  the  “normal”  area,  show  a 
smaller  number  of  failures  than  normal; 
bars  projecting  below  show  an  excess  of 
failures  over  normal;  the  absence  of  any 
bar  would  show  that  failures  are  normal. 
The  arrows  pointing  up  or  down  from  the 
center  line  of  the  normal  zone  show  by  their 
direction  the  course  of  a  special  six-com¬ 
modity  price  index.  The  stars  indicate 
the  probable  trend  of  the  curves  during  the 
current  month;  the  dotted  bar  the  prob¬ 
able  trend  of  failures. 

THE  BUSINESS  TREND  IN 
JANUARY  AND  FEBRUARY 

The  general  reading  of  the  barom¬ 
eter  this  month  indicates  that  un¬ 
favorable  factors  have  gained  some¬ 
what  in  importance,  though  the  main 
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trend  is  still  upward.  The  situation 
may  be  summed  up  as  follows:  First, 
further  progress  toward  general  re¬ 
covery  has  been  made,  as  is  shown  by 
the  gradual  upward  trend  of  the  in¬ 
terest  rate  curve  and  by  the  diminish¬ 
ing  failure  bars ;  second,  business  is  not 
yet  normal,  as  is  shown  by  the  general 
position  of  the  curves  and  bars  in  the 
chart;  third,  the  rate  of  progress  to¬ 
ward  recovery  has  been  somewhat  re¬ 
tarded,  as  is  indicated  by  the  in¬ 
creased  reserve  ratio  (and  the  smaller 
volume  of  bills  discounted),  and  by 
the  downward  trend  of  the  PV  line. 
The  latter  shows  a  less  favorable  pros¬ 
pect  for  increased  earnings  during  the 
next  three  months. 

The  net  result  is  the  conclusion  that 
(1)  the  general  underlying  trend  of  the 
business  cycle  is  upward,  but  that 


(2)  a  considerable  minor  reaction  is 
near. 

1.  The  special  six-commodity  price  index 
showed  an  upward  trend  in  January,  the 
average  for  that  month  being  126  against 
120  in  December  (based  on  the  average  for 
1921  as  100).  The  group  of  commodities 
upon  which  this  index  is  based  have  in  the 
past  been  very  sensitive  to  the  cyclical 
trend  of  business,  and  accordingly  the 
January  advance  is  significant.  Brad- 
street’s  and  Dun’s  indices  show  a  slight 
upward  tendency.  It  is  to  be  repeated  that 
at  this  time  firm  prices  are  to  be  expected 
and  they  point  to  a  continued  upward 
swing  of  the  business  cycle,  modified,  how¬ 
ever,  by  minor  reactionary  forces. 

2.  The  trend  in  the  interest  rate  curve  is 
much  the  same  as  that  manifested  last 
month.  The  approximate  average  rate  on 
prime  commercial  paper  in  January  was 
4.43  per  cent.  After  allowing  for  the 
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normal  seasonal  decline,  this  rate  is  equiv¬ 
alent  to  a  slight  advance.  The  index 
number  for  January  is  89.2  per  cent.  A 
further  advance  in  the  average  for  February 
is  forecast  which  will  bring  the  index  to 
slightly  over  90.  This  maintains  the  curve 
well  within  the  “normal  area,”  and  the 
slight  upward  trend  indicates  further  prog¬ 
ress  in  the  general  recovery  from  depression. 
At  the  same  time  it  indicates  no  financial 
stringency,  and  no  near  danger  of  burden¬ 
some  rates  appears. 

The  increase  in  the  index  of  interest  rates 
has  the  greater  significance  because  prices 
show  no  great  increase  and  commercial 
risks  are  diminishing.  If  prices  were 
mounting  rapidly  and  risks  were  increasing, 
one  would  expect  to  find  interest  rates 
advancing.  As  it  is,  the  importance  of  the 
slight  increase  in  rates,  after  allowing  for 
seasonal  variations,  is  to  be  emphasized. 
It  shows  that  business  expansion  has  taken 
up  the  surplus  funds  and  that  money  is  no 
longer  such  a  drug  on  the  market  as  it  has 
been. 

3.  One  of  the  strongest  indications  of 
improvement  lies  in  the  diminishing  length 
of  the  failure  bars.  These  bars  still  lie  in  the 
subnormal  area  of  depression  and  recovery, 
but  the  present  indications  are  that 
February  failures  will  be  the  fewest,  after 
allowing  for  seasonal  variation,  since  early 
in  1921.  The  January  excess  of  failures 
over  normal  was  only  404,  which,  excepting 
December,  is  the  smallest  excess  since 
September  1921.  The  present  prospect  is 
that  the  number  of  business  failures  will 
soon  become  normal.  This  is  certainly  one 
of  the  most  sensitive  indications  of  the 
business  trend. 

4.  Our  abnormal  gold  holdings  continue 
to  keep  the  federal  reserve  ratio  at  a  high 
level,  which  means  that  the  inverted 
reserve-ratio  curve  remains  down.  This 
fact  indicates  that  business  has  not  yet 
become  normal,  and  that  there  is  still  room 
for  much  increase  in  volume  of  business  and 
prices  without  any  credit  strain.  In  fact 
this  condition  invites  expansion  and  is  a 
fair  indication  that  speculative  activity 
may  go  much  further  before  being  checked. 
Reasonable  rates  for  funds  will  exist  for  a 
long  time.  The  last  federal  reserve  state¬ 
ment  available  indicates  a  small  increase 


in  gold  reserves  and  a  larger  increase  in 
the  sum  of  deposits  and  reserve  notes  in 
circulation.  This  indicates  a  trend  toward 
lower  reserve  ratios.  (Reserve  notes  have 
shown  a  tendency  to  increase,  though  the 
total  is  $250,000,000  less  than  a  year  ago.) 

In  fact,  there  is  evidence  that  the  banks 
have  not  been  as  heavily  drawn  upon  to 
finance  business  expansion  as  seemed  prob¬ 
able  a  month  or  two  ago.  The  bills  held  by 
the  federal  reserve  banks  have  declined  in 
amount.  Altogether  the  outlook  does  not 
yet  show  any  signs  of  inflation. 

5.  The  PV  line  shows  a  further  decline 
for  January,  which  invites  very  careful 
consideration.  It  is  due  to  the  fact,  first, 
that  railway  tonnage  has  recently  been 
above  normal  and,  second,  that  the  price 
advance  has  been  checked.  It  lends  weight 
to  the  opinion  of  those  who  doubt  that 
there  will  be  much  further  advance  in 
prices  in  the  near  future.  Also  it  tends  to  the 
conclusion  that  some  time  within  the  next 
two  months  there  will  be  manifest  a  decline 
in  the  favorable  earnings  statements  of  most 
business  concerns  and  a  setback  in  the  stock 
market  of  considerable  proportions. 

The  PV  line  is  a  valuable  barometer  of 
demand  and  forecasts  the  future  trend  of 
prices.  Now  it  appears  that  commodities 
are  coming  on  the  market  in  such  volume 
as  to  exceed  demand  at  present  prices,  and 
it  is  doubtful  if  the  present  pace  can  be 
maintained. 

We  see  here  some  justification  for  the 
fears  of  those  who  believe  that  further  ad-  t 
vance  in  prices  would  be  met  by  a  resump¬ 
tion  of  the  so-called  “buyers’  strike.”  | 

One  reassuring  feature  of  the  present 
situation  is  the  fact  that  up  to  date 
much  of  the  gradual  price  advance  has 
been  due  to  a  relative  shortage  of 
supply.  There  is  a  real  supply-and- 
demand  reason  for  the  higher  prices  of 
cotton  and  wool.  In  the  case  of  sugar, 
corn,  rubber,  and  building  materials, 
supplies  have  decreased  while  the  con¬ 
sumption  has  increased.  To  a  less 
extent  this  may  be  said  of  copper.  In  a 
word,  the  rising  price  level  has  not 
been  due  in  any  large  degree  to  in¬ 
flation  in  money  and  credit. 
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THE  QUESTION  OF  TAX-FREE  GOVERNMENT 

SECURITIES 

I — The  Case  For  Exemption 
BY  CLARENCE  H.  KELSEY* 


IN  the  present  spirited  controversy 
concerning  the  proposed  amend¬ 
ment  to  the  Constitution  prohibiting 
the  issuing  of  tax-exempt  bonds  by  the 
federal  government  and  by  state  and 
municipal  authorities  there  are  clearly 
three  distinct  groups  of  protagonists. 
The  first,  who  appear  to  believe  that 
they  have  set  up  a  logical  argument 
when  they  refer  to  the  “plague”  or  the 
“menacing  flood”  of  tax-free  bonds, 
are  without  qualification  in  favor  of  the 
proposed  amendment  to  end  the  era  of 
the  tax-exempt  bond.  The  second, 
accepting  Secretary  Mellon’s  opposi¬ 
tion  to  the  tax-free  bond  as  well 
grounded,  and  sympathizing  in  a 
general  way  with  the  position  of  the 
Secretary  and  his  economist  advisers, 
nevertheless  question  whether  the 
argument  completely  justifies  so  strin¬ 
gent  a  procedure  as  that  involved  in 
putting  over  an  amendment  to  the 
Constitution.  The  third,  and  I  am 
emphatically  of  this  group,  oppose  the 
suggested  amendment  for  reasons  that 

*  Chairman  of  the  Board  of  the  Title  Guarantee  and 
Trust  Company,  and  Chairman  of  the  Committee  on 
Taxation,  Chamber  of  Commerce  of  the  State  of  New 
York. 


have  the  foundation  of  logic,  sound 
economics,  and  cold,  hard  statistical 
facts. 

II 

Opposition  to  Change  by  New  York 
Chamber  of  Commerce.  That  this  third 
point  of  view  is  held  by  a  substantial 
number  of  the  most  active  and  thought¬ 
ful  business  men  of  New  York  is 
evidenced  by  the  following  resolution 
which  was  adopted  by  a  vote  of  120  to 
63  at  a  meeting  of  the  Chamber  of 
Commerce  of  the  State  of  New  York 
held  on  February  1,  1923: 

Resolved,  That  the  Chamber  of  Com¬ 
merce  of  the  State  of  New  York  is  opposed 
to  any  amendment  of  the  Constitution  of 
the  United  States  which  shall  disqualify 
either  the  federal  government  or  any  state 
or  municipal  government  from  issuing 
bonds  free  from  both  federal  and  state 
taxation,  as  uneconomic  and  contrary  to 
the  interests  both  of  the  federal  govern¬ 
ment  and  of  the  states  and  municipalities 
and  of  the  taxpayers  in  both  jurisdictions, 
and  particularly  disadvantageous  to  the 
states,  their  municipalities,  and  their 
citizens,  which  now  collect  their  taxes 
through  an  income  tax  law;  and  be  it 
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Resolved ,  That  the  Chamber  of  Com¬ 
merce  of  the  State  of  New  York  recognizes 
the  propriety  and  wisdom  of  the  federal 
government  and  the  state  and  municipal 
governments  having  the  right  to  issue  tax- 
exempt  bonds,  but  believes  that  such  right 
should  belong  exclusively  to  such  political 
bodies;  that  no  private  individual  or 
corporation  should  have  any  such  right; 
that  all  such  borrowers  should  be  put  on  an 
equality  in  the  money  market;  that  Con¬ 
gress  should  repeal  any  such  existing  priv¬ 
ilege  to  cover  all  future  borrowings  of  all 
individual  or  private  corporation  borrowers. 

Ill 

Opposition  to  Change  as  an  Invasion 
of  State  and  Municipal  Rights.  The 
executives  of  a  number  of  states  have 
gone  on  record  as  opposed  to  the 
amendment.  One  governor  reduced  the 
the  arguments  of  the  backers  of  the 
proposed  amendment  to  three  chief 
contentions:  “First,  a  large  portion  of 
property  escapes  taxation.  Second,  it 
increases  the  interest  rate  for  non¬ 
government  borrowing.  Third,  states 
and  municipalities  are  encouraged  to 
borrow  more  money  than  they  should.” 
The  governor  replied  to  these  argu¬ 
ments:  “The  first  and  second  are 
untrue,  and  the  third  is  no  concern  of 
the  federal  government.” 

Other  state  executives  oppose  the 
change  as  constituting  an  invasion  of 
the  rights  of  the  states.  Governor 
Trinkle  of  Virginia  recently  addressed 
the  United  States  Senators  and  Repre¬ 
sentatives  from  that  state  on  the 
subject  of  House  Joint  Resolution  314 
(known  as  the  Green  Resolution) 
which  has  for  its  purpose  the  amend¬ 
ment  of  the  Federal  Constitution  so  as 
to  confer  upon  the  central  government 
the  authority  to  tax  income  arising 
from  securities  issued  by  the  states  and 
their  subdivisions.  In  the  course  of  the 
address  Governor  Trinkle  said: 

Virginia  has  no  desire  to  control  any 
activities  outside  her  jurisdiction,  no  pur¬ 


pose  to  exert  her  influence  beyond  its 
proper  sphere.  She  believes  that  she  can 
best  decide  her  own  questions  for  herself. 
But  the  centripetal  forces  pulling  every¬ 
thing  in  toward  centralization  in  the 
federal  government  have  of  late  years 
grown  so  strong  that  they  have  well-nigh 
pulled  the  Republic  out  of  balance.  May 
I  not  ask  the  gentlemen  of  the  Congress, 
when  they  hear  the  persuasive  voice  of  the 
sirens  luring  them  on  to  experiments  with 
Utopian  tax  systems,  to  place  their  feet 
firmly  upon  the  constitutional  principles  of 
our  Republic  which  have  withstood  the 
storm,  and  seriously  ask  themselves  the 
question,  “Is  it  worth  the  price?” 

City  rights  as  well  as  state  rights 
have  their  defenders.  A  newspaper  in 
one  of  the  largest  manufacturing  cities 
of  New  Jersey  recently  said  editorially: 

Our  municipality  is  borrowing  money  one 
or  two  per  cent  cheaper  than  any  railroad 
or  industry  can.  It  is  saving  that  money  to 
its  citizens.  If  its  securities  are  to  be  no 
longer  tax  free,  as  a  proposed  constitutional 
amendment  suggests,  we  and  all  other 
cities  will  have  to  pay  nearly  as  high  as  the 
railroads  and  industries  every  time  we  float 
a  bond  issue.  We  will  pay  a  little  less  be¬ 
cause  public  securities,  being  a  first  claim 
upon  taxes,  are  supposed  to  be  particularly 
safe.  But  the  public  bodies  will  all  have  to 
pay  more  for  the  money  every  time  they 
build  a  school  or  issue  bonds  for  any  other 
purpose,  which  simply  means  that  the  city 
tax  rate  will  go  higher  and  the  individual 
house  owner  and  rent  payer  will  be  soaked 
the  harder. 

This  view  is  further  supported  by  a 
leading  New  York  financial  weekly 
which  asserts: 

If  the  truth  were  known,  it  would  be 
found  that  many  a  town  which  enjoys  ex¬ 
cellently  paved  streets,  sewers,  and  the  like, 
would  still  be  awaiting  these  improve¬ 
ments  if  it  had  not  been  for  the  tax-exempt 
privilege. 

IV 

Effect  of  Removal  of  Tax-Exemptions. 
It  is  obvious  that  if  bonds  issued  by  the 
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central  government  are  all  subject  to 
tax,  the  interest  rate  will  have  to  be 
higher.  Just  how  much  higher  it  will 
be  is  difficult  to  determine,  but  on  the 
testimony  of  Secretary  Mellon  himself 
before  the  Ways  and  Means  Committee 
of  the  House  it  is  fair  to  say  that  the 
increase  will  be  approximately  one  per 
cent.  There  is  no  way  of  paying  this 
added  interest  but  by  taxation,  and 
that  will  come  upon  the  citizen  in  some 
form  or  other — possibly  as  an  increased 
income  tax.  As  the  big  taxpayers  find 
ways  of  caring  for  themselves,  the 
heaviest  part  of  the  burden  will  fall  on 
the  small  taxpayers,  who  will  have  to 
pay  far  more  in  increased  income  taxes 
then  they  are  likely  to  gain  in  increased 
interest  on  any  holdings  of  federal 
bonds  they  may  be  so  fortunate  as  to 
have. 

Furthermore,  it  should  not  be  for¬ 
gotten  that  millions  of  dollars  in 
government  bonds  are  in  the  vaults  of 
non-taxable  institutions  such  as  chari¬ 
table  organizations,  colleges  and  uni¬ 
versities,  life  insurance  companies,  and 
savings  banks.  Thus  the  taxpayer 
must  assume  the  burden  of  new  taxes 
to  meet  added  interest  paid  to  these 
non-taxable  organizations.  Why  go 
through  the  storm  and  stress  of  a 
constitutional  amendment  to  increase 
the  interest  burden  of  the  government 
and  force  it  to  find  just  so  much  more 
in  taxes,  beside  the  additional  expense 
of  collecting  them? 

One  of  the  weirdest  economic  fallacies 
of  the  supporters  of  the  suggested 
amendment  is  the  theory  that  when 
the  rich  put  their  money  into  tax- 
exempt  securities  they  “withdraw 
their  capital  from  industry.”  Money 
thus  invested  does  not  cease  to  con¬ 
tribute  to  the  general  productivity  of 
the  country.  On  the  contrary,  most  of 
it  is  expended  by  the  government  in 
salaries  and  in  construction  projects  of 
various  kinds,  which  involve  the  outlay 


of  huge  amounts  for  wages  and  ma¬ 
terials.  Government  money,  precisely 
as  that  obtained  by  the  sale  of  indus¬ 
trial  securities,  is  used  over  and  over 
again  in  trade.  Although  it  may  not 
be  as  well  used,  it  has  to  be  provided 
and  the  government’s  expenses  have 
to  be  paid.  The  wealthy  buyer  of  tax- 
exempts  may  withdraw  himself  from 
active  business  but  his  money  is 
certainly  not  thus  withdrawn. 

Another  fallacy  is  the  idea  that 
governmental  waste  and  extravagance 
are  encouraged  by  the  issuing  of  tax- 
exempt  securities.  Is  the  government 
less  likely  to  increase  its  wasteful 
expenditures  because  it  puts  up  the 
interest  rate  merely  to  get  it  back  in 
taxes  ?  Credit  and  tax-exemption  really 
have  nothing  to  do  with  each  other, 
and  it  is  foolish  to  expect  that  a  govern¬ 
ment  will,  by  the  necessity  of  paying 
an  additional  one  per  cent  in  interest, 
be  deterred  from  spending  money. 

Fallacious  also  is  the  argument  that 
exemption  gives  rise  to  unfair  competi¬ 
tion  for  trade  borrowings.  As  stated 
in  the  recent  report  of  the  Committee 
on  Taxation  to  the  Chamber  of  Com¬ 
merce  of  the  State  of  New  York, 
competition  will  be  the  same  whether 
the  government  bonds  are  taxable  or 
free  of  tax.  If  taxable,  the  rate  of 
interest  will  have  to  be  increased,  and 
the  rate  on  railroad,  industrial,  and 
other  corporate  bonds  will  go  up  cor¬ 
respondingly.  The  government  bonds 
will  have  the  preference  and  there  will 
be  approximately  the  same  difference 
between  such  bonds  and  corporation 
bonds  generally,  whatever  the  rate  is 
on  the  government  bonds. 

V 

Who  Bears  the  Burden  of  Tax- 
Exempt  Securities?  It  is  very  difficult 
to  get  the  sponsors  of  the  proposed 
constitutional  amendment  to  commit 
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themselves  to  any  statement  involving 
definite  facts  and  figures.  They  iterate 
and  reiterate  their  chief  accusation, 
which  is  that  the  issue  of  tax-exempt 
securities  should  be  abandoned  be¬ 
cause  they  are  the  means  by  which  the 
rich  unload  the  burdens  of  taxation  on 
the  poor.  I  submit  that  this  whole 
agitation  is  based  on  a  false  premise, 
and  that  the  change  proposed  will  be  a 
boomerang,  having  an  effect  the  exact 
reverse  of  that  intended. 

As  the  backers  of  the  amendment 
consistently  avoid  all  use  of  arithmetic, 
the  opposers  of  it  may  be  permitted  to 
present  some  figures,  taken  from  the 
report  of  the  Committee  on  Taxation 
referred  to  above.  Using  Secretary 
Mellon’s  original  estimate  that  the  rate 
of  interest  will  at  once  be  raised  at  least 
one  per  cent,  what  are  the  facts  as  to 
who  pays  the  greater  tax — the  man 
with  a  salary  of  $10,000  a  year  or  the 
man  who  might  get  $10,000  a  year 
from  an  investment  in  taxable  5  per 
cent  government  bonds  but  accepts 

4  per  cent  on  its  tax-exempt  bonds? 
The  salaried  man  pays  a  total  tax  of 
$520,  whereas  the  man  living  on  his 
accumulated  fortune,  which  he  could 
put  out  at  5  per  cent  on  taxable  bonds, 
yields  $2000  in  interest  and  saves  the 
government  $2000  in  interest  which  it 
would  otherwise  have  to  collect  in  taxes. 

You  can  follow  this  comparison  up 
to  the  man  with  an  earned  income  from 
his  profession  or  business  of  $60,000  a 
year,  whose  total  tax  is  $11,940,  and  the 
man  with  an  unearned  income  of  $48,000 
a  year  from  tax-exempt  4  per  cent  gov¬ 
ernment  bonds  instead  of  $60,000  from 

5  per  cent  taxable  bonds.  He  sur¬ 
renders  $12,000  in  interest  and  saves 
the  government  that  much  in  taxes. 

It  is,  therefore,  true  that  until  you 
get  to  an  income  of  $60,000  a  year,  the 
man  who  lives  on  an  unearned  income 
from  tax-exempt  bonds  is  contributing 
more  to  the  burdens  of  the  government 


than  the  man  living  on  an  earned  in¬ 
come  of  the  same  amount,  and  it  is 
only  the  “poor”  man  with  an  earned 
income  of  $60,000  who  finds  himself 
paying  more  by  way  of  income  taxes 
than  the  man  equally  well  off  but 
living  on  an  unearned  income  from  tax- 
exempt  government  bonds.  Only  1/5  of 
1  per  cent  of  all  who  made  income  tax 
returns  in  1920  had  incomes  exceeding 
$60,000. 

VI 

Inadvisability  of  the  Proposed  Amend¬ 
ment.  How  wrong  it  is,  therefore,  to 
stir  up  discontent  by  representing  that 
the  present  law  transfers  the  burden  of 
taxation  from  the  rich  to  the  poor. 
When  it  comes  to  equalizing  the  bur¬ 
dens  between  the  two  classes  of  incomes 
above  the  $60,000  mark,  if  this  is  im¬ 
portant,  it  can  be  accomplished  by  a 
reduction  in  the  surtaxes  and  that 
could  be  done  and  still  have  the  maxi¬ 
mum  surtax  at  not  more  than  25  per 
cent. 

It  is,  therefore,  to  correct  evils  such 
as  those  above  mentioned,  which  do 
not  exist  at  all,  or  for  which  the  tax- 
exempt  bonds  are  in  no  way  respon¬ 
sible,  that  the  government  is  to  be  led 
into  the  folly  of  giving  up  the  right  to 
issue  tax-exempt  bonds  and  by  so 
doing  gain  nothing  itself  and  greatly 
add  to  the  burdens  of  the  taxpayers. 
The  project  is  urged  by  so-called 
economists  who  seem  to  disregard  all 
the  principles  of  arithmetic,  and  at¬ 
tempt  to  stir  up  social  unrest  by  preach¬ 
ing  that  the  rich  are  unloading  the 
taxes  on  the  poor — and  this  when  the 
opposite  is  true  until  you  get  to  in¬ 
comes  exceeding  $60,000  a  year;  then 
by  superficial  argument,  which  the 
figures  belie,  reach  the  conclusion  that 
there  is  advantage  to  the  government 
and  the  taxpayers  by  making  a  change 
which  in  reality  will  be  to  the  dis¬ 
advantage  of  both. 
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II — The  Case  Against  Exemption 
BY  RODNEY  HITT  * 


THE  principal  opposition  to  the  pro¬ 
posed  amendment  to  the  Consti¬ 
tution  of  the  United  States  which 
would  give  the  federal  government  the 
power  to  levy  taxes  on  the  income 
derived  from  interest  on  state  and 
municipal  bonds  comes  from: 

1.  Defenders  of  the  constitutional  princi¬ 
ple  of  “States  Rights.” 

2.  A  small  group  who  selfishly  seek  to 
retain  the  easiest  method  now  available  for 
escaping  payment  of  taxes  on  large 
unearned  incomes. 

The  latter  have  brought  forward  a 
few  specious  arguments  to  prove  the 
economic  soundness  of  tax-exemption 
and  dismiss  as  of  no  consequence  all 
other  political,  financial,  and  socio¬ 
logical  considerations. 

II 

The  Constitutional  Question.  The 
Constitution  of  the  United  States,  as 
originally  adopted  150  years  ago,  pro¬ 
hibited  Congress  from  levying  direct 
taxes  without  apportionment  among 
the  several  states  on  the  basis  of 
enumeration.  Numerous  attempts 
were  made  in  Congress  to  evade  or 
nullify  this  provision  of  our  funda¬ 
mental  law,  but  none  could  stand  the 
test  of  the  courts  until  the  Sixteenth 
Amendment  was  finally  made  effective 
March  1,  1913,  through  ratification  by 
the  legislatures  of  three-fourths  of  the 
states.  Thus  the  states  yielded  to  the 
necessities  of  the  federal  government 
for  revenue  and  renounced  once  and 
for  all  their  cherished  “rights”  in  the 

*  Of  the  firm  of  Hitt,  Farwell  and  Company,  New 
York  City. 


matter  of  controlling  the  taxing  power 
of  the  federal  government. 

The  wording  of  the  Sixteenth  Amend¬ 
ment  is  clear  enough  as  to  its  intent 
and  meaning: 

The  Congress  shall  have  power  to  lay 
and  collect  taxes  on  incomes,  from  whatever 
source  derived,  without  apportionment 
among  the  several  states,  and  without 
regard  to  any  census  or  enumeration. 

What  is  meant  by  the  words  “in¬ 
come,  from  whatever  source  derived?” 
The  Supreme  Court  of  the  United 
States  has  decided  that  Congress  and 
the  legislatures  of  36  states  did  not 
mean  income  from  interest  on  state  and 
municipal  bonds,  salaries  of  aldermen 
and  school  teachers  and  a  few  other 
similar  kinds  of  income.  The  amend¬ 
ment  now  proposed  is  simply  a  means 
of  closing  one  large  door  left  open  to 
the  tax  dodger  by  the  Supreme  Court. 
It  is  not  an  amendment  to  the  original 
Constitution,  but  a  necessary  amend¬ 
ment  to  an  amendment.  Any  question 
of  “States  Rights”  involving  the 
broad  principle  of  the  power  of  the 
federal  government  to  levy  income 
taxes  was  settled  with  the  adoption  of 
the  Sixteenth  Amendment  10  years  ago. 

Ill 

The  Political  Question.  The  theory 
of  tax-exemption  is  politically  vicious 
and  repugnant  to  the  principles  of  any 
democratic  form  of  government  be¬ 
cause  it  makes  one  citizen  pay  taxes  for 
another  who  escapes  paying,  although 
both  derive  relatively  the  same  benefits 
from  the  expenditure  of  the  proceeds  of 
taxation  by  the  government.  So  long 
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as  the  citizens  of  any  municipality 
enjoy  a  lower  tax  rate  by  reason  of 
tax-exemption  on  the  bonds  issued  by 
that  municipality  they  are  receiving  an 
indirect  subsidy  at  the  expense  of  every 
other  federal  income  taxpayer  in  the 
United  States. 

The  demand  for  tax-exempt  securi¬ 
ties  has  created  a  market  for  state  and 
municipal  bonds  of  tremendous  magni¬ 
tude  and  with  a  market  clamoring  for 
more  and  more  bonds  of  this  favored 
class,  is  it  any  wonder  that  states, 
cities,  school  districts,  drainage  dis¬ 
tricts,  etc.,  have  poured  forth  a  never- 
ending  stream  of  bonds  secured  by  the 
taxing  power  of  each  community  or 
district?  Municipal  expenditure  has 
run  riot  with  no  thought  of  the  day  of 
reckoning.  In  1921  and  1922  the  total 
issues  of  tax-exempt  state  and  muni¬ 
cipal  bonds  approximated  $2,500,000,- 
000,  thus  adding  to  the  annual  direct 
tax  burdens  of  the  country  some 
$100,000,000  to  $150,000,000  in  addi¬ 
tional  interest  charges  alone.  On 
February  9,  1923,  the  city  of  St.  Louis, 
Missouri,  at  a  special  election  author¬ 
ized  new  bond  issues  aggregating  $87,- 
372,500,  the  proceeds  to  be  spent 
among  other  things  for  parks,  aqua¬ 
riums,  a  morgue,  a  $5,000,000  audi¬ 
torium,  a  new  court  house,  widening 
streets,  etc.  Detroit  has  spent  almost 
as  much  as  St.  Louis  proposes  in  the 
last  three  years  since  it  departed  from 
its  former  pay-as-you-go  policy.  States 
are  issuing  long-term  bonds  for  build¬ 
ing  roads  that  will  be  worn  out  long 
before  the  bonds  mature.  The  future 
political  consequences  of  such  reckless 
expenditures  and  the  mortgaging  far  in 
the  future  of  the  taxing  power  of  the 
cities  and  states  may  well  cause  con¬ 
cern.  They  can  be  traced  directly  to 
the  tax-exempt  status  of  state  and 
municipal  bonds  which  is  making  pos¬ 
sible  the  present  orgy  of  spending, 
leaving  future  generations  to  pay. 
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IV 

The  Sociological  Question.  The  man 
on  the  street,  whether  rightly  or 
wrongly,  believes  that  the  rich  man  is 
not  paying  his  fair  share  of  taxes.  The 
opponents  of  the  proposed  Amendment 
admit  that  the  big  taxpayers  (or  rather 
those  who  should  be  big  taxpayers) 
find  ways  of  taking  care  of  themselves, 
in  other  words  of  avoiding  payment. 
It  is  peculiarly  unfortunate,  therefore, 
that  a  representative  body  of  men  of 
great  aggregate  wealth  constituting  the 
membership  of  the  Chamber  of  Com¬ 
merce  of  the  State  of  New  York  should 
publicly  go  on  record  as  opposing  any 
change  in  the  status  of  their  most 
easily  availed  of  tax-dodging  device, 
the  tax-exempt  bond.  There  is  enough 
social  unrest  and  demagogic  outcry 
today  against  capitalism  and  the 
capitalist  without  adding  such  fuel  to 
the  flames.  How  can  we  ever  hope  to 
effect  the  reduction  of  high  surtaxes, 
which  is  really  the  root  of  most  evil  in 
the  income  tax  problem,  so  long  as  the 
rich  man,  against  whom  the  excessive 
surtaxes  are  aimed,  laughs  up  his  sleeve 
and  continues  to  get  4  to  5  per  cent  on 
his  invested  capital  by  buying  tax- 
exempt  bonds. 

One  of  the  gravest  defects  of  our 
income  tax  law  is  that  it  makes  no 
distinction  between  earned  incomes 
and  unearned  incomes.  A  high  tax  levy 
on  earned  incomes  discourages  indi¬ 
vidual  initiative  and  enterprise,  be¬ 
cause  no  man  willingly  works  to  pay 
as  much  as  half  of  his  earnings  in  taxes. 
There  is  no  honest  way  of  avoiding  the 
tax  on  earned  incomes,  but  the  recipient 
of  an  unearned  income  can  avoid  pay¬ 
ing  any  tax  by  investing  his  entire 
capital  in  tax-exempt  bonds.  There  is 
something  gravely  wrong  when  a  tax- 
exempt  4  per  cent  bond  is  worth  twice 
as  much  to  the  man  with  a  taxable 
income  of  $100,000  as  it  is  worth  to 
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the  man  with  a  taxable  income  of 

$10,000. 

V 

The  Economic  Question.  It  is  difficult 
to  approach  the  economic  aspects  of 
tax-exemption  without  an  exhaustive 
discussion  of  the  complexities  of  all 
forms  of  taxation,  direct  and  indirect, 
on  incomes  and  on  property.  If  there 
were  no  question  to  be  argued  but  the 
economic  aspects  of  federal  taxation  of 
the  interest  on  bonds  issued  by  the 
United  States  government  the  issue 
would  be  clean-cut.  Only  a  small  part 
of  the  total  federal  revenues  are  de¬ 
rived  from  individual  federal  income 
taxes,  and  the  proportion  of  govern¬ 
ment  bondholders  to  total  taxpayers 
bears  no  relation  whatever  to  the  total 
amount  of  taxes  paid  by  those  who  own 
bonds  and  those  who  do  not.  There¬ 
fore  it  is  fallacious  on  the  face  of  the 
facts  to  argue  that  the  burden  of  an 
increased  interest  rate  on  taxable  bonds 
falls  equally  on  all  taxpayers  or  that 
the  benefit  of  the  higher  interest  rate 
to  the  holders  of  taxable  bonds  is 
absorbed  by  the  increased  taxes  they 
would  have  to  pay. 

The  whole  argument  of  the  oppo¬ 
nents  of  the  Amendment  on  this  point 
is  likewise  predicated  on  the  arbitrary 
assumption  that  the  difference  in 
interest  rate  between  a  taxable  and  a 
non-taxable  bond  is  1  per  cent.  Using 
this  premise  as  a  starting  point  they 
arrive  at  the  conclusion  that  the  man 
who  has  an  income  of  $48,000  a  year  or 
more  from  4  per  cent,  tax-exempt 
securities  pays  as  much  in  taxes  in¬ 
directly  by  sacrificing  1  per  cent  in 
interest  return  as  the  man  with  an 
earned  income  of  $60,000  who  pays 
$11,940  in  taxes.  To  show  that  this 
arbitrary  assumption  is  false,  the 
following  comparison  of  interest  rates 
on  taxable  and  non-taxable  bonds  may 
be  given. 


January  1,  1910 


Average  yield  on  New  York 

City  bonds .  4.00  per  cent 

Average  yield  on  New  York 
Central  1st  3%’s  and 
Union  Pacific  1st  4’s.  .  . .  3.90  “ 


Difference . +0.10  per  cent 


February  13,  1923 
Average  yield  on  New  York 

City  bonds  (non-taxable)  4.06  per  cent 
Average  yield  on  New  York 
Central  1st  3^4’s  and 
Union  Pacific  1st  4’s 
(fully  taxable) .  4.58  “ 

Difference . —0.52  per  cent 

In  1910  there  was  no  state  nor 
federal  income  tax  in  force  and  the  two 
railroad  bonds  yielded  0.10  per  cent  less 
income  than  the  New  York  City  bonds, 
while  in  1923  they  yielded  0.52  per  cent 
more  income,  a  net  difference  of  0.62 
per  cent  of  which  0.12  per  cent  repre¬ 
sents  the  difference  due  to  New  York 
state  income  tax  at  3  per  cent  and  the 
remaining  3^  per  cent  can  be  attributed 
to  federal  income  tax.  If  a  difference  of 
only  y2  per  cent  is  assumed  instead  of 
1  per  cent,  it  can  be  shown  that  earned 
incomes  of  $25,000  or  more,  pay  more 
in  taxes  than  unearned  incomes  of 
$22,000  or  more  lose  by  the  reduced 
interest  rate.  This  example  is  cited 
only  to  prove  the  wide  difference  in 
result  when  calculations  of  this  sort 
are  based  on  erroneous  assumptions  of 
fact. 

The  real  problem  in  the  arithmetic 
of  tax-exemption  may  be  stated  thus: 
A  has  an  earned  income  of  $55,000 
subject  to  tax,  and  B  has  an  unearned 
income  from  tax-exempt  bonds  of 
$55,000.  Both  spend  for  living  ex¬ 
penses  $45,000  per  annum  and  set 
aside  $10,000  for  investment.  To 
derive  a  net  income  of  $400  a  year 
from  this  investment  A  must  buy  tax- 
exempt  bonds  yielding  4  per  cent  or 
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taxable  bonds  yielding  6  per  cent.  B, 
on  the  other  hand,  can  buy  taxable 
bonds  yielding  6  per  cent  and  still  pay 
no  taxes  because  his  taxable  income  is 
less  than  his  personal  exemption  of 
$1000,  and  not  until  his  taxable  income 
exceeds  $10,000  does  he  pay  any  sur¬ 
taxes  at  all. 

Query:  Does  B  buy  taxable  bonds 
under  these  conditions? 

Answer:  He  does  not,  because  as 
long  as  he  confines  his  investments  to 
tax-exempt  bonds  he  is  not  obliged  to 
make  any  return  or  disclose  his  hold¬ 
ings  or  source  of  income  to  the 
government. 

VI 

Economic  Effects  of  the  Tax-Exempt 
Bond.  The  economic  effects  of  this 
situation  are  widespread.  Every  time 
a  municipality  or  state  sells  bonds  the 
burden  of  direct  taxes  is  increased. 
Total  taxes  in  the  United  States  have 
increased  from  $1,382,000,000  in  1903 
to  $8,400,000,000  in  1921.  It  is  esti¬ 
mated  that  in  1921  there  remained  out 
of  the  national  income,  after  providing 
for  consumption,  the  sum  of  $12,500,- 
000,000  available  for  taxes  and  new 
capital  investments.  Taking  out  $8,- 
400,000,000  for  the  nation’s  tax  bill 
left  $4,100,000,000  for  capital  needs,  or 
only  about  two-thirds  of  the  amount 
considered  necessary  for  our  economic 
progress.  Our  railroads  alone  need 
over  $1,000,000,000  a  year  for  capital 
investment,  but  they  are  being  starved 
by  the  inroads  made  on  our  available 
surplus  through  diversion  of  capital 
into  municipal  expenditures  and  the 
steadily  mounting  annual  tax  bill. 

Another  economic  evil  results  from 
the  diversion  of  capital  from  industrial 
enterprises  to  municipal  expenditure 
through  the  subsidy  of  tax-exemption 
on  municipal  bonds.  If  a  municipality 
spends  a  million  dollars  on  a  new  city 


hall,  a  park  or  any  one  of  many  similar 
projects  now  being  carried  out  every¬ 
where,  the  money  so  spent  is  forever 
sunk  in  unproductive  property  which 
can  yield  at  best  only  an  intangible 
return  or  benefit  to  the  community. 
Additional  taxes  must  be  levied  to  pay 
for  such  capital  expenditures,  the 
annual  interest  on  the  indebtedness 
created  and  the  annual  cost  of  main¬ 
tenance.  But  if  a  million  dollars  is 
expended  on  the  construction  of  a 
factory  in  the  same  city,  the  assessable 
property  is  increased  by  a  million 
dollars,  because  the  factory  has  an 
earning  power  that  will  support  taxa¬ 
tion  on  it.  On  the  municipal  expendi¬ 
ture  of  a  million  dollars  the  taxpayers 
carry  an  annual  burden  of  perhaps 
$75,000.  On  the  industrial  expenditure 
of  a  million  dollars  the  community’s 
income  from  taxes  is  increased  $25,000, 
to  say  nothing  of  the  benefit  derived 
from  the  spending  within  the  com¬ 
munity  of  the  annual  factory  pay-roll. 

vn 

Conclusion.  Tax-exemption  of  state 
and  municipal  bonds: 

1.  Promotes  extravagance  in  municipal 
expenditure. 

2.  Diverts  capital  from  legitimate  and 
necessary  industrial  and  utility  enterprises 
and  throttles  economic  progress. 

3.  Actually  increases  the  total  tax  bill  of 
the  country. 

4.  Is  repugnant  to  the  fundamental 
principles  of  democracy. 

5.  Creates  a  favored  class  of  non¬ 
taxpayers  at  the  expense  of  the  large  body 
of  taxpayers. 

For  these  reasons  the  writer  advo¬ 
cates  the  adoption  of  the  proposed 
Constitutional  Amendment  without 
delay,  for  the  longer  the  present  condi¬ 
tions  prevail  the  more  disastrous  will 
be  the  future  consequences  of  our 
folly. 


GRADING  THE  OFFICE  JOB 


II — Making  the  Analysis 


BY  FORREST  A.  KINGSBURY  * 


BEFORE  turning  to  the  details  of 
the  job  analysis  which  is  our  main 
concern,  let  us  pause  a  moment  on  the 
general  question — “What  is  a  job 
analysis,  and  what  is  it  for?”  What  it 
includes  and  how  it  is  conducted  are 
determined  primarily  by  the  use  which 
is  to  be  made  of  it.  Many  possible 
uses  have  been  suggested  in  one  place 
and  another,  among  which  may  be 
mentioned  the  following: 

1.  Uses  in  connection  with  selecting, 
placing,  promoting,  and  transferring  em¬ 
ployees  : 

(a)  For  informing  the  interviewer  or 
chief  clerk  about  qualifications  to  be 
investigated  or  tested  in  hiring  or 
placing  employees;  and  conversely,  in 
finding  a  suitable  person  for  a  given 
position. 

(b)  For  giving  applicants  or  new  em¬ 
ployees  reliable  information  about 
details  of  duties,  working  conditions, 
qualifications,  and  prospects  in  the 
positions  under  consideration. 

(c)  In  working  out  lines  of  promotion  to 
and  from  each  position  and  in 
establishing  definite  promotion  pro¬ 
grams  and  procedure. 

(d)  In  rating  employees  on  those  personal 
qualities  which  are  essential  in  their 
particular  work. 

(e)  In  transferring  employees  from  one 
position  or  department  to  another, 

(f)  In  analyzing  causes  of  an  employee’s 
failure  in  a  given  job. 

(g)  As  a  basis  for  bringing  together  de¬ 
partmental  managers  and  employ¬ 
ment  office. 

*  Assistant  Professor  of  Psychology,  University  of 
Chicago. 


2.  Uses  in  connection  with  organization 
and  administration: 

(a)  As  an  aid  in  standardizing  job  titles 
and  localizing  executive  responsi¬ 
bility. 

(b)  To  aid  the  manager  or  chief  clerk  in 
organizing  the  staff  and  distribution 
of  work  of  each  department  for 
efficiency  and  economy. 

(c)  To  aid  in  improving  and  equalizing 
conditions  of  work. 

(d)  In  improving  and  standardizing 
methods  and  processes;  as,  for 
example,  through  time  studies  and 
motion  studies. 

(e)  In  arranging  vacation,  luncheon, 
overtime,  work-peak  and  other  special 
staff  schedules. 

(f)  In  working  out  details  of  interdepart¬ 
mental  operations  and  relations. 

(g)  In  grading  jobs  on  the  basis  of  their 
relative  importance  and  difficulty. 

(h)  As  a  basis  for  improving  relations 
between  employer  and  employee,  by 
standardizing  working  conditions, 
insuring  mutual  understanding  about 
duties,  showing  the  employee  that 
the  significance  of  his  work  is  being 
recognized  and  appraised,  etc. 

3.  Uses  in  connection  with  training  and 
educational  work: 

(a)  In  working  out  training  or  educa¬ 
tional  programs  within  the  shop, 
department,  or  institution. 

(b)  In  obtaining  data  for  constructing 
vocational  curricula  in  schools  of 
technology  and  business  administra¬ 
tion. 

(c)  In  accumulating  the  body  of  definite 
vocational  information  necessary  for 
making  the  work  of  vocational  guid¬ 
ance  of  far-reaching  usefulness  to  the 
youth  and  business  men  of  the 
nation. 
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II 

Objects  Sought  in  This  Investigation. 
Probably  nobody  ever  attempted  to 
accomplish  all  these  purposes  by  a 
single  job  analysis.  To  accomplish 
them  all  would  practically  necessitate 
the  establishment  of  a  permanent  re¬ 
search  department  within  the  plant,  to 
undertake  at  successive  periods  the 
numerous  different  investigations  which 
such  an  extensive  program  would  re¬ 
quire.  There  are  many  business  men 
who  are  coming  to  believe  that  these 
objects  are  important  enough  to  justify 
such  a  program.  An  effort  to  study  and 
improve  details  of  work  operations 
through  time  and  motion  studies  with 
stop-watch  and  motion-picture  camera 
involves  a  radically  different  procedure 
from  a  job  analysis  for  employment 
purposes.  The  latter  in  turn  would 
have  to  be  modified  if  job  grading  or  a 
training  program  is  under  considera¬ 
tion.  Factory  job  analyses  will  make 
much  of  specific  machine  operations, 
physical  qualifications,  physical  condi¬ 
tions  of  work,  and  other  physical 
factors.  These  will  receive  minor 
emphasis  in  an  analysis  of  bank  jobs. 
Here  the  machine  work  is  of  very 
different  character,  physical  qualifica¬ 
tions  are  secondary  to  mental  and 
social  traits;  and  physical  conditions 
are  fairly  uniform  for  all  jobs.1 

In  the  two  investigations  we  are 
describing,  three  principal  purposes 
were  sought — job  grading,  obtaining 
employment  specifications,  and  deter¬ 
mining  the  job  qualities  to  be  included 
in  a  rating  scale.  In  one  or  another  of 
these  three  we  find  the  explanation  for 
each  detail  of  the  job  analysis  question¬ 
naire,  described  later. 

The  job  analysis  was  designed  to 
obtain  for  each  job  detailed  answers  to 
the  following  questions: 

1  Other  types  of  job  analysis  have  been  discussed  by 
Lichtner,  "Time  Study  and  Job  Analysis;”  Merrick, 
"Time  Studies;”  Gilbreth,  "Motion  Study;”  Link, 
"Employment  Psychology ,”  Chap.  XX;  and  others. 


1.  What  are  the  duties  of  this  job? 

2.  What  are  the  conditions  under  which 
those  duties  are  performed? 

3.  What  qualifications  does  this  job 
demand  of  any  employee  selected  to  fill  it? 

4.  In  what  way  and  for  how  long  is  a 
new  employee  under  training  for  this  job? 

5.  What  are  the  usual  promotion  lines 
and  conditions,  to  and  from  this  job? 

Complete,  detailed,  and  reliable 
answers  to  these  questions  cannot  be 
obtained  for  the  mere  asking.  Only  a 
long,  intensive,  searching  interrogatory 
from  every  available  source  will  yield 
this  information.  Only  a  critical  test¬ 
ing  of  every  statement  by  every  avail¬ 
able  method  will  insure  its  reliability. 
Hence,  the  form  of  the  questionnaire 
used  for  collecting  this  information 
becomes  a  matter  of  primary  impor¬ 
tance. 

Ill 

Sources  of  Information.  It  is  recog¬ 
nized  “good  practice”  to  utilize  every 
available  source  of  information  in  a  job 
analysis.  Details  of  any  job  which  are 
overlooked  by  employer  or  manager  are 
likely  to  be  mentioned  by  the  worker. 
Details  misunderstood  or  overstressed 
by  the  worker  may  be  described  by  the 
supervisor  in  better  proportioned  terms. 
The  chief  clerk  or  other  executive  who 
serves  as  “liaison  officer”  of  the 
organization  will  view  jobs  from  still  a 
different,  and  often  an  illuminating, 
angle.  Finally,  the  investigator,  even 
if  he  does  not  know  the  jobs  at  first 
hand,  can  often  contribute  to  the  state¬ 
ments  if  only  by  way  of  criticism  and 
evaluation.  All  four  sources,  then, 
should  be  utilized. 

The  highly  departmentalized  organ¬ 
ization  of  a  large  bank  means  that  the 
departmental  manager  must  constitute 
the  principal  source  of  information,  and 
that  this  information  shall  afterward 
be  reviewed  by  the  chief  clerk  or  any 
other  executives  who  have  knowledge 
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of  the  details  of  departmental  opera¬ 
tion.  In  the  Chicago  investigation 
these  were  the  sources  used.  In  the 
Detroit  investigation  they  were  supple¬ 
mented  by  the  employees’  written  de¬ 
scriptions  of  their  detailed  duties  and 
conditions  of  work.  It  may  be  said, 
in  general,  that  the  effect  of  the  addi¬ 
tion  of  this  latter  source  of  information 
was  to  amplify  and  explain,  rather  than 
to  correct  the  information  received 
from  the  other  sources.  While  the  data 
in  the  earlier  investigation  were  without 
doubt  satisfactory  for  the  purposes  in 
mind,  it  is  the  writer’s  judgment  that 
each  employee’s  own  statements  should 
be  obtained,  partly  to  amplify  the 
record,  and  partly  to  give  him  a  voice 
in  the  investigation.  He  is  certain  to 
know  that  something  is  going  on  which 
concerns  his  work,  and  if  he  does  not 
get  facts  he  is  likely  to  get  misleading 
rumors  about  “general  shake-ups” 
which  will  rarely  be  conducive  to  a 
desirable  spirit. 

IV 

Securing  Co-operative  Effort.  This 
matter  of  the  attitude  of  both  managers 
and  employees  toward  scientific  in¬ 
vestigations  and  scientific  management 
is  one  which  seems  worthy  of  more 
serious  consideration  than  it  usually 
gets.  Time  and  motion  studies  have 
often  been  condemned  as  “dehumaniz¬ 
ing.”  So-called  “scientific  manage¬ 
ment”  often  arouses  bitter  antagonism. 
It  is  an  easy  matter  when  an  investiga¬ 
tion  is  undertaken  to  have  a  general 
order  issued  from  headquarters,  requir¬ 
ing  everybody  concerned  to  furnish  the 
information  asked.  Information  given 
under  conditions  of  compulsion  is  not 
only  less  willingly  given,  but  is  likely  to 
be  less  complete  and  reliable  than  when 
an  effort  is  made  to  enlist  cheerful  and 
voluntary  co-operation,  and  when  all 
concerned  are  taken  as  fully  into  the 


confidence  of  those  responsible  for  the 
investigation  as  conditions  permit.  So 
far  as  possible  every  manager  in  both 
investigations  whose  aid  was  sought 
was  made  familiar  with  the  aims  and 
nature  of  the  inquiry.  Either  in  a 
general  or  individual  conference,  or 
both,  explanations  were  made  and 
questions  were  invited  and  answered. 
Every  effort  was  made  to  get  each 
manager  to  feel  not  only  that  the 
investigation  was  not  intended  to 
reflect  in  any  way  on  his  work  or  his 
department,  but  that,  on  the  contrary, 
it  was  designed  to  help  him  in  organiz¬ 
ing  his  department  for  better  service 
and  in  securing  good  results  more 
easily.  In  every  case  such  an  appeal 
met  with  cordial  response  and  whole¬ 
hearted  co-operation.  Likewise,  the 
request  for  job  descriptions  sent  to 
employees  was  carefully  formulated  to 
appear  as  a  request  for  co-operation  in 
an  enterprise  of  mutual  benefit,  “since,” 
as  the  request  put  it,  “it  will  enable 
this  office  to  gain  a  correct  and  full 
comprehension  of  the  nature  of  your 
contribution  to  the  work  of  the  bank.” 
It  was  made  clear  that  this  was  a 
general  survey  of  every  job,  and  there¬ 
fore  in  no  sense  directed  toward  any 
individual.  The  admirable  quality  of 
the  job-descriptions  received — com¬ 
plete,  careful,  detailed,  and  clear — 
testifies  to  the  general  willingness  of  the 
workers  to  respond  to  such  an  appeal. 

V 

Method  of  Securing  Information.  In 
the  first  investigation  the  question¬ 
naires  were  filled  out  by  the  economist 
(who  was  in  charge  of  the  investigation) 
in  personal  conference  with  each  de¬ 
partmental  manager.  This  gave  oppor¬ 
tunity  for  questions  and  criticisms, 
thus  yielding  more  accurate  informa¬ 
tion.  But  it  was  possibly  for  some 
managers  not  the  most  favorable  condi- 
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tion  for  recalling  and  reporting  minute 
details.  In  the  second  investigation  the 
experiment  was  tried  of  having  the 
managers  fill  out  the  questionnaires 
themselves  after  general  conference 
and  preliminary  supervised  practice  in 
filling  out  the  blanks.  No  reason  has 
appeared  for  believing  that  as  com¬ 
plete  and  accurate  information  cannot 
be  obtained  in  this  way  as  by  the 
personal  interview,  particularly  when 
the  information  is  submitted  to  the 
various  reviews  and  checks  which  were 
utilized  in  both  investigations.  But 
under  certain  circumstances  the  per¬ 
sonal  interview  may  be  extremely 
valuable  for  furthering  personal  ac¬ 
quaintance  and  insuring  more  com¬ 
plete  understanding.  How  valuable, 
will  depend  on  such  conditions  as  the 
size  of  the  institution,  the  opportunity 
— or  lack  of  opportunity — for  frequent 
contacts  between  investigator  and  de¬ 
partmental  managers,  and  the  extent 
of  their  mutual  acquaintance.  Often  a 
combination  of  the  two  methods  will 
be  most  desirable;  and  after  the  data 
have  been  assembled  in  advance  by  the 
departmental  managers,  the  reports 
may  serve  as  a  basis  for  personal 
interviews. 

A  feature  of  the  second  investigation 
which  doubtless  was  very  helpful  was 
the  preliminary  request  made  of  each 
manager,  before  the  questionnaires 
themselves  were  ready  for  distribution, 
to  prepare: 

1.  A  list  of  the  jobs  in  his  department, 
classified  by  job  titles,  and  ranked  in  the 
order  of  their  estimated  importance. 

2.  A  detailed  description  of  the  duties  of 
each  job. 

This  preliminary  work  brought  the 
problem  before  each  manager  in  time 
to  give  him  ample  opportunity  for  such 
observations  as  he  needed  to  make,  and 
enabled  him  to  fill  out  the  question¬ 


naires,  when  they  were  handed  to  him, 
more  easily  and  accurately. 

VI 

The  Job  Analysis  Questionnaire.  The 
questionnaire  is  too  extensive  to  repro¬ 
duce  in  detail  here,  but  its  nature  will 
be  clear  from  the  following  outline. 

Introductory: 

Title  of  job;  number  in  work-group; 
name  of  department;  of  division;  direct 
line  of  responsibility  (title  of  executive 
directly  supervising). 

I.  Nature  of  Duties: 

1.  Detailed  description  of  duties  and 
time  distribution;  classified  as  (a)  principal, 
(b)  minor,  (c)  regularly  recurring,  (d) 
irregular,  (e)  duties  in  other  departments, 
if  any. 

2.  Classification  of  grade  of  duties — 
monotonous,  routine,  varied,  highly  varied. 

3  (a).  Instrument,  machine,  tool,  or 
device  used. 

3  (b).  Degree  of  skill  necessary — “learn 
on  the  job,”  ordinary  skill,  expert  skill. 

4.  Records  made. 

5.  Amount  of  handwriting  involved. 

6.  Responsibility  for  money  or  negoti¬ 
able  instruments — amount,  extent  (full 
responsibility  or  responsibility  under  super¬ 
vision),  directness  of  responsibility  (im¬ 
mediately  responsible  or  responsible  through 
subordinates). 

7.  Supervisory  and  executive  responsi¬ 
bility — for  whom,  how  many,  extent  of 
responsibility,  directness  of  responsibility. 

8.  Necessity  of  helping  train  new  em¬ 
ployees. 

9.  Contacts  with  public — ways,  fre¬ 
quency. 

10.  Contacts  inside  bank — officers,  de¬ 
partments,  etc. 

11.  Independent  or  co-operative  work. 

12.  Demand  for  exercise  of  judgment  or 
initiative. 

13.  Comparative  necessity  for  speeding  up 
or  for  maintaining  constant  rate. 

H.  Working  Conditions: 

1.  Usual  posture  or  postures  and  time 
distribution. 

2.  Unusual  demands  upon  the  eyesight, 
strength,  or  endurance. 
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3.  Hours. 

4.  Work  under  stress  or  with  freedom 
from  external  pressure. 

5.  Other  disagreeable  conditions  if  any. 

6.  Assignment  of  employees  to  other 
duties  in  emergencies. 

7.  Method  of  caring  for  work  during 
employee’s  absence. 

III.  Qualifications : 

1.  Sex  required. 

2.  Minimum  age  at  which  worker  ordi¬ 
narily  would  be  employed  for  this  work. 

3.  Minimum  general  education  de¬ 
manded. 

4.  Previous  special  training  courses  neces¬ 
sary — several  enumerated,  including  short¬ 
hand,  typing,  accounting,  correspondence, 
business  law,  special  accounting,  etc. 

5.  Previous  experience  necessary. 

6.  Special  personal  qualities,  to  be 
checked  either  (A)  absolutely  essential  for 
this  job,  (B)  desirable  but  not  essential,  or 
(C)  unnecessary  or  unimportant. 

(a)  Handwriting — rapid,  legible,  or 
attractive. 

(b)  Correct  English — oral,  or  written. 

(c)  Other  types  of  special  knowledge 
or  skill  required — describe. 

(d)  Good  eyesight. 

(e)  Good  hearing. 

(f)  Voice — distinct,  strong,  or  agree¬ 
able. 

(g)  Good  personal  appearance — neat 
costume. 

(h)  Superior  vitality. 

(i)  Other  exceptional  physical  quali¬ 
ties  demanded — describe. 

(j)  Superior  tact  and  courtesy. 

(k)  Unusual  perseverance — disposition 
to  stick  to  difficult  tasks. 

(l)  Good  judgment  when  confronted 
with  new  problems. 

(m) . Quick  and  efficient  adaptability  to 
new  tasks. 

(n)  Initiative  in  inquiring  into  reasons 
or  undertaking  new  work  inde¬ 
pendently. 

(o)  Directing  ability — laying  out  work 
for  others,  teaching  them,  secur¬ 
ing  their  co-operation,  judging 
their  fitness. 

(p)  Alert,  active  and  observant  dis¬ 
position. 

(q)  Enthusiasm. 


(r)  Industry,  application. 

(s)  Dependability,  reliability.2 

(t)  Co-operation  with  managers  and 
fellows. 

(u)  Neat  and  orderly  work. 

(v)  Loyalty  to  interests  of  bank;  pride 
in  connection  with  bank. 

(w)  Accuracy. 

(x)  Speed  of  work — specify  in  what. 

(y)  Other  unusual  personal  or  social 
qualifications  necessary. 

7.  Minimum  degree  of  general  intelli¬ 
gence  necessary — estimated  by  investi¬ 
gators. 

IV.  Probation  Period: 

1.  Usual  period  of  supervision  necessary. 

2.  Methods  of  teaching  new  employees 
duties  of  job. 

3.  What  feature  or  part  of  the  work  is  it 
most  difficult  to  get  workers  to  learn 
satisfactorily? 

V.  Promotion : 

1.  Usual  or  possible  lines  of  promotion — 
from  what  job  to  this;  to  what  job  from 
this. 

2.  Frequency  of  promotion — or  is  this  a 
blind-alley  job? 

3.  Practiceof understudying thisposition. 

4.  Practice  of  understudying  next  posi¬ 
tion  higher. 

5.  Peculiar  opportunities  or  inducements 
for  advancement. 

(i Signature  of  manager  furnishing  data.) 
Date. 

VII 

Form  of  the  Questionnaire.  An  effec¬ 
tive  device  for  obtaining  definite  and 
unambiguous  statements  is  so  to  for¬ 
mulate  the  questions  and  answers  that 
a  simple  “yes,”  “no,”  check-mark,  or 
figure  will  suffice.  Descriptive  answers 
are  occasionally  required,  particularly 
when  the  facts  to  be  described  are  so 
variable  as  to  make  the  other  form 
impracticable. 

The  above  list  does  not  indicate  the 
wording  of  many  of  the  questions,  nor 
of  the  alternative  answers  to  be 
checked,  nor  of  the  amount  of  space 

1  These  four  last-named  qualities  afford  good 
examples  of  useless  questions,  since,  as  might  be 
expected,  they  are  invariably  checked  “A.” 
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devoted  to  each  feature.  As  illustra¬ 
tions  of  their  form  we  quote  a  few 
representative  questions. 

Question  7  of  part  I: 

Does  this  job  involve  supervisory  and 

executive  responsibility? . If  so,  for 

whom? — Office  boy . Messenger . 

Stenographer . Assistant . Depart¬ 
ment. ..  .What? . Full  respon¬ 

sibility  ....  Responsible  under  check  or 

supervision ....  Directly  responsible . 

Responsible  through  assistants .... 
Question  1  of  part  II : 

How  is  work  of  this  job  done?  (When 
possible,  indicate  time  distribution.) 

Sitting . Standing . Stooping . 

Lifting. . .  .Frequent  change  of  posture.  . . . 
Much  about  bank . .  .  Frequently  outside . .  . 
Chiefly  outside .... 

Question  5  of  part  III : 

Previous  experience  necessary: 

No  previous  experience  required  .... 

Some  business  experience  .... 

or  its  equivalent  in  special 
training  .... 

or  one  (beginning)  bank  job  .... 

One  or  two  bank  jobs  (above 
office  boy  or  messenger  grade)  .... 

Three  to  five  bank  jobs  .... 

Experience  in  semiexecutive  or 
other  responsible  job  .... 

Executive  experience  (describe)  .... 

Special  forms  of  expert  non-bank 
training  (describe) . 

The  form  was  mimeographed,  single¬ 
space,  and  comprised  six  full  pages. 
Although  long,  because  demanding 
repetitions  in  different  forms  of  the 
same  information,  that  very  feature 
was  deliberately  fostered.  The  results 
demonstrated  the  wisdom  of  the  plan. 
When  the  same  facts  are  approached 
from  different  angles,  the  individual 
who  supplies  the  information  must 
have  it  very  accurately  and  definitely 
in  hand  or  he  will  be  quite  certain  to 
make  inconsistent  statements.  These, 
under  a  rigid  cross-checking,  will  reveal 
themselves;  the  necessity  of  correcting 
them  will  bring  the  inquiry  back  to  the 


original  sources,  and  the  actual  facts 
can  then  be  ascertained  by  personal 
investigation. 

The  preparation  of  such  a  question¬ 
naire  is  by  no  means  the  easiest  part  of 
the  undertaking.  The  form  described 
above  represents  the  product  of  many 
conferences,  suggestions,  drafts,  and 
revisions,  and  even  in  its  final  form  it 
calls  for  further  improvement.  Be¬ 
sides  the  joint  suggestions  and  criti¬ 
cisms  by  the  economist,  the  chief  clerk 
and  the  writer,  extensive  use  of  the 
earlier  drafts  was  necessary  to  discover 
further  changes  requiring  to  be  made. 
Probably  no  investigator  ever  devised 
a  questionnaire  which  did  not  prove  to 
need  revision  after  being  used.  The 
capacity  of  the  human  mind  to  misin¬ 
terpret  what  seem  to  be  perfectly 
simple  and  unambiguous  questions 
almost  passes  belief — until  the  in¬ 
vestigator  learns  from  experience  that 
he  himself  cannot  foresee  all  the  pos¬ 
sible  interpretations  and  implications 
of  his  questions.  Hence  the  necessity 
of  the  actual  tryout  before  the  final 
revision. 

VIII 

Frequently  Recurring  Errors.  As 
would  naturally  be  expected,  informa¬ 
tion  obtained  with  the  questionnaires 
from  departmental  managers  was  in  the 
main  correct.  But  it  soon  became 
clear  that  the  high  degree  of  accuracy 
necessary  for  the  purposes  in  hand 
necessitated  a  thorough-going,  critical 
cross-checking  of  these  statements. 
Such  frequently  recurring  errors  as  the 
following  will  illustrate  this  fact. 

1.  Personal  qualities  of  workers  were 
occasionally  confused  with  the  normal 
job-qualifications.  In  certain  cases  the 
incumbents  of  positions  were  for 
peculiar  reasons  placed  in  jobs  which 
call  for  quite  different  qualifications 
than  these  individuals  had.  It  became 
apparent  in  some  of  these  cases  that 
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the  manager  was  thinking  of  the 
incumbent  rather  than  the  job.  As  an 
illustration  of  this  a  certain  job-group 
may  be  mentioned  in  which  the  quali¬ 
fications  of  sex,  age,  etc.,  demanded 
seemed  much  more  rigid  than  the 
relatively  simple  duties  required,  and 
were  quite  irreconcilable  with  other 
qualifications  asked,  such  as  experience, 
education,  etc.  Inquiry  confirmed  the 
suspicion  that  this  was  a  position  into 
which  “misfits”  from  other  depart¬ 
ments  commonly  gravitated  —  often 
elderly  or  middle-aged  men  who  for 
temperamental  or  other  reasons  proved 
failures  in  other  positions,  but  who 
could  do  satisfactorily  this  work  where 
inaccuracies  were  less  serious  and 
where  opportunities  for  personal  fric¬ 
tions  were  at  a  minimum.  But  the 
work  itself  was  of  such  a  nature  as 
could  readily  be  performed  by  a  young 
and  inexperienced  boy  or  girl. 

2.  inaccurate  analysis  of  the  per¬ 
sonal  qualities  demanded  was  a  very 
common  type  of  error,  so  much  so  that 
the  investigators  learned  to  rely  more 
on  their  own  judgment — based  on  the 
more  objective  job  descriptions — than 
upon  the  managers’  opinions.  While 
this  is  in  part  due  to  the  same  lack  of 
skill  in  analyzing  personality  that 
makes  personnel  ratings  so  liable  to 
error,  it  is  perhaps  more  largely  due  to 
the  tendency  of  the  average  manager 
to  check  “essential”  every  well-sound¬ 
ing  trait-name,  and  to  fail  to  consider 
whether  a  low  degree  of  that  quality 
might  not  be  perfectly  compatible  with 
efficient  service.  Considerations  such 
as  this  make  it  desirable  so  far  as 
'possible  to  utilize  objective  methods  of 
measurement.  But  in  such  situations 
as  we  are  describing,  the  use  of  care¬ 
fully  corrected  statements  about  per¬ 
sonal  qualities  seems  indispensable. 

3.  Occasional  carelessness  appeared, 
although  this  was  chiefly  in  connection 
with  minor  details,  about  which 


the  manager  rarely  had  occasion  to 
think. 

4.  Sometimes  the  descriptions  of 
duties  proved  to  be  incomplete  or 
superficial.  In  these  cases  reference  to 
the  employees’  descriptions  of  the  work 
was  of  indispensable  value.  Such 
incompleteness  was  sometimes  due  to 
the  manager’s  apparent  belief  that  only 
the  major  features,  not  the  minor 
details,  were  wanted. 

IX 

Reviewing  and  Correcting  the  Data. 
The  order  of  procedure  followed  in 
detecting  and  correcting  these  and 
other  sorts  of  error  may  be  summarized 
as  follows: 

1.  A  preliminary  review  of  the  data 
was  made  by  one  or  more  of  the 
executives  in  charge  of  the  investiga¬ 
tion  in  order  to  detect  the  more  obvious 
misstatements,  misunderstandings,  or 
omissions. 

2.  A  second,  critical  review  by  the 
writer  followed,  in  which  the  various 
statements  were  checked  against  one 
another,  and  a  memorandum — con¬ 
veniently  referred  to  as  the  “yellow 
slip  ” — prepared  and  returned  with  the 
questionnaire  to  the  bank,  calling 
attention  to  apparent  inconsistencies  or 
other  doubtful  points  needing  correc¬ 
tion.  The  reviewer  contented  himself 
with  raising  as  many  questions  as  he 
could,  and  did  not — except  in  a  few 
obvious  cases — take  the  responsibility 
of  settling  them  himself.  At  this  time 
a  provisional  grading  of  the  job  was 
made  on  a  “summary  sheet,”  not  only 
showing  the  weight  assigned  to  the 
detailed  factors  in  the  job,  but  noting 
such  additional  information  as  the 
number  in  the  work-group,  the  esti¬ 
mated  rank  of  the  job  in  the  depart¬ 
ment,  the  promotion-lines  indicated  on 
the  questionnaire,  and  other  details  of 
significance  for  checking  up  the  validity 
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of  the  gradings.  This  summary  sheet 
was  made  in  duplicate,  one  copy  being 
returned  to  the  bank  with  the  question¬ 
naires. 

3.  The  questionnaires,  accompanied 
by  the  yellow-slip  memoranda  and 
summary  sheet,  were  reviewed  by  the 
bank  executives  —  economist,  chief 
clerk,  and  others  participating — in  the 
light  of  the  questions  raised;  such 
investigations  as  the  case  demanded 
were  made;  corrections  were  entered 
both  on  questionnaire  and  on  summary 
sheet,  which  latter  was  returned  to  the 
writer  in  order  that  such  corrections 
might  be  transcribed  on  his  own  copy. 
Often  these  corrections  could  be  made 
without  referring  the  question  back  to 
the  department;  frequently,  in  the 
Detroit  analysis,  reference  to  the 
employees’  job-descriptions  settled  the 
question;  sometimes  it  was  referred  to 
the  manager;  and  sometimes  a  pro¬ 
longed,  personal  investigation  of  the 
job  practice  itself  was  necessary  to  get 
the  facts. 

The  transcribing  of  the  essential  in¬ 
formation  to  the  summary  sheets  and 
later  to  the  individual  specification 
sheets  made  it  possible  to  lay  aside  the 
rather  cumbersome  questionnaires. 

4.  A  final  review  by  the  chief  clerk 
of  the  specification  sheets,  under  the 
guidance  of  a  comparison  of  the  grade- 
indexes  of  different  jobs,  brought  to 
light  such  errors  as  had  escaped  previ¬ 
ous  notice.  Where  jobs  were  graded 
alike  which,  in  his  judgment,  were  of 
unequal  grade,  or  where  there  were 
differences  in  the  grading  of  jobs 
apparently  of  equal  importance,  the 
necessity  of  further  detailed  review  was 
indicated.  Sometimes  this  led  to  the 
correction  of  factual  data.  Sometimes 
it  brought  the  chief  clerk’s  judgment 
around  to  conform  with  the  grade- 
index.  In  no  case  was  there,  after  such 
review,  a  discrepancy  between  the 
chief  clerk’s  judgment  and  the  grade- 


index  as  computed — a  crucial  test  of 
the  value  of  the  grading  method. 

5.  A  fifth  possible  basis  of  correcting 
data  is  provided  by  the  plan  for  peri¬ 
odical  reviews  and  revisions  of  job- 
specifications  by  department  managers 
and  chief  clerk,  and  also  by  the 
opportunities  which  employment  ac¬ 
tivities  and  use  of  the  specifications  by 
the  department  managers  afford. 

X 

Methods  of  Cross-Checking  Question¬ 
naires.  It  will  be  apparent  that  much 
of  the  effectiveness  of  these  reviews 
depends  on  the  thoroughness  with 
which  internal  inconsistencies  in  the 
questionnaires  are  revealed  in  the 
second  of  the  five  steps  just  enumer¬ 
ated.  It  is  not  an  easy  thing  to  de¬ 
scribe  in  detail  how  one  goes  about  it. 
He  develops  through  practice  a  “nose” 
for  these  contradictions.  Undoubtedly, 
some  three  years  of  experience  as  an 
all-around  clerk  in  country  banks  in 
earlier  life  was  of  help,  as  was  also  a 
previous  experience  in  making  an  in¬ 
tensive  analysis  of  ratings  on  em¬ 
ployees  in  one  of  the  two  institutions. 
Nevertheless,  certain  definite  features 
of  the  process  may  be  mentioned  to 
indicate  the  general  procedure. 

1.  The  first  step  was  to  envisage  the 
job  as  a  whole,  from  a  careful  reading  of 
the  questionnaire,  and  particularly  the 
description  of  duties.  Actually  to 
watch  the  employees  at  work  is  of  great 
help,  and  should  be  done  wherever  pos¬ 
sible,  although  it  was  not  often  practi¬ 
cable  in  the  investigations  described. 
A  clear  notion  of  the  flow  of  work  from 
one  department  to  another,  and  of  the 
constant  checking  and  balancing  of 
records  within  each  department  is  of 
value.3  Single  questions  often  proved 
to  be  unexpectedly  illuminating  for  this 

*  Suoh  descriptive  works  as  Langston’s  "Practical 
Bank  Operation ”  were  helpful  in  this  connection. 
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purpose,  as  question  3  of  part  IV — 
“What  feature  or  part  of  the  work  is  it 
most  difficult  to  get  workers  to  learn 
satisfactorily?”  Answers  to  this  ques¬ 
tion  often  indicated  more  definitely 
than  anything  else  whether  an  unusual 
job  should  be  classified  primarily  as  a 
“routine  job”  or  a  “judgment  job.” 

2.  Answers  to  detailed  questions  in 
parts  I  and  II  were  checked  against  the 
descriptions  of  duties.  As  each  answer 
was  read,  the  question  was  raised — 
“Is  this  reasonable,  from  the  stand¬ 
point  of  my  picture  of  this  job?”  If 
any  doubt  was  present,  reference  back 
to  the  description  determined  whether 
inconsistencies  were  involved. 

3.  Necessary  qualifications  checked 
in  part  III  were  similarly  read  with  the 
critical  query  constantly  in  mind — 
“What  is  it  about  this  job  that  calls  for 
this  particular  qualification — sex,  age, 
experience,  education,  personal  qual¬ 
ity?”  Absence  of  a  check-mark  where 
a  specific  qualification  seemed  essential 
served  likewise  to  raise  a  question. 

4.  Each  personal  quality  in  question 
6  of  part  III  can  be  checked  against 
from  one  to  nine  points  in  other  parts 
of  the  questionnaire.  A  few  examples 
will  illustrate  these  possibilities.  A 
check-mark  opposite  “Superior  vital¬ 
ity”  sends  one  back  to  questions  2,  6, 
and  7  in  part  I,  questions  1  to  5  in¬ 
clusive  in  part  II,  and  question  1  in 
part  III.  A  check  after  “Directing 
ability”  refers  one  to  questions  7,  8, 
and  12  in  part  I  and  perhaps  to  ques¬ 
tion  2  in  part  IV.  “Superior  tact  and 
courtesy”  suggests  reference  to  ques¬ 


tions  9  and  10  in  part  I.  Whether 
“Loyalty”  is  absolutely  essential  for 
work  is  revealed  by  reference  to  ques¬ 
tions  6,  7,  and  9  in  part  I.  These  items 
in  the  job  descriptions  constitute  the 
“objective”  or  “impersonal”  basis  for 
these  personal  qualities,  which  are, 
however,  most  simply  and  clearly 
describable  in  “personal”  terms. 

5.  Still  other  cases  appear  where  one 
descriptive  statement  may  be  checked 
against  another,  as  question  13  of  part 
I  and  question  4  of  part  II. 

6.  When  the  promotion  lines  men¬ 
tioned  in  part  V  were  compared  with 
the  computed  grade-indexes  of  the  jobs 
concerned,  or  against  the  estimated 
rank  of  these  jobs,  or  even  against  the 
length  of  experience  which  they  de¬ 
mand,  contradictions  often  appeared 
which  called  for  a  critical  review  of  the 
questionnaire  as  a  whole  in  order  to 
determine  where  corrections  should  be 
made. 

The  previously  mentioned  final  re¬ 
view  by  the  chief  clerk  may  involve  to 
some  extent  similar  methods  of  cross¬ 
checking  statements. 

After  this  extensive,  critical  review 
has  given  reasonable  assurance  that  the 
actual  facts  about  each  job  are  at  hand, 
the  way  is  ready  for  two  other  steps  in 
the  program — first,  the  assigning  of 
weights  to  the  significant  factors  in 
each  job  and  the  determining  of  the 
grade-indexes;  and  second,  the  making 
of  this  body  of  information  available 
for  convenient  use  by  entering  the 
essential  features  on  separate  job 
specification  sheets. 


{The  third  article  of  Professor  Kingsbury's  series  will  appear  in  the  May  number 
of  “ Administration ”  and  will  deal  in  detail  with  the  grading  scale.) 
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VII — Up-to-Date  Records  as  the  Basis  of  Forecasts 


BY  J.  W.  ROBINSON* 


IT  has  been  said  that  more  businesses 
fail  because  of  poor  records  than 
because  of  bad  buying  or  lack  of  good 
salesmanship.  Certainly  chief  among 
the  causes  of  business  failures  we  find 
“poor  records.”  Every  business  man 
who  makes  any  permanent  success  of 
his  business  must  know,  in  dollars  and 
cents,  what  he  has  accomplished,  where 
he  stands,  and  where  he  is  going. 

This  business  forecast  should  tell  him 
where  he  is  going,  but  no  forecast  can 
be  constructed  out  of  thin  air.  It  must 
be  based  principally  on  past  perform¬ 
ances —  on  “hindsight”;  in  other 
words,  on  what  has  been  accomplished. 
A  company’s  records  should  tell  accu¬ 
rately  and  in  sufficient  detail  what  has 
been  accomplished  and  where  the  com¬ 
pany  stands,  and  should  tell  it  as  soon 
as  possible  after  the  event. 

The  first  step  toward  a  reliable  busi¬ 
ness  forecast  is  therefore  up-to-date 
business  records,  and,  to  a  large  extent, 
the  reliability  of  the  forecast  is  in 
direct  proportion  to  the  accuracy  and 
up-to-dateness  of  these  records. 

What  has  been  done  in  the  Thomas 
A.  Edison  Industries  to  bring  about 
up-to-date  records  may  be  of  interest 
to  the  executive  who  is  anxious  to 
secure  closer  control  of  his  business. 

II 

Causes  of  Accountants'  Delays.  The 
commonest  criticism  directed  against 

*  General  Secretary  of  Thomas  A.  Edison  Industries, 
Orange,  New  Jersey.  In  collaboration  with  Ralph  H. 
Allen  and  Joseph  J.  Mehl. 


accountants  is  that  their  financial 
statements  are  ancient  history  by  the 
time  they  reach  the  hands  of  the 
executives  responsible  for  the  formu¬ 
lation  of  business  policies.  Sometimes 
these  statements  merely  confirm  the 
executive’s  general  impression  of  the 
course  which  his  business  has  been 
taking.  At  other  times  they  reveal 
unsuspected  conditions,  but  too  late 
for  full  advantage  to  be  taken. 

In  some  cases  the  delay  in  getting 
out  financial  statements  is  due  to  lack 
of  proper  planning  and  scheduling  of 
the  accounting  work,  and  to  lack  of 
standardization  in  the  accounting  meth¬ 
ods — particularly  in  the  handling  of 
incoming  bills,  receiving  sheets,  checks, 
notes,  etc.  All  this  may  be  so  planned 
and  scheduled  as  to  eliminate  unneces¬ 
sary  delays.  Constant  vigilance  is, 
however,  required  in  any  organization 
to  prevent  laxity  in  connection  with 
the  handling  of  such  items.  Even 
though  advantage  be  taken  of  the 
most  modern  equipment — that  which 
investigation  has  indicated  as  most 
suitable  for  handling  accounts — other 
problems  peculiar  to  the  particular 
business  may  require  careful  considera¬ 
tion  and  solution  before  promptness 
and  general  efficiency  is  secured. 

The  difficulties  found  in  the 
Edison  Industries  arose  from  three 
causes: 

1.  The  nature  of  the  business 

2.  The  widely  scattered  locations  of 
branches  and  plants 

3.  The  diversity  of  the  products 
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III 

The  Nature  of  the  Business.  Some 
idea  of  the  problems  involved  may  be 
gained  by  the  following  brief  descrip¬ 
tion  of  the  Edison  products  and  the 
conditions  under  which  they  are  manu¬ 
factured: 

Phonograph  cabinets — varied  as  to 
style  and  finish.  The  work  incident 
to  the  manufacture  of  a  complete 
cabinet  is  performed  in  various  plants 
situated  in  Wisconsin,  Canada,  New 
York,  and  New  Jersey.  The  operations 
include  the  felling  of  logs,  veneering, 
cutting  and  sawing,  drying,  working 
into  the  complete  cabinet,  staining, 
shellacking,  varnishing,  etc.  The  ma¬ 
chine  work  incidental  to  the  making 
and  assembling  of  the  phonograph, 
motor,  and  the  accessories  which  go 
with  it,  is  also  performed  in  our 
different  plants. 

Phonograph  records.  Stearic  acid 
and  other  raw  materials  are  melted 
and  re-melted,  worked  and  re-worked 
into  three  different  finished  products 
utilized  in  three  different  businesses. 
These  finished  results  are  the  disc 
phonograph  record  master-blank,  the 
cylinder  phonograph  record  master- 
blanks,  and  the  Ediphone  (dictating 
machine)  blank.  The  discards  of  the 
continuous-process  operations  involved 
are  drawn  off  and  utilized  in  the 
manufacture  of  secondary  and  tertiary 
products. 

Celluloid  also  is  worked  and  shaped, 
through  numerous  processes,  until  it 
emerges  as  finished  cylinder  records. 
Also  trees  are  felled  and  floated  to  huge 
pulverizing  mills,  where  every  last  par¬ 
ticle  of  the  wood  therein  is  ground  to 
finest  powder,  which  is  treated  chem¬ 
ically,  worked,  and  pressed  into  shape 
as  finished  disc  records. 

An  electro-chemical  plant  unceas¬ 
ingly  applies  copper,  nickel,  and  gold 
plating  which  results  in  finished  moulds 


used  in  printing  the  above  two  classes 
of  records. 

Storage  Battery :  Iron  and  nickel  of 
certain  qualities  are  treated  in  the 
chemical  plant,  with  the  aid  of  sul¬ 
phuric  and  other  strong  acids,  which 
breaks  them  down  into  sulphates,  and 
the  sulphates  of  these  metals  are  con¬ 
verted  into  oxides.  The  oxides  are 
refined  to  a  very  pure  state,  and  the 
finished  product,  representing  very 
minute  particles  of  iron  and  nickel, 
form  the  active  materials  of  the  storage 
battery. 

Strip  steel  is  rolled  and  re-rolled  in 
the  steel  plant  until  its  thickness  be¬ 
comes  thousandths  of  an  inch,  and 
this  material  is  cut,  twisted,  bent, 
turned,  and  worked  into  all-steel  fin¬ 
ished  storage  batteries. 

Primary  Battery:  Copper  and  zinc 
are  roasted,  melted,  oxidized,  pulver¬ 
ized,  and  formed  into  copper  and  zinc 
elements  constituting  finished  primary 
batteries. 

Portland  Cement.  Solid  rock  is 
blasted,  and  pieces  up  to  ten  tons  in 
weight  are  taken  out,  and  passed 
through  enormous  rolls.  These  pul¬ 
verize  the  rock  to  such  a  degree  that 
every  particle  will  pass  through  a 
sieve  containing  40,000  openings  to 
the  square  inch.  This  powder  then 
passes  through  a  series  of  complicated 
operations  and  the  result  is  finished 
cement. 

Each  of  these  businesses  is  different 
from  every  other,  and  any  one  of  them 
would  readily  constitute  an  entire  in¬ 
dustry  in  the  ordinary  sense  of  the 
word.  Each  requires  men  of  distinct 
and  peculiar  training — men  specially 
fitted  by  education  to  handle  efficiently 
the  problems  peculiar  to  that  business, 
and  each  requires  the  use  of  that  par¬ 
ticular  system  which  experience  has 
worked  out  and  demonstrated  to  be 
the  most  highly  efficient. 
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IV 

Location  of  Plants — Diversity  of  Prod¬ 
uct.  These  plants,  and  their  own  sell¬ 
ing  branches  through  which  their 
product  is  distributed,  are  scattered 
through  fifteen  states  and  some  are 
located  in  Canada,  England,  and  Aus¬ 
tralia.  All  of  these  must  be  heard  from 
before  final  accounts  of  production, 
sales,  income,  and  expense  may  be 
compiled. 

The  following  list  indicates  the 
diversity  of  products  of  the  Edison 
Industries : 

Phonographs : 

Edison  Diamond  Disci™  ,  . 

Edison  Amberola..../TwentytypeS 
Phonograph  Records : 

Both  disc  and  cylinder  types 
Batteries: 

Storage  batteries  for  use  in  industrial  and 
commercial  trucks,  electric  automo¬ 
biles,  mine  lamps,  train  lighting,  wire¬ 
less  equipment,  and  for  approximately 
a  thousand  other  uses. 

Primary  batteries  for  use  in  signal  work 
on  railroads,  etc.  Chemicals,  for  use 
in  these  batteries. 

Portland  Cement: 

The  Portland  Cement  Association  states 
that  cement  has  over  a  thousand  uses. 
Ediphones: 

Dictating  machine  equipment  used  by 
business  concerns  extensively  for  cor¬ 
respondence,  amongst  these  being  in¬ 
surance  companies,  big  industrial 
organizations,  wholesale  houses.  West¬ 
ern  Union  Telegraph  Company,  etc. 

V 

Speeding  up  the  Financial  Statements. 
It  is  quite  evident  that  the  problem 
of  securing  up-to-date  business  records 
in  a  group  of  corporations  composed 
of  so  many  divisions  and  departments, 
variously  dependent  and  interrelated 
is  more  difficult  of  solution  than  that 
presented  in  the  case  of  a  single- 
product  corporation. 


Some  years  ago,  our  financial  state¬ 
ments  were  commonly  behind  time. 
The  steps  which  were  found  most  help¬ 
ful  in  bringing  them  to  the  point  where 
— when  all  goes  well — we  get  out  a 
combined  financial  statement  very  soon 
after  the  end  of  the  month,  may  be  of 
interest. 

In  attacking  the  problem  of  delay 
in  closing  the  books  of  our  various 
divisions  it  was  discovered  that  some 
bookkeepers  managed  to  have  their 
books  closed,  and  balance  sheets  and 
profit  and  loss  statements  prepared, 
within  a  few  days  after  the  end  of  the 
period,  while  others  took  months. 
The  first  logical  step  was  to  inquire 
why.  It  was  found  that  the  men  who 
were  behind  usually  complained  that 
they  could  not  close  their  books  for 
lack  of  some  of  the  invoices  for  goods 
or  for  services,  or  because  receiving 
sheets  or  freight  bills  had  not  come  in. 

To  correct  this,  dilatory  vendors 
were  approached  and  the  necessity  for 
prompt  rendering  of  bills  was  empha¬ 
sized.  Purchasing  and  receiving  de¬ 
partment  methods  were  improved.  A 
definite  schedule  was  set  for  the  receiv¬ 
ing,  checking,  and  approving  of  in¬ 
voices,  freight  bills,  and  receiving 
sheets.  At  a  certain  date  all  purchase 
records  were  closed,  the  necessary 
accounting  procedure  being  followed 
to  cover  those  not  received. 

Naturally  perfection  in  accounting 
procedure — as  in  other  matters — can 
never  be  reached,  and  up-to-date 
records  require  that  unremitting  pres¬ 
sure  be  exercised  if  improvement  is  to 
be  permanent.  To  maintain  this  pres¬ 
sure  the  schedule  shown  below  (Figure 
1),  providing  for  standard  dates,  was 
devised.  This  schedule  shows  the 
successive  dates  on  which  the  financial 
statement  should  reach  each  of  the 
officials  intended  to  be  served  with  its 
information,  and  likewise  provides 
space  to  show  the  dates  upon  which 
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the  statement  actually  did  reach  such 
officials.  This  schedule  is  pasted  into 


FINANCIAL  STATEMENT  TIME  SCHEDULE 

THOMAS  A.  EDISON  INDUSTRIES 

For  March  31, 1923 

FEBRUARY 

Standard 

Received  By 

1 

2 

3 

4 

5 

6 

7 

/ 

8 

/ 

9 

10 

_ _ 

11 

12 

13 

r.  k  7? 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

Figure  1.  Financial  Statement  Time 
Schedule 


the  cover  of  the  financial  statement  as 
a  permanent  record  showing  just  how 
far  the  division  involved  has  met  its 
standard  requirements.  This  in  itself 
provides  an  incentive  for  promptness, 
the  various  persons  concerned  bending 
every  effort  to  improve  upon  the  record 
of  attainment. 

VI 

Standardization.  Our  next  step  was 
to  standardize  the  accounting  pro¬ 
cedure.  The  common  mistake  of  try¬ 
ing  to  take  a  system,  and  suit  the 
business  to  it,  is  one  which  we  have 


very  carefully  endeavored  to  avoid 
in  the  Edison  Industries.  Instead, 
the  accounts  of  all  the  businesses  have 
been  closely  studied  so  that  the  best 
methods  found  in  use  in  any  one  busi¬ 
ness  might  be  made  standard  for  all. 
As  soon  as  a  definite  standard  was 
found  for  any  particular  matter  of 
procedure  it  was  put  into  general  prac¬ 
tice,  and  after  it  had  stood  the  test  of 
use  became  part  of  a  printed  volume. 
It  is  recognized,  of  course,  that  it  is 
not  the  last  word  in  standardization 
of  accounting  methods  in  the  Edison 
Industries — on  the  contrary,  as  its 
title  indicates,  it  merely  represents 
the  better  methods  of  the  men  engaged 
in  the  work  of  recording  the  transac¬ 
tions  of  the  business. 

The  introduction  to  this  book  de¬ 
scribes  the  plan  of  organization  in 
general;  the  use  of  plans  is  defined; 
unity  of  purpose  is  emphasized;  and 
explanation  is  briefly  made  of  account¬ 
ing  methods,  and  the  nature  and  pur¬ 
pose  of  the  main  books  of  accounts.  The 
remainder  of  the  volume  is  concerned 
with  concrete  examples  of  standard 
journal  entries  showing  accounts  to 
be  debited  and  accounts  to  be  credited, 
and  giving  the  explanation  necessary; 
as  also  with  the  standard  general  ledger 
accounts,  each  of  which  is  named  and 
given  a  page  to  itself  in  the  volume, 
with  explanation  as  to  the  nature  of 
the  debit  and  the  nature  of  the  credit. 

After  three  years  of  constant  use 
this  volume  of  “Better  Financial 
Practice  Relating  to  Accounting,”  re¬ 
mains  substantially  unchanged.  Each 
newcomer  in  the  organization  who  is 
responsible  for  accounting  in  any  of 
the  Edison  businesses  is  presented  with 
a  copy. 

The  plan  has  resulted  in  the  elim¬ 
ination  of  all  old-fashioned,  time- 
consuming  bookkeeping  methods.  It 
has  speeded  up  the  work,  and  made 
it  an  easier  task  to  combine  the  various 
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financial  statements,  since  the  ledger 
accounts  bear  standardized  names, 
the  terminology  is  consistent  through¬ 
out,  and  the  entries  are  made  accord¬ 
ing  to  standard  methods. 

VII 

Accuracy  of  Statements.  In  the  evalu¬ 
ation  of  financial  statements  as  an  aid 
to  business,  accuracy  goes  hand  in 
hand  with  promptness.  Inaccurate 
accounts  are  worse  than  useless,  no 
matter  when  presented. 

The  standardization  of  accounts, 
with  prescribed  book  entries  to  cover 
all  ordinary  transactions,  from  the 
simple  recording  of  cash  received  to 
the  setting  up  of  proper  reserves,  has 
largely  eliminated  the  chances  of  error 
due  to  lack  of  accounting  knowledge 
on  the  part  of  bookkeepers. 

All  financial  statements,  before  they 
are  sent  to  those  who  will  use  them, 
go  to  a  central  office  known  as  the 
secretarial  department  where  they  are 
carefully  scrutinized  to  make  sure  that 
the  bookkeepers  have  met  every  re¬ 
quirement.  In  order  to  secure  accuracy 
and  a  general  high  standard  of  work, 
individual  initiative  is  encouraged  and 
those  men  who  are  showing  the  greatest 
efficiency — as  evidenced  by  the  accu¬ 
racy  and  promptness  of  their  work — 
are  promoted  to  higher  positions  as 
rapidly  as  conditions  will  permit. 

The  secretarial  department  receives 


the  various  financial  statements  before 
they  are  issued,  scrutinizes  them  in 
comparison  with  those  of  previous 
months,  making  such  investigations 
and  calling  for  such  corrections  as  may 
be  justified.  This  examination  of  the 
financial  statements  before  they  are 
actually  issued  has  proved  a  satisfac¬ 
tory  safeguard  against  serious  error. 
A  detailed  audit  of  the  actual  books 
of  account  is  made  later. 

With  standard  methods  of  procedure 
in  our  accounting,  and  a  constant 
follow-up  to  insure  that  the  plans  and 
schedules  are  adhered  to,  it  is  possible 
for  Edison  executives  at  any  time  to 
tell  with  reasonable  accuracy  what 
has  been  accomplished,  and  where  they 
stand,  and  thus  the  basis  is  given  for 
making  such  business  forecasts  as  may 
be  necessary  to  perfect  control.  The 
forecasts  may  bridge  the  actual  com¬ 
pleted  accounting  record  up  to  the 
present  date,  or  may  go  beyond  that 
and  picture  the  condition  of  the  bus¬ 
iness  as  at  a  future  date. 

The  Edison  Industries  have  always 
felt  the  great  importance  of  business 
forecasting.  Beginning  no  doubt  with 
some  rough  guesses  penciled  by  the 
treasurer  on  the  back  of  an  old  enve¬ 
lope,  they  have  gradually  evolved  to 
the  scientific  and  fairly  accurate  fore¬ 
casts  indicated  in  the  preceding  articles 
of  this  series.  The  more  basically 
sound  our  accounting  records  become, 
the  more  accurate  will  be  our  business 
forecasts. 
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IV — Developing  Method  Standards 


BY  HAROLD  B.  WESS* 


THOSE  who  are  still  cynical  with 
respect  to  the  modern  trend  of 
applying  scientific  methods  to  industry 
always  assert  that  “there  are  many 
ways  of  accomplishing  the  same  thing.” 
The  modern  executive  accepts  this 
fact,  but  goes  a  step  further  and  care¬ 
fully  weighs  each  of  these  methods  in 
order  definitely  to  decide  on  the  “one 
way”  which  is  most  economical  from 
the  point  of  time,  space,  and  energy. 

It  is  probable  that  the  existing  and 
persistent  lack  of  confidence  in  the 
scientific  approach  to  problems  of  in¬ 
dustry  is  due  to  the  mistaken  assump¬ 
tion  that  the  so-called  “research  man” 
is  of  the  musty,  professorial  type — if 
such  exists.  That  he  is  one  who  lives 
purely  within  the  realm  of  theory  with 
utter  disregard  of  the  practical  con¬ 
siderations  which  confront  one  daily 
in  the  business  routine. 

On  the  other  hand,  there  is  the 
equally  mistaken  assumption  that  the 
so-called  “executive”  is  not  a  research 
man,  but  a  man  of  the  “foreman” 
type — one  unable  to  think  in  terms  of 
a  calculated  and  well-planned  ap¬ 
proach  to  a  problem,  but  a  “zippy 
and  peppy  driver  who  puts  things 
across,”  this  always  implying  that  he 
does  not  have  the  finer  quality  of 
thinking  deeply  on  a  problem. 

These  mistaken  notions  have  taken 
root  and  made  it  difficult  if  not  im¬ 
possible  to  establish  the  fact  that  a 
real  executive  is  a  research  man,  and 
the  real  research  man  is  an  executive. 
Either  one  or  the  other  may  be 
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theoretical  or  practical.  The  executive 
who  is  not  in  quality  of  mind  a  re¬ 
search  man  is  as  theoretical  as  the 
research  man  who  is  not  in  quality  of 
mind  an  executive.  For  the  sake  of 
the  distribution  of  the  burden  within 
an  organization,  it  may  be  that  one 
executive  takes  over  the  task  of  doing 
all  the  scientific  work  and  another 
executive  takes  over  the  task  of  co¬ 
ordinating  and  standing  behind  the 
actual  operating  machine.  But  that 
is  no  reason  for  making  one  man  a 
theoretical  man  and  one  a  practical 
man  nor  is  it  any  reason  why  one 
man  should  be  considered  a  theorist  in 
business  and  the  other  the  executive. 
Both  are  and  must  be  executives  of 
the  highest  class.  The  only  difference 
between  them  is  found  in  the  fact  that 
one  executive  has  taken  upon  himself 
one  function  of  the  business,  because 
of  a  special  aptitude  in  that  direction, 
and  the  other  has  undertaken  another 
phase  of  the  organization  duties. 

II 

Before  we  can  set  standard  rates 
for  production,  it  is  necessary  to  find 
the  shortest  and  most  economical 
method  of  operation.  This  is  essen¬ 
tially  the  first  and  foremost  function 
of  job  analysis  and  survey. 

In  a  survey  of  delivery  operations, 
however,  finding  the  one  best  way  of 
doing  the  work  is  a  very  difficult  task, 
as  anyone  who  has  worked  with 
delivery  men — who  has  been  out  with 
drivers  on  the  wagon — will  testify. 

Each  driver  has  his  own  way  of 
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delivering  the  load,  or  as  he  calls  it, 
“pulling  a  load.” 

One  driver  will  persist  in  loading  his 
helper  down  with  pieces  and  sending 
him  off  to  do  the  best  he  can  in  going 
from  house  to  house  and  distributing 
the  packages;  another  will  bring  his 
helper  on  the  vehicle  pretty  close  to 
the  deliveries  which  the  latter  is  to 
make;  while  a  third  will  stop  at  some 
central  point  and  let  the  helper  walk 
the  rest  of  the  distance. 

Some  drivers  persist  in  backloading 
their  helpers;  others  will  hardly  back- 
load  them  at  all.  Backloading,  as  has 
been  explained  in  previous  articles  of 
this  series,  is  simply  the  method  of 
delivering  by  walking  instead  of  by 
riding  on  the  wagon.  Taking  a  back- 
load  means  taking  a  half-dozen  or  more 
packages  from  the  wagon,  walking  a 
block  or  two  from  the  wagon  and 
delivering  from  house  to  house,  while 
the  wagon  is  either  standing  idle  at 
some  distance  or  moving  to  other  stops 
which  the  driver  covers  himself. 

Ill 

Delivery  Methods.  The  survey  that 
was  made  showed  that  there  are  three 
distinct  methods  of  making  deliveries: 

1.  Direct  Delivery  from  the  Wagon. 
The  driver  moves  with  the  vehicle  to 
the  front  of  the  house,  makes  the  delivery, 
jumps  back  to  the  wagon,  and  drives  to 
the  next  house.  There  is  no  walking  other 
than  the  operation  hereafter  designated 
for  convenience  sake  as  A — walking  from 
the  wagon  to  the  front  of  the  house — and 
the  other  operation  designated  as  E — 
walking  from  the  house  back  to  the 
wagon. 

2.  Simultaneous  Deliveries.  Where  house 
stops  are  close  together  there  are  simul¬ 
taneous  deliveries.  Both  driver  and  helper 
jump  from  the  wagon  after  it  stops,  the 
driver  running  into  one  house  and  the 
helper  into  another.  Here  again  there  is 


no  walking,  except  that  involved  in  A 
and  E. 

3.  Backload  Deliveries.  Backload  de¬ 
liveries,  as  has  been  explained,  are  those 
which  are  made  away  from  the  wagon 
and  covered  mostly  by  walking.  In  the 
case  of  these  deliveries,  there  are  a  great 
many  more  operations  than  in  a  direct 
or  a  simultaneous  delivery.  When  a 
helper  is  sent  on  a  backload,  he  usually 
has  a  much  longer  distance  to  walk  to  his 
first  stop  than  in  the  case  of  a  direct 
delivery.  For  that  reason  in  our  survey 
we  had  to  take  special  note  of  these 
operations,  which  as  suggested,  is  desig¬ 
nated  as  operation  Ai. 

While  on  the  backload,  the  helper 
has  to  walk  from  one  house  stop  to  the 
next  and  this  operation  is  hereafter 
designated  A1 2.  When  he  has  finished 
with  the  last  house  stop,  he  must 
usually  walk  back  to  the  wagon  to  meet 
the  driver,  and  that  is  a  much  longer 
distance  and  consumes  much  more 
time  than  walking  from  house  to  the 
wagon  on  a  direct  stop.  This  oper¬ 
ation  we  shall  call  Ei. 

Even  in  the  case  of  direct  or  simul¬ 
taneous  stops,  the  helper  has  a 
much  larger  A  and  E  than  the  driver. 
The  reason  is  quite  obvious.  The 
driver  always  brings  his  vehicle  right 
up  in  front  of  the  house  in  which  he 
will  deliver,  so  that  he  has  a  minimum 
amount  of  walking  to  do  to  the  house 
and  back  to  the  wagon.  On  the  other 
hand,  when  the  helper  makes  a  direct 
or  simultaneous  delivery,  the  driver 
does  not  bring  him  directly  in  front  of 
the  house,  with  the  result  that  the 
helper  usually  has  a  longer  distance  to 
walk  from  the  wagon  to  the  house  and 
back  to  the  wagon. 

For  this  reason,  in  developing  stand¬ 
ards  intended  to  represent  the  working 
capacity  of  the  driver  and  helper,  we 
must  consider  them  individually,  be¬ 
cause  the  operations  A,  E,  Ai,  A1,  and 
Ei,  are  much  larger  for  the  helper  than 
for  the  driver. 
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IV 

Standardization.  Just  as  in  the  pre¬ 
ceding  article1  standards  were  de¬ 
veloped  for  the  operations  A  and  E 
for  the  driver,  we  have  to  develop  the 
same  standards  for  the  helper,  and  in 
addition  standards  for  Ax  and  A1  and 
Ei  for  both  driver  and  helper. 

These  standards  are  developed  by 
means  of  the  three  methods  outlined 
in  the  previous  article.  The  similarity 
of  results  arrived  at  by  the  two  direct 
methods  will  be  seen  from  the  follow¬ 
ing  table  which  shows  the  time  con¬ 
sumed  in  minutes,  in  various  delivery 
zones,  by  the  operations  indicated : 


Oper¬ 

ation 

Method  2 

Method  3 

Standard 

A, . 

0.69  min. 

0.70  min. 

0.70  min. 

A1 . 

0.90 

« 

0.85 

it 

0.88  “ 

Ex . 

2.11 

it 

1.94 

« 

2.03  “ 

Ax . 

0.48 

it 

0.41 

it 

0.45  “ 

Ex . 

1.24 

it 

1.37 

ti 

1.31  “ 

Ex . 

1.11 

ti 

1.10 

(( 

1.11  “ 

Ex . 

3.55 

(( 

3.38 

tt 

3.47  “ 

Ax . 

0.55 

it 

0.59 

tt 

0.57  “ 

These  results  show  that  we  are  justi¬ 
fied  in  placing  confidence  in  the 
standard,  considering  the  fact  that  we 
arrived  at  the  two  figures  by  the  use  of 
two  distinct  methods.  It  is  particu¬ 
larly  interesting  to  note  the  results  in 
the  case  of  Ei,  as  this  is  a  very  un¬ 
certain  operation,  i.e.,  the  time  to  re¬ 
turn  from  a  backload  is  usually  long 
and  therefore  wasteful. 

This  waste  in  backloading,  of  course, 
was  slight  whenever  the  movements 
were  timed  by  the  investigator,  who 
accompanied  the  helper  on  the  com¬ 
plete  backload.  In  the  daily  oper¬ 
ation,  however,  when  there  is  no  one  to 
walk  with  the  helper,  there  is  always 
the  very  human  tendency  for  him  to 
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take  his  time  in  returning  to  the 
vehicle,  and  since  he  leaves  the  vehicle 
many  times  a  day,  the  resulting  waste 
of  time  may  be  imagined. 

If  two  helpers  are  used,  the  driver 
very  often  sends  one  away  for  no  other 
reason  than  that  he  does  not  want 
two  helpers  around  the  vehicle.  For 
this  reason  alone  the  waste  of  time,  as 
shown  in  the  charts  in  the  second 
article  of  this  series2  can  be  accounted 
for  in  part  at  least.  It  is  due,  in 
part,  to  lost  motion,  but  a  great  deal 
of  it  is  caused  by  this  waiting  of 
helper  for  driver,  and  driver  for 
helper,  due  to  injudicious  backloading. 

V 

Method  of  Procedure.  Thus  far  in 
the  series  we  have  considered  the 
average  time  it  takes  to  make  a  direct 
delivery,  covering  operations  A,  B,  B1, 
C,  D  and  E. 

Direct  deliveries  do  not  take  up  all 
of  the  time  consumed  in  the  work  of 
the  route.  In  the  case  of  simul¬ 
taneous  and  indirect  deliveries,  we 
must  take  into  consideration  the  excess 
walking  time  consumed  by  A,  A1,  Ai, 
E,  and  E1.  It  stands  to  reason  that 
the  average  time  consumed  in  making 
a  delivery  will  be  larger  for  a  simul¬ 
taneous  than  for  a  direct  delivery,  and 
greater  for  a  backload  delivery  than 
for  a  simultaneous  delivery. 

For  convenience  sake,  it  is  assumed 
that  all  the  simultaneous  and  back- 
load  deliveries  are  made  by  the 
helper,  although  they  might  just  as 
well  be  made  by  the  driver.  As  will  be 
seen  later,  the  reason  it  is  assumed 
that  the  helper  makes  simultaneous 
and  backload  deliveries,  is  because  it 
is  much  easier,  first,  to  arrive  at  a 
separate  standard  of  production  for 
the  helper  and  one  for  the  driver,  and 
then  to  merge  the  two  for  the  purpose 
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of  establishing  a  standard  for  both. 
In  merging  the  possible  production  of 
the  driver  and  helper  the  driver  is 
allowed  the  full  time  he  loses  in  work¬ 
ing  with  the  helper. 

VI 

Moving  Time.  In  addition  to  the 
excess  walking  time  involved,  the  time 
spent  on  a  vehicle  moving  from  one 
stop  to  another  must  be  taken  into 
consideration.  Before  we  can  con¬ 
tinue  in  our  process  of  standardi¬ 
zation,  we  must  therefore  develop 
some  standards  for  the  moving  time. 
As  was  explained  in  the  first  article  of 
this  series3  the  investigator  took  a 
reading  on  the  stop-watch  whenever 
the  vehicle  stopped.  When  the  in¬ 
formation  was  compiled  by  our  sta¬ 
tisticians  there  were  hundreds  of  ob¬ 
servations  of  moving  time — the  time 
it  took  the  vehicle  to  move  from  one 
wagon  stop  to  another.  These  obser¬ 
vations  were  segregated  by  zones,  be¬ 
cause  it  was  realized  that  the  time 
to  move  from  one  stop  to  another  in  a 
dense  zone  was  less  than  the  time  to 
move  from  one  stop  to  another  in  a 
sparse  zone.  As  will  be  explained 
later  this  theory  was  substantiated  by 
actual  statistical  tests. 

The  moving  time  observations,  which 
for  the  convenience  of  this  survey  will 
be  called  M,  were  then  organized.  In 
order  to  arrive  at  the  standard  M  for 
each  zone,  it  was  necessary  to  be  much 
more  liberal  than  in  the  other  oper- 
rations.  Instead  of  choosing  an  M 
slightly  better  than  the  average,  the 
largest  as  well  as  the  smallest  M  re¬ 
corded  by  the  investigators  was  taken 
into  consideration.  This  was  done  be¬ 
cause  it  was  realized  that  there  is  a 
certain  amount  of  time  necessary  to 
move  over  the  zone  in  order  to  cover 
the  area.  We  had  no  right  to  assume 
that  there  could  be  a  better  moving 
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time  between  stops,  although  we  did 
find  that  there  was  a  difference  in  the 
moving  time  between  the  various  types 
of  vehicles. 

The  writer,  therefore,  decided  that 
the  fairest  thing  to  do  was  to  take 
the  average  as  it  stood  without  making 
any  effort  to  improve  it.  We,  therefore, 
arrived  at  an  average  M  for  each  zone. 

VII 

Average  Moving  Time  per  House  Stop. 
It  must  be  remembered  that  up  to  this 
time  the  readings  were  taken  as  the 
average  time  between  wagon  stops. 
In  developing  standards  it  was  neces¬ 
sary  to  arrive  at  some  figure  which 
would  give  the  average  time  con¬ 
sumed  per  house  stop  on  the  route — 
distributing  the  walking  and  moving 
time  among  all  the  direct  stops  and  the 
excess  walking  time  among  the  indirect 
stops.  If  there  are  a  hundred  wagon 
stops  made  on  the  route,  each  con¬ 
suming  two  minutes,  but  200  house 
stops  have  been  covered,  we  must 
charge  each  house  stop  with  one 
minute  of  moving  time.  In  other 
words,  for  each  two  minutes  of  the 
wagon’s  moving  time  two  house  stops 
were  covered. 

For  statistical  purposes,  of  course,  it 
was  necessary  to  distribute  the  moving 
time  among  the  house  stops  so  that 
each  individual  house  stop  might  be 
charged  proportionately.  The  total 
number  of  wagon  stops  for  the  route 
was  found  and  the  total  number  of 
direct  deliveries,  and  their  average 
moving  time  was  multiplied  by  the 
wagon  stops,  the  result  being  divided 
by  the  direct  deliveries.  Thus  in  the 
instance  given  above: 

2  X  100  M  X  W 
200  °r  A 

M  in  this  formula  represents  the 
average  time  per  wagon  stop,  W,  the 
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number  of  wagon  stops,  and  A,  the 
number  of  direct  stops. 

Our  new  M,  therefore,  was  the 
average  moving  time  per  house  stop. 


VIII 


Testing  Our  Results.  If  the  results 
secured  were  really  accurate,  or  had 
any  semblance  of  reality,  they  ought 
to  line  up  in  such  a  way  as  to  show  that 
the  standards  resulting  for  each  zone 
were  typical  of  that  zone.  They  ought 
to  show  that  as  the  density  of  the  zone 
increases,  the  average  moving  time 
per  house  stop  decreases;  and  as  the 
density  of  the  zone  decreases,  the 
average  moving  time  per  house  stop 
in  the  zone  increases. 

By  applying  Pearson’s  formula  of 
correlation4,  the  coefficient  of  corre¬ 
lation  was  0.87  of  a  minute  for  the 
average  moving  time  per  wagon  stop 
on  electrics  and  0.80  on  wagons. 
Ranging  the  average  moving  time  per 
house  stop  in  the  decreasing  order  of 
the  density  of  the  zones,  it  was  in  the 
case  of  electrics  0.79,  0.71,  0.89,  and 
1.20  minutes.  In  the  case  of  wagons — 
0.84,  1.23,  and  2.52  minutes. 

When  the  average  moving  time  per 
wagon  stop  in  the  various  zones  was 


corrected  and  multiplied  by 


order  to  arrive  at  the  average  moving 
time  per  house  stop,  we  secured  even 
better  coefficients  of  correlation,  which 
were  0.91  for  electrics  and  0.85  for 
wagons,  and  the  new  moving  time  in 
the  decreasing  order  of  the  density  of 
the  zones  was  for  electrics — 0.55,  0.53, 
0.71,  and  0.92  of  a  minute.  For  wagons 
it  was — 0.61,  0.95,  and  1.76  of  a 
minute. 

Similar  tests  for  A1  and  Ai  operations 
showed  respective  correlations  of  0.71 


4  Pearson’s  co-efficient  of  correlation  is  a  mathemat¬ 
ical  measurement  of  the  degree  to  which  changes  in 
one  variable  are  attended  by  changes  in  one  or  more 
other  variables. 


and  0.62  and  proved  that  in  the  case 
of  A1 — the  time  to  walk  between 
house  stops  on  a  backload  and  Ai — the 
time  to  walk  from  wagon  to  first  stop 
on  the  backload — the  time  increased  as 
the  density  of  the  zone  decreased. 
In  other  words,  the  observations  for 
the  standard  moving  and  walking  time 
per  house  stop  showed  that  they  were 
real  and  reliable.  It  was  proved  that 
they  were  true  to  the  actual  conditions 
and  that  they  painted  the  picture  in 
accordance  with  the  facts. 

IX 

Best  Delivery  Method.  Before  pro¬ 
ceeding  further  to  develop  the  stand¬ 
ard  production  per  day,  it  was  neces¬ 
sary  to  arrive  at  some  definite  basis  of 
delivery.  As  shown  by  the  foregoing 
discussion,  the  average  time  to  deliver 
to  a  direct  stop  is  much  smaller  than 
the  average  time  to  deliver  to  house 
stops  on  a  backload,  and  the  average 
time  to  deliver  to  house  stops  on  a 
simultaneous  delivery  is  more  than  the 
average  time  to  deliver  to  a  direct 
stop. 

The  fact  is,  however,  that  these 
three  kinds  of  deliveries  continue  to 
be  performed  during  the  day  in  varying 
degrees  within  the  different  zones.  It 
was  pointed  out  at  the  beginning  of  this 
article  that  the  production  secured 
will  depend  entirely  on  the  method  of 
delivery  used  by  the  individual  driver. 

To  arrive  at  standards  for  each  zone 
it  was  necessary  to  determine  the  best 
method  of  delivery.  That  was  a  very 
serious  task.  What  was  the  best 
method  of  delivery?  Unless  we  could 
answer  that  question  it  was  impossible 
to  develop  any  delivery  standards. 
Unless  we  knew  the  best  method  of 
delivery,  or  agreed  upon  some  definite 
standard  of  delivery  for  each  zone  we 
could  not  know  how  many  A’s  and 
A^s,  Ei’s,  and  excess  A’s  and  E’s  there 
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would  be,  that  is,  we  could  not  know 
the  total  excess  walking  time  con¬ 
sumed  per  house  stop. 

A  careful  study  of  the  observations 
indicated  definitely  that  the  back- 
loading  method  was  the  most  efficient 
in  spite  of  having  the  highest  per¬ 
centage  of  backload  stops  to  total 
stops  per  day,  provided  it  had  the 
lowest  amount  of  time  spent  in  un- 
necesssary  walking. 

In  other  words,  the  intention  was  not 
to  penalize  too  much  backloading, 
but  too  much  wasteful  backloading. 
Backloading  is  one  of  the  most  efficient 
methods  of  producing  a  large  day’s 
work,  but  it  also  has  the  possibility  of 
being  very  wasteful. 

X 

Standard  Delivery  Methods.  The 
driver,  in  some  cases,  can  do  a  great 
deal  of  backloading,  but  he  produces 
a  better  day’s  work  if  he  does  more 
direct  stopping  and  saves  the  time  of 
walking.  It  is  simply  a  question  of 
judgment.  Each  driver  has  his  own 
way  of  doing  it  and  it  was  necessary  to 
arrive  at  some  guiding  principle — some 
reliable  basis.  It  was  done  in  the 
following  manner: 

1.  All  the  standard  Ai,  A1,  and  Ex  opera¬ 
tions  for  each  zone  were  added  together, 
giving  the  standard  total  walking  time  per 
house  stop  on  the  backload.  Since  we  had 
the  standard  Ai,  A1,  and  Ei  arrived  at  in 
the  manner  described  above  and  each 
representing  a  particular  walking  operation 
on  a  backload,  the  three  added  together 
gave  us  the  standard  walking  time  per 
house  stop  on  the  backload,  by  which  to 
measure  the  efficiency  of  production. 

2.  With  this  standard  in  mind,  it  was 

necessary  to  study  the  work  of  each  driver 
— select  those  drivers  who  were  reported 

as  efficient  by  the  investigators,  whose  past 
records  showed  that  they  were  good  drivers, 

whose  performances  on  the  basis  of  the 

time  studies  indicated  that  they  were  good 


drivers,  and  who  in  addition  had  substan¬ 
tial  loads.  Having  selected  these  drivers, 
we  considered  those  drivers  only  who  back- 
loaded  and  whose  average  walking  time  per 
backload,  or  whose  average  Au  A1,  and 
Ei  added  together  showed  that  it  was  within 
the  limits  of  our  average  walking  time  per 
house  stop  as  developed  by  the  standard. 

This  assured  one  thing — the  selection  of 
the  very  good  drivers  and  from  them  only 
those  who  managed  to  do  efficient  back- 
loading  and  at  the  same  time  did  a 
minimum  amount  of  walking — to  the  first 
stop  on  the  backload  house  stop,  between 
house  stops  on  the  backload,  and  back  from 
the  last  stop  on  the  backload. 

This  amount  of  backload  walking  time 
was  judged  purely  on  the  basis  of  the  total 
walking  time  per  house  stop,  arrived  at 
by  adding  the  standard  Ai,  A1 * *  and  Ei 
operations. 

3.  From  among  these  drivers  within  each 
zone  those  were  selected  who  while  good, 
and  maintaining  a  minimum  walking  time 
per  house  stop,  managed  in  addition  to 
produce  a  maximum  per  cent  of  backload¬ 
ing  to  the  total  stops  for  the  day. 

By  this  method  we  were  able  to 
arrive  at  a  per  cent  backloading  for 
each  zone  which  was  economical  and 
hence  advisable  as  a  guiding  standard. 

In  the  same  manner,  at  the  time  we 
selected  the  per  cent  backloading 
standard  for  each  zone,  we  were  also 
able  to  select  the  number  of  stops  per 
backload.  In  this  way  we  arrived  at 
a  per  cent  figure  for  each  zone  which 
showed  the  total  number  of  house 
stops  which  might  profitably  be  de¬ 
livered  by  backloading. 

XI 

Charting  Delivery  Observations.  The 
charts  accompanying  this  article  have 
been  constructed  from  the  observa¬ 
tion  cards  recorded  in  Figure  1,  de¬ 
scribed  in  the  first  article  of  the  series,6 
where  every  time  the  driver,  helper,  or 

*  Administration  for  January  1923. 
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vehicle,  moved,  stopped  or  delivered,  a 
reading  was  taken. 

On  these  cards  it  was  possible  to 
follow  the  movement  of  the  vehicle, 
driver,  first  helper  and  second  helper, 
and  plot  exactly  the  time  during  which 
any  one  of  them  was  either  moving, 
stopping,  or  delivering. 

These  charts  show  the  methods  used 
by  various  drivers  in  making  deliveries. 
The  various  lines  represent  the  minutes 
consumed,  out  of  a  total  of  from  50 
to  80,  by  the  wagon,  driver,  first 
helper,  and  second  helper,  first  in 
stopping  with  the  wagon,  second  in 
moving  with  the  wagon,  and  third  in 
making  deliveries.  The  squares  indi¬ 
cate  the  number  of  house  stops  to 
which  deliveries  were  made  during  the 
period  represented  by  a  line  in  the 
“Delivery  time”  section.  The  circles 
indicate  the  number  of  pieces  delivered 
to  these  house  stops.  It  will  be  seen 
for  instance,  that  in  some  cases  when 
the  wagon  is  stoppiing  (as  shown  by 
the  heavy  black  fine  in  the  section 
called  “Stopping  Time”),  the  driver 
and  helper  are  making  a  simultaneous 
delivery  (as  shown  by  the  dotted  and 
dash  line  in  the  “Delivery  Time” 
section).  That  is  true  particularly 
when  the  wagon  stops  at  about  the 
35-minute  reading,  as  shown  on  Figure 
2,  and  does  not  begin  moving  till  the 
44-minute  reading,  during  which  time 
the  driver  delivers  4  pieces  to  one  house 
stop  and  the  helper  one  piece  to  another 
house  stop — all  delivered  simultane¬ 
ously  during  the  one  stop  of  the  wagon. 

In  the  same  figure,  it  may  be  ob¬ 
served,  that  beginning  with  the  obser¬ 
vations  at  zero  up  to  about  9  minutes 
the  vehicle  was  stopping  and  during 
that  time  the  helper  sat  on  the  wagon 
while  the  driver  made  a  delivery  to  a 
house  stop.  This  was  a  direct  de¬ 
livery,  inasmuch  as  only  one  man  could 
do  the  delivering,  the  other  man 
remaining  idle  on  the  vehicle. 


On  the  same  chart  the  wagon  moved 
for  about  a  minute  with  driver  and 
helper  on  it,  then  stopped  for  about 
7  or  8  minutes  (from  readings  10  to 
17)  during  which  period  the  driver  re¬ 
mained  on  the  vehicle,  the  helper 
making  the  direct  delivery. 

On  this  chart  it  will  be  seen  that 
there  was  no  backloading.  Most  of  the 
deliveries  were  direct  deliveries  to 
which  the  vehicle  was  driven  and  either 
the  driver  or  the  helper  made  the 
delivery,  while  the  other  waited. 

The  only  exception  is  the  simul¬ 
taneous  delivery  between  readings  35 
and  45,  at  which  time  the  driver  and 
helper  both  made  deliveries,  while  the 
vehicle  stopped. 

On  the  other  charts,  especially  Fig¬ 
ure  3,  the  second  helper  is  constantly 
working  on  backloading  for  periods  of 
about  20  minutes,  as  may  be  observed 
by  studying  the  section  called  “De¬ 
livering  Time.” 

On  Figure  3  the  second  helper  is  on  a 
backload  for  four  house  stops  and  6 
pieces  (between  readings  zero  and  25); 
on  another  backload  for  4  house  stops 
and  5  pieces  (between  readings  27  and 
57),  or  a  period  of  about  30  minutes. 

During  this  time  it  will  be  seen  that 
the  vehicle  was  constantly  moving  and 
stopping,  with  the  driver  making  de¬ 
liveries  as  well  as  the  helper. 

Note  particularly  the  stopping  time 
of  the  driver  and  helper  whenever  there 
was  a  great  deal  of  backloading.  In 
Figure  4,  for  instance,  the  second 
helper  was  sent  on  the  backload  at 
about  the  18-minute  reading,  and 
when  the  investigator  finished  taking 
his  observations  at  80,  or  an  elapsed 
period  of  62  minutes,  the  second  helper 
had  not  yet  returned. 

XII 

Percentage  of  House  Stops  Covered  by 
Delivery  Methods.  An  analysis  of 
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Figure  1.  (a)  Vert  Heavy  Backloading  for  Second  Helper,  Moderate  Backloading 

for  First  Helper,  (b)  Second  Chart  Shows  Moderate  Backloading 


Figure  3.  Backloading  Heavier  for  First  Helper  Than  for  Second  Helper 
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Figures  1  and  2  in  the  first  article  of 
the  series6  where  each  house  stop  was 
timed  will  reveal  the  exact  method  of 
delivery  used  by  each  driver.  For 
example,  if  we  take  a  driver  and  find 
that  he  made: 

100  direct  stops,  or  100  W’s  in  Figure  1 

120  direct  deliveries,  or  120  A’s  in 
Figure  1, 

and  we  also  see — 

40  Ai’s — meaning  that  there  were  40 
first  stops  on  the  backloads,  and 

40  A1#s — or  40  stops  made  after  the  first 
stop  on  the  backload, 

the  analysis  will  be  very  simple.  We 
have  a  total  of  200  house  stops,  divided 
as  follows: 

80  made  direct  from  the  vehicle. 

40  made  by  simultaneous  deliveries,  thus 
accounting  for  the  fact  that  there 
were  100  W’s  although  120  direct 
house  stops  were  covered.  This  was 
due  to  the  fact  that  40  house  stops 
were  made  by  20  vehicle  stops.  These 
are  known  as  simultaneous  deliveries, 
the  driver  and  helper  each  making  a 
delivery  with  one  vehicle  stop. 

There  were  80  backload  deliveries, 
divided  between  40  deliveries  made  on 
the  first  stop  of  the  backload  and  40 
deliveries  made  after  the  first  stop  of 
the  backload.  There  were,  therefore, 
two  house  stops  for  each  backload. 

If  each  driver’s  deliveries  are  ana¬ 
lyzed  in  this  way,  we  naturally  secure 
the  basis  for  building  up  standards  of 
delivery  methods. 

After  having  made  this  analysis  of 
the  work  of  each  driver  and  helper, 
their  methods  of  delivery  are  gauged 
by  the  minimum  amount  of  excess 
walking  time;  by  the  maximum 
amount  of  backloading  and  simulta¬ 
neous  deliveries;  and  by  the  efficiency 
of  the  driver,  as  judged  from  past  ex¬ 
perience  and  the  investigator’s  opinion. 

*  Administration  for  January  1923. 


It  is  then  possible  to  determine  for  each 
zone  the  following: 

1.  The  per  cent  of  house  stops  within 
that  zone  to  which  it  is  absolutely  essential 
to  deliver  direct  from  the  wagon. 

2.  The  per  cent  of  house  stops  within 
each  zone  to  which  deliveries  may  be  made 
simultaneously. 

3.  The  per  cent  of  house  stops  within 
the  zone  to  which  deliveries  may  econom¬ 
ically  be  made  on  backloading.  At  the 
same  time  the  average  number  of  house 
stops  which  it  is  economical  to  make  on  a 
backload  within  this  zone  can  be  determined 
approximately. 

It  is  obvious  that  this  information  is 
absolutely  essential  before  we  can  be¬ 
gin  to  construct  the  delivery  standard 
for  a  zone.  It  makes  a  great  deal  of 
difference  in  developing  the  standard, 
whether  we  allow  for  backloading  or 
not,  or  for  simultaneous  deliveries  or 
not. 

XIII 

Plausibility  of  Results.  Going  back 
again  to  our  test  as  to  the  reliability  of 
our  results,  we  must  again  remember 
that  whether  we  are  going  to  deliver 
direct  by  vehicle  to  house  stops  or  not, 
will  depend  on  how  far  the  house  stops 
are  apart.  If  the  house  stops  are  very 
far  apart,  we  shall  undoubtedly  have 
stops  to  which  we  can  only  deliver 
effectively  if  we  ride  up  with  the  vehicle 
to  the  front  of  the  house,  and  these  we 
have  learned  to  call  “direct  stops,”  or 
deliveries  made  direct  from  the  vehicle 
to  the  house. 

The  per  cent  of  these  direct  stops 
in  the  zone  depends  entirely  as  to 
whether  it  is  a  dense  or  a  sparse  zone. 
The  denser  the  zone,  the  less  necessary 
will  it  be  to  deliver  direct  from  the 
vehicle  to  the  house,  as  many  of  them 
will  be  covered  by  simultaneous  or 
backload  deliveries.  The  sparser  the 
zone,  the  more  the  house  stops  to 
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which  deliveries  must  be  made  direct 
from  the  vehicle. 

Without  giving  the  zones  in  which 
this  actually  occurred,  in  our  survey, 
because  dense  zones  for  one  store  may 
be  sparse  zones  for  another,  we  list  here 
only  the  per  cent  of  house  stops 
within  each  zone  to  which  deliveries 
must  be  made  direct,  ranging  these 
percentages  in  the  order  from  the 
densest  zone  down  to  the  sparsest : 

Pee  Cent 
20  -  25  -  37 
45  -  53  -  59 
61 

It  will  be  noticed  how  the  standard 
percentage  of  direct  stops  for  each 
zone  from  the  densest  to  the  sparsest 
zone,  range  in  inverse  ratio,  the  per 
cent  of  direct  stops  increasing  as 
the  density  of  the  zone  decreases.  The 


coefficient  of  correlation  was  0.92  of  a 
minute,  a  really  inspiring  result. 

It  follows,  therefore,  that  the  per 
cent  backloading  and  simultaneous 
deliveries,  which  are  complements  of 
these  figures,  had  a  similar  correlation. 

Now  that  some  guiding  basis  for 
standard  methods  of  delivery  has  been 
reached,  we  are  ready  to  co-ordinate 
the  average  time  per  house  stop  within 
each  zone,  outlined  in  a  previous 
article7,  with  the  average  moving  time, 
and  the  excess  walking  time;  inter¬ 
preting  these  in  the  manner  in  which 
deliveries  should  be  made  within  the 
zone,  and  allowing  also  loading  and 
sorting  time  and  all  the  other  addi¬ 
tional  factors  involved  in  the  day’s  de¬ 
livery;  so  that  we  may  finally  dis¬ 
cover  some  basis  of  a  standard  for 
delivery  production. 

1  Administration  for  March  1923. 


(Mr.  Wess ’  next  article,  treating  of  the  co-ordination  of  the  information  thus  far 
gathered  and  determined,  will  appear  in  the  May  number  of  “Administration  ”) 


RESEARCH  METHODS  IN  MARKETING 


II — The  Report 


BY  ERNEST  S.  BRADFORD* 


THE  preceding  article  of  this  series1 
discussed  the  problems  connected 
with  the  collection  of  research  data. 
Problems  of  almost  equal  importance 
are  involved  in  the  proper  treatment  of 
these  data  after  they  are  collected,  i.e., 
its  incorporation  in  an  effective  report. 

To  the  executive,  the  report  con¬ 
stitutes  the  investigation.  So  far  as  he 
is  concerned,  the  research  work  has  not 
been  done  except  as  its  results  are 
brought  to  his  attention.  It  is  evident, 
therefore,  that  important  as  is  the 
gathering  of  the  data,  an  equally  im¬ 
portant  task  is  that  of  bringing  the 
material  together,  analyzing  it,  and 
putting  the  conclusions  into  a  clear  and 
readable  summary.  This  is  a  matter  of 
correct  and  adequate  interpreting  and 
skill  in  presentation,  in  both  of  which 
respects  research  not  infrequently  falls 
short.  Failure  here  may  be  avoided  by 
keeping  clearly  in  mind  the  first  objec¬ 
tive  of  all  this  work,  which  is  to  give 
the  executive  his  needed  information 
as  clearly,  accurately,  and  promptly 
as  possible,  and  in  a  form  which  insures 
ease  and  quickness  of  comprehension. 

II 

Character  of  Report.  The  type  of 
executive  for  whom  the  work  is  under¬ 
taken  and  the  corresponding  character 
of  the  investigation  itself  determine  the 
kind  of  report  to  be  presented.  The 
report  is  also  affected  by  the  volume  of 
data  secured. 

*  Commercial  Investigator. 

1  Administration  for  February,  1923. 


Business  research  usually  involves 
an  answer  to  the  question  of  what  to 
do  under  given  conditions,  and  a  sum¬ 
mary  of  the  course  of  action  recom¬ 
mended  or  the  facts  directly  suggesting 
the  course  of  action  should  be  outlined 
at  the  beginning.  By  this  means  the 
executive  gets  the  “main  idea  ”  at  once, 
and  is  able  to  start  action  on  it 
promptly.  The  detailed  evidence  should 
follow.  Much  of  it  may  be  safely 
condensed. 

In  economic  research  work,  on  the 
other  hand,  dealing  as  it  does  with 
broader  movements  than  business  re¬ 
search,  the  executive  head  may  want 
all  the  evidence  before  him  in  order  to 
weigh  its  soundness  and  completeness 
himself.  In  this  case,  extensive  com¬ 
pilations,  quotations,  curves,  and  the 
most  complete  presentation  of  data  are 
required,  with  the  conclusions  coming 
more  logically  after  the  material  on 
which  they  are  based.  In  an  investiga¬ 
tion  such  as  several  of  those  connected 
with  President  Harding’s  Conference 
on  Unemployment,  or  his  Coal  Fact- 
Finding  Commission,  the  nature  and 
completeness  of  the  evidence  was  given 
much  attention.  The  reason  for  this 
was  in  each  case  the  involved  character 
of  the  research,  requiring  as  it  did  the 
bringing  together  and  co-ordinating  of 
a  vast  mass  of  information.  This  was 
necessary  for  the  purpose  of  arriving 
at  general  conclusions  as  to  a  national 
policy  in  respect  to  industrial  unem¬ 
ployment  in  the  one  investigation,  and 
for  a  full  understanding  of  the  coal 
situation  in  the  other. 
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In  business  research,  where  the  ques¬ 
tion  is,  for  example,  whether  a  manu¬ 
facturer  of  inks  should  add  a  brand  of 
glue  or  a  metal  polish  to  his  line,  or 
perhaps  to  determine  why  the  sales  of 
a  certain  brand  of  soap  flakes  have 
fallen  off  sharply  in  the  Des  Moines 
district,  the  question  involved  is  of  a 
simpler  and  more  definite  sort,  to 
which  a  direct  and  immediate  answer 
is  expected,  and  the  answer,  being  the 
main  thing  wanted,  should  be  presented 
first.  If  it  sounds  reasonable,  the  man 
who  reads  it  acts  on  it  frequently  with¬ 
out  examining  all  the  supporting  data. 
For  the  business  executive,  therefore, 
the  report  should  be  of  the  direct, 
immediate,  and  obvious  sort,  with  the 
conclusions  usually  put  first,  like  news¬ 
paper  headlines.  It  is  this  kind  of 
report  with  which  this  article  is  mainly 
concerned,  although  there  are  many 
variations  even  here. 

Ill 

Extent  of  Available  Data  a  Factor. 
The  volume  of  available  data  and  the 
nature  of  this  data  also  have  a  bearing 
on  the  character  of  the  report  prepared. 
Where  the  evidence  is  voluminous  and 
the  conclusions  clear-cut  and  obvious, 
the  summary  may  be  short  and  concise 
with  very  definite  recommendations 
and  many  details  omitted.  But  where 
the  information  needed  is  not  com¬ 
plete,  or  the  significance  of  certain 
items  not  as  clear  as  might  be  desired, 
it  is  frequently  necessary  to  qualify 
recommendations  carefully,  or  to  call 
attention  to  points  where  the  evidence 
supports  either  of  two  plans  of  action. 
In  such  cases  it  is  often  necessary  to 
introduce  all  of  the  supporting  data,  in 
order  that  its  exact  character  may  be 
understood. 

These  considerations  affect  the  char¬ 
acter  of  every  report,  and  determine  to 


a  considerable  extent  the  lines  along 
which  it  is  to  be  laid  out. 

IV 

Assembling  and  Interpreting  the  Data. 
Assembling  the  research  material  from 
all  the  sources  utilized  is  the  first  active 
step  in  the  preparation  of  the  report,  a 
process  which  is  usually  carried  on  to 
partial  completion  as  the  work  of 
collecting  data  goes  forward.  Not  until 
the  articles  from  trade  journals,  book¬ 
lets,  and  advertising  pamphlets,  ma¬ 
terial  from  catalogues  and  directories, 
news  items  culled  here  and  there  from 
miscellaneous  sources,  abstracts  and 
tabulations  from  government  reports, 
have  been  analyzed,  boiled  down,  and 
pretty  thoroughly  assimilated,  do  their 
defects  and  limitations  become  evident. 
This  is  done  before  the  investigation  is 
completed  in  order  to  determine  whether 
other  methods  of  collecting  data  must 
be  utilized  to  get  facts  in  the  fields  not 
already  covered.  But  when  the  replies 
to  letters  and  the  answers  to  question¬ 
naires  are  all  in,  and  the  information 
secured  through  interviews  has  been 
examined  as  well,  the  material  must  be 
brought  more  compactly  together,  and 
thoroughly  sifted,  weighed,  and  com¬ 
pared.  This  working  up  of  the  evidence 
is  preliminary  to  getting  at  the  heart  of 
the  commercial  problem  involved. 

In  studying  the  best  methods  of 
marketing  a  certain  household  device, 
for  example,  it  was  necessary  to  bring 
together  the  replies  from  several  hun¬ 
dred  questionnaires,  to  tabulate  and 
analyze  them,  and  then  to  compare  the 
facts  which  they  seemed  to  indicate 
with  the  evidence  secured  by  three 
field  men  who  had  called  on  house* 
holders  in  a  dozen  representative  places. 
For  the  most  part,  the  two  classes  of 
data  strengthened  and  corroborated 
one  another;  in  two  respects,  they 
differed,  and  the  difference  showed  that 
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one  of  the  questions  asked  by  mail, 
carefully  worded  though  it  was,  had 
been  understood  and  answered  in  two 
different  ways;  on  that  account  only 
the  field  work  could  be  relied  upon  to 
settle  the  point  involved.  Again,  the 
data  from  the  interviews,  which  had 
been  limited  to  a  small  area,  were 
found  from  the  replies  to  the  question¬ 
naires,  covering  as  they  did  some  fifteen 
states,  to  apply  over  a  wide  range  of 
territory,  so  that  the  conclusions  had  a 
broad  territorial  basis. 

Thus,  again,  it  is  evident  that  inter¬ 
pretation  goes  along  hand  in  hand  with 
the  assembling  process,  it  being  almost 
impossible  to  say  where  one  leaves  off 
and  the  other  begins. 

V 

Weighing  the  Research  Information. 
In  working  up  the  research  material 
one  of  the  first  things  to  do  is  to  sepa¬ 
rate  the  main  points  or  conclusions 
from  those  which  are  clearly  of  minor 
value  or  purely  incidental. 

An  example  of  the  varying  character 
of  the  items  of  information  sometimes 
to  be  weighed  is  found  in  a  fiber-sole 
investigation  made  in  one  of  the  large 
cities  for  a  manager  who  had  just 
begun  a  special  advertising  campaign 
to  promote  the  use  of  his  fiber-sole.  He 
had  run  a  series  of  full-page  advertise¬ 
ments  in  newspapers,  which  contained 
among  other  matter  a  list  of  the  shoe 
stores  where  fiber-soled  shoes  could  be 
bought,  and  also  a  list  of  the  names 
and  addresses  of  shoe  repair  men  who 
were  prepared  to  put  these  soles  on 
shoes.  The  advertising  had  been  with¬ 
out  great  results,  and  it  was  desired  to 
know  why.  If  the  market  for  fiber- 
soles  was  not  there  or  was  really  falling 
off,  it  was  important  to  know  the  facts 
at  once;  but  if  it  was  only  that  news¬ 
paper  advertising  of  the  sort  employed 
was  fruitless,  that  also  should  be  known. 


The  research  bureau  was  asked  to 
report  on  the  situation  as  promptly  as 
possible. 

After  some  days  of  active  work,  the 
bureau  put  its  data  into  a  rough 
summary  preparatory  to  making  a 
report.  At  least  five  separate  facts  had 
been  developed,  which  were  as  follows : 

1.  Very  few  persons  could  be  found  who 
had  noticed  the  fiber-sole  advertising;  the 
explanation  seemed  to  be  that  the  full-page 
displays  had  been  run  during  the  summer 
months,  July  and  August,  when  people 
were  away  on  their  vacations,  and  not  in 
the  city. 

2.  A  number  of  the  names  and  some  of 
the  addresses  of  repair  men  were  incorrectly 
given;  in  fact,  even  the  field  men  of  the 
bureau  had  difficulty  in  finding  the  places. 
Many  names  were  Italian  or  Syrian,  and 
had  not  been  spelled  correctly.  Where  the 
addresses  also  were  wrong,  it  took  some 
time  to  locate  the  shop.  Obviously  a  cus¬ 
tomer  would  not  be  likely  to  spend  much 
time  in  hunting  up  a  shop  if  it  were  not 
in  the  advertised  location. 

3.  Fiber-soles  could  not  be  had  at  many 
of  the  repair  shops  advertised  to  carry 
them.  Inquiry  at  forty  of  the  places  listed 
showed  that  only  two  of  the  first  eleven 
actually  had  the  soles  in  stock  and  nearly 
a  third  of  the  remainder  had  no  fiber-sole 
of  any  kind  on  hand.  They  were  willing 
to  get  fiber-soles,  they  said,  and  to  put 
them  on  if  requested  by  a  customer;  but 
they  were  not  prepared  to  show  such  a 
sole  to  one  inquiring  as  to  what  they  were, 
nor  could  they  give  the  inquirer  intelligent 
reasons  why  he  should  use  such  soles.  In 
short,  the  fiber-sole  “idea”  had  not  yet 
been  sold  to  the  repair  men. 

4.  The  charge  for  soling  shoes  with  fiber, 
which  was  done  almost  exclusively  by 
repair  men  with  stitching  machinery,  was 
from  25  to  50  cents  more  than  for  leather 
soles.  This  high  price  tended  to  discourage 
customers  from  trying  fiber-soles,  for  inves¬ 
tigation  had  previously  shown  that  those 
who  purchased  fiber-soles  were  of  the 
“middle  class,”  to  whom  the  arguments  of 
lower  cost  and  longer  wear  make  a  special 
appeal. 
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The  high  charge  seemed  to  be  due  to 
the  feeling  on  the  part  of  the  repair 
men  that  the  sewing  of  fiber-soles 
involved  more  work,  which  was  due  in 
turn  to  their  lack  of  familiarity  with 
the  sewing  of  fiber.  They  did  not 
realize  that  fiber  whole-soles,  put  on, 
might  well  cost  the  customer  less  than 
leather  whole-soles,  since  the  cost  of 
the  fiber-sole  to  the  repair  man  at  that 
time  was  less,  while  the  labor  of  putting 
it  on  was  about  the  same.  The  remedy 
manifestly  lay  partly  in  making  the 
repair  man  thoroughly  familiar  with 
the  best  and  easiest  methods  of  sewing 
fiber,  and  partly  in  pointing  out  to  him 
that  in  order  to  get  fiber-sole  business 
it  was  necessary  to  offer  the  customer 
an  inducement — usually  a  price  induce¬ 
ment. 

5.  The  large  and  important  fact  back  of 
the  failure  of  the  advertising  campaign  was 
that  fiber-soles  were  not  yet  a  thoroughly 
established  product,  although  making  prog¬ 
ress  in  that  direction,  and  that  much  educa¬ 
tional  work  remained  to  be  done  in  the  way 
of  acquainting  repair  men,  retailers,  and  the 
public  with  this  type  of  sole. 

This  last  point  was  clearly  the  most 
fundamental  fact  that  was  developed 
by  the  investigations  and  recommenda¬ 
tion  regarding  it  was  stressed  in  the 
report.  The  other  factors  were  not 
omitted,  however.  As  soon  as  the  main 
fact  stood  out  clearly,  the  other  data 
arranged  themselves  naturally  about  it. 
The  time  when  the  advertising  was 
run,  and  the  failure  to  give  names  and 
addresses  correctly  were  important 
details;  but  they  did  not  prove  that 
newspaper  advertising  in  general  was 
without  result  for  this  commodity. 

The  failure  of  the  repair  men  to  stock 
the  soles  or  even  to  carry  a  sample 
pair,  and  their  higher  charge  for  fiber- 
soling  than  for  leather-soling  were 
closely  related  to  the  main  point, 
namely,  the  comparative  newness  of 


the  product  and  the  repair  men’s  un¬ 
familiarity  with  its  treatment. 

VI 

Ability  to  Interpret  Data.  Interpreta¬ 
tion  of  the  evidence  is  constantly 
required,  not  only  in  respect  to  what 
are  the  relative  weights  of  various 
items  at  hand,  but  also  in  regard  to  the 
adequacy  of  the  evidence.  Occasion¬ 
ally  a  point  previously  regarded  as 
incidental  looms  up  as  manifestly  of 
such  primary  importance  that  a  re¬ 
examination  of  all  the  data  is  desirable, 
and  sometimes  the  securing  of  further 
evidence  is  required.  This  can  usually 
be  avoided,  however,  by  exercising  care 
and  foresight  at  the  beginning.  Some¬ 
times  it  is  not  clear  to  assistants  what  a 
particular  group  of  facts  signifies,  and 
the  research  head  may  be  called  upon 
to  decide,  or  to  make  final  acceptance 
or  rejection  of  this  or  that  item. 

It  requires  both  commercial  sense 
and  a  very  substantial  acquaintance 
with  actual  business  practices  in  the 
industry  under  examination  to  be  able 
to  interpret  data  correctly  in  widely 
different  parts  of  the  field.  While  the 
wise  research  head  will  put  into  the 
hands  of  the  president  or  manager  to 
whom  he  reports  as  much  as  possible  of 
the  evidence  in  order  that  the  latter 
may  himself  judge  regarding  the  sound¬ 
ness  of  the  reasoning  employed,  he  is 
nevertheless  expected,  so  far  as  possible 
and  to  the  best  of  his  ability,  to  prepare 
and  present  his  own  conclusions.  It 
must  necessarily  be  so,  for  this  is  the 
research  man’s  job. 

VII 

T abular  Presentation.  The  laying  out 
of  the  facts  in  an  orderly  and  system¬ 
atic  arrangement  greatly  helps  in 
their  more  speedy  comprehension. 
Especially  are  figures  likely  to  be  useful 
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in  this  connection,  and  can  be  employed 
to  advantage  when  the  data  is  readily 
thrown  into  tabular  form,  as  illustrated 
below. 

The  subject  of  the  investigation  for 
which  the  table  was  compiled  was  the 
location  and  size  of  the  market  for  cer¬ 
tain  products  used  by  marine  craft,  and 
the  relative  importance  of  the  con¬ 
sumers.  The  arrangement  of  the  items 
of  information  in  a  simple  table  after 
they  were  secured  from  different  ports 
showed  at  once  the  dominating  position 
of  New  York  in  respect  to  the  number 
and  importance  of  the  craft  under 
consideration,  while  two  additional 
tables  served  to  break  up  the  market  at 
this  port  into  its  component  parts.  The 
first  table  prepared  was  as  follows: 


this  form.  New  York  was  classified 
along  the  lines  of  ownership  as  shown 
in  Table  II. 

The  final  step  was  to  list  in  each  of 
these  classes  the  names  of  the  concerns 
in  each  class,  and  the  number  of  craft 
operated  by  each.  This  indicated  at 
once  the  importance  of  each  concern 
as  a  prospective  consumer,  and  served 
as  a  salesman’s  list  of  customers  to  call 
on.  Further,  upon  the  basis  of  the 
equipment  of  the  different  craft  oper¬ 
ated,  the  probable  consumption  of  each 
product  per  boat  was  estimated,  and 
also  the  requirements  of  each  operating 
concern.  By  this  means,  the  table 
served  a  double  purpose;  it  aided  the 
executive  to  arrive  promptly  at  an 
estimate  of  the  size  of  the  market,  and 


Table  I.  Consumers  by  Ports 


Number  of  Towboats,  Steam  Lighters  and  Ferries  in  Four  Largest  Atlantic  Harbors 


Port 

Tugs 

Steam  Lighters 

Ferries 

Single 

Com¬ 

pound 

Tpl. 

Exp. 

Not 

Spec. 

Total 

Single 

Com¬ 

pound 

Total 

Side 

Wheel 

Double  End 
C  2C  TE 

Total 

Boston . 

29 

26 

7 

1 

63 

1 

1 

4 

,  , 

4 

New  York. . . 

356 

303 

35 

20 

714 

84 

35 

119 

58 

13 

38 

13 

122 

Philadelphia . 

55 

35 

13 

3 

106 

10 

1 

11 

Baltimore .  . . 

45 

45 

9 

1 

100 

1 

•• 

1 

2 

2 

Total . 

485 

409 

64 

25 

983 

86 

35 

121 

74 

14 

38 

13 

139 

From  this  table  it  is  evident  that  at 
least  as  far  as  tugs,  steam  lighters,  and 
ferries  were  concerned,  New  York  was 
by  far  the  foremost  port,  having  714 
tugs  out  of  983  tugs,  119  out  of  121 
steam  lighters,  and  122  out  of  139 
ferries,  although  the  number  of  ferries 
accredited  to  New  York  was  too  high, 
since  a  considerable  number  of  the 
Pennsylvania  Railroad  ferries,  accred¬ 
ited  to  New  York  City  in  the  table, 
operate  at  the  port  of  Philadelphia. 

After  the  data  had  been  grouped  in 


at  the  same  time  it  supplied  him  with  a 
list  for  the  use  of  his  salesmen. 

VIII 

Graphic  Presentation.  Diagrams  and 
charts  are  great  aids  in  presenting  facts 
and  ideas  clearly  and  quickly.  A 
simple  curve,  moving  up  and  down 
across  a  page  representing  a  succession 
of  months,  frequently  shows  the  trend 
of  demand  and  the  increase  of  sales  or 
orders  more  vividly  and  rapidly  than  a 
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page  or  more  of  typewriting.  By  this 
means,  seasonal  factors,  the  influence 
of  depressions,  as  shown  in  Figure  1  on 
page  424,  or  the  effect  of  a  price  cut, 
can  be  made  to  stand  out  sharply. 

Curves  which  are  parallel  or  widely 
diverging  may  show  striking  similari¬ 
ties  or  differences  in  the  sales  of  different 
districts,  as  shown  in  Figure  2. 

These  charts  should  be  simply  drawn 
and  have  clear  headings.  The  lines 
should  be  inked  heavily  enough  to 
stand  out  plainly.  Maps  should  be 


perceptibly  into  conclusions,  which  call 
for  definite  recommendations.  These 
conclusions  and  recommendations  con¬ 
stitute  the  end  toward  which  all  com¬ 
mercial  investigation  is  directed,  and 
when  they  have  been  arrived  at  and 
checked  the  only  remaining  task  is  to 
write  the  report. 

Sometimes  the  executive  wants  an 
oral  report  as  soon  as  the  rough  con¬ 
clusions  are  reached;  more  often  he 
wants  the  story  all  together,  and  the 
writing  should  be  expedited  so  as  to 


Table  II.  Classes  of  Consumers 


Groups  of  Towboat  Owners  in  New  York  Harbor 


Owners 

Tugs 

Steam 

Lighters 

Ferries 

Cornell  Steamboat  Co . 

57 

46  Commercial  towing  concerns  of  three  or 
more  boats  each . 

269 

18 

Railroads . 

176 

37 

72 

Steamship  companies . 

21 

3 

Industrial  concerns . 

80 

13 

Small  towing  concerns* . 

85 

5 

Miscellaneous  concerns,  ferry  lines,  etc . 

26 

43 

50 

Total . 

714 

119 

122 

*  Towing  and  lighterage  concerns  with  one  or  two  tugs  or  steam  lighters  each. 


simply  and  clearly  drawn  also,  and  to 
be  effective  as  to  certain  points  should 
not  contain  too  much  other  detail. 
Pictures  and  rough  sketches  or  finished 
drawings  all  aid  the  executive  in  getting 
the  situation  in  hand  quickly;  fre¬ 
quently  they  get  an  idea  to  him  in  a 
flash  which  he  must  otherwise  slowly 
extract  from  the  typewritten  pages. 

IX 

Form  of  the  Report.  As  analysis  and 
interpretation  go  on  together,  the  facts 
begin  to  group  themselves  around  cer¬ 
tain  points.  Impressions  harden  im- 


give  him  the  finished  report  as  early  as 
possible.  Haste  should  not  interfere, 
however,  with  the  practical  and  logical 
arrangement  of  the  data.  Enough  time 
should  be  taken  to  make  each  point 
clear.  Here  and  everywhere  the  pur¬ 
pose  is  always  to  save  the  time  of  the 
executive. 

One  form  of  report  which  the  writer 
has  found  satisfactory  to  the  men  who 
have  to  read  them,  is  that  in  which  the 
findings  of  fact  are  summarized  in  the 
initial  paragraphs,  followed  by  a  state¬ 
ment  of  what  ought  to  be  done,  like¬ 
wise  boiled  down,  perhaps  to  one  or 
two  pages.  Thereafter,  the  body  of  the 
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report  is  given,  containing  whatever 
detailed  data  are  required — interviews, 
tables,  charts,  or  diagrams,  pictures 
and  samples  of  products,  etc.  This 
method  of  putting  the  important  points 
first  enables  the  busy  head  to  get  the 
main  ideas  without  delay;  then,  for 
points  upon  which  he  desires  further 
information,  he  can  easily  refer  to  a 
given  page  in  the  body  of  the  text. 
These  special  points  are  likely  to  be 


getting  every  fact  into  its  exact  niche 
in  the  report,  but  rather  that  when  the 
main  thread  of  the  thought  is  once 
decided  on,  the  ideas  should  be  brought 
forward  logically  and  naturally  along 
that  line,  so  as  to  constitute  a  har¬ 
monious  whole. 

When  a  statement  is  made  that  is 
likely  to  be  questioned,  the  evidence 
should  be  fully  given,  or,  if  the  state¬ 
ment  occurs  in  the  summary,  reference 


Table  III.  List  of  Commercial  Towing  Concerns  Which  Have  Three  or 

More  Boats  Each1 


Concerns 

Tugs 

Steam 

Lighters 

Single 

Com¬ 

pound 

Triple 

Expan¬ 

sion 

Not 

Spec. 

Total 

S.  C. 

Total 

Androvett  Towing  &  Trans.  Co. .  .  . 

3 

3 

E.  E.  Barrett  &  Co . 

3 

1 

4 

F.  J.  Bauer  Towing  Line . 

3 

3 

Bronx  Towing  Line . 

8 

1 

9 

Cahill  Towing  Line . 

6 

1 

7 

Campbell  &  Stuart . 

4 

4 

Carroll  Towing  Co . 

7 

7 

Coast  Transit  Co . 

2 

1 

3 

•Given  in  part  only. 


turned  over  to  an  assistant  or  to  other 
executives,  who  are  frequently  asked  to 
study  and  report  on  the  details. 

X 

Organizing  the  Report.  As  to  con¬ 
tinuity  of  the  report,  special  effort 
should  be  made  to  arrange  the  whole 
systematically  and  have  one  fact  follow 
another  naturally.  Some  of  the  reports 
which  have  been  put  out  by  reputable 
investigators  have  failed  in  this  respect. 
It  is  not  meant  to  suggest  by  this  that 
too  much  time  should  be  spent  in 


should  be  made  to  a  later  page  in  the 
report  where  the  evidence  may  be 
found.  The  advantages  of  submitting 
adequate  evidence  are: 

1.  It  satisfies  the  questions  of  the  execu¬ 
tive  promptly. 

2.  It  makes  it  a  substantial  piece  of 
business  research. 

3.  It  gives  the  executive  a  pretty  good 
idea  of  the  extent  of  the  labor  required  in 
making  the  investigation — which  is  helpful 
to  all  concerned. 

It  is  always  difficult  to  judge  the 
time  requirements  of  research.  Some¬ 
times  executives,  through  lack  of 
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experience,  greatly  underestimate  the 
work  required  to  secure  data  sufficient 
for  a  safe  basis  upon  which  to  make 
recommendations  regarding  commer¬ 
cial  policy,  and  have,  therefore,  felt 
that  their  fact-finding  machinery  was 
slow,  when  it  actually  was  unusually 


The  typewriting  should  be  not 
smaller  than  a  pica,  unless  otherwise 
specified  by  the  executive.  Speed  in 
reading  is  an  object  to  be  considered. 
A  number  of  executives  who  receive 
research  reports  regularly,  prefer  an 
even  larger  type. 


Figure  1.  Fluctuations  in  Market  for  Staple  Commodities  in  Massachusetts,  1908- 
1921.  Percentages  of  Organized  Wage-Earners  Employed  at  End  of  Each 
Quarter  Represent  Fluctuations  of  Purchasing  Power 


fast  and  efficient.  On  the  other  hand, 
some  excellent  research  men,  lacking 
an  adequate  time-sense,  have  tried  to 
do  too  thorough  a  job,  including,  often, 
too  extensive  sampling.  Too  much 
effort,  also,  can  be  expended  in  attempt¬ 
ing  to  polish  up  the  report,  after  the 
main  facts  and  conclusions  are  written, 

XI 

General  Details.  The  sentences  in 
which  the  findings  of  fact  and  the  con¬ 
clusions  are  submitted  should  be  short, 
clear,  and  well  put  together — the  sort 
of  good  business  English  which  is 
everywhere  in  demand. 


Paragraph  headings,  underlined  for 
emphasis  whenever  necessary,  serve  to 
bring  out  the  main  thought,  and 
subordinate  ideas  can  be  taken  care  of 
by  indenting  and  single  spacing.  A 
little  care  in  this  respect  will  materially 
increase  the  ease  with  which  the  report 
may  be  read. 

There  should  be  an  outline  or  table 
of  contents  at  the  beginning  of  the 
report,  as  simple  and  brief  as  is  prac¬ 
tical;  a  detailed  index  is  not  necessary 
unless  there  is  an  unusually  large  body 
of  text.  If  there  is  a  full  table  of 
contents,  a  thirty  or  forty  page  report 
can  usually  be  handled  satisfactorily 
without  an  index. 
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The  binding  should  be  substantial, 
with  a  neat  cover,  sufficient  for  the 
purpose  in  hand.  The  size  of  the  pages 
tends  more  and  more  to  be  standard¬ 
ized  at  S}/2  by  11  inches,  sometimes 
9  by  11,  with  diagrams  and  maps  of 
standard  size  also,  except  in  unusual 


cases,  where  this  size  is  clearly  not 
feasible.  A  number  of  advertising 
agencies  have  used  an  odd  size,  con¬ 
siderably  larger,  in  an  effort  to  in¬ 
dividualize  the  report,  and  the  same 
end  is  sometimes  sought  by  employing 
a  striking  color  or  cover  design.  For 
most  purposes,  however,  a  quiet  busi¬ 
nesslike  cover  is  more  satisfactory. 

Exhibits  which  need  to  be  submitted 
along  with  the  report  offer  a  problem 
which  has  to  be  solved  in  each  case; 
this  is  especially  true  when  the  articles 
are  bulky  or  of  peculiar  shape.  In 
some  instances  it  is  possible  to  attach 
simple  exhibits  to  a  heavy  piece  of 
paper  and  bind  them  as  part  of  the 


report.  Frequently,  however,  this  can¬ 
not  be  done.  Thus  in  an  investigation 
of  certain  sporting  goods,  35  separate 
golf  balls  were  included  as  exhibits.  In 
this  case  the  balls  were  put  in  three 
pasteboard  boxes,  each  box  of  one 
dozen  capacity  and  each  ball  sepa¬ 


rately  labeled.  In  another  investiga¬ 
tion  samples  of  the  most  popular 
designs  of  silver  spoons,  knives,  and 
forks  were  attached  to  a  velvet  covered 
base  and  the  whole  put  in  a  box  with 
a  cover  for  easy  handling.  In  a  third 
instance  a  sample  case  for  tire  salesmen, 
prepared  as  an  exhibit  to  a  report,  was 
fitted  with  cross  sections  of  tires,  tubes, 
samples  of  repair  material  and  descrip¬ 
tive  folders,  all  ready  to  be  used.  In  a 
fourth,  samples  of  talcum  powder  were 
submitted  in  small  circular  tin  boxes, 
properly  labeled.  A  list  of  the  exhibits 
is  usually  included  at  the  end  of  the 
report  and  a  duplicate  is  attached  to 
the  box  containing  the  exhibits. 


Figure  2.  Comparison  of  Percentages  of  Company  Sales  of  Electric  Appliances  in 
Certain  Districts  with  Percentages  of  Houses  Wired  in  Corresponding 
Districts,  Showing  Strong  and  Weak  Sales  Districts 
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XII 

Conclusion.  The  methods  outlined 
above  are  in  general  those  which  the 
writer  has  found  effective  in  the  prepa¬ 
ration  of  research  reports.  As  intimated 
early  in  this  article  an  investigation, 
though  skilfully  conducted,  is  of  little 
value  unless  its  results  are  so  presented 
that  they  can  be  grasped  without 
undue  expenditure  of  time.  When  pre¬ 


paring  his  report,  the  research  worker 
should  ever  keep  this  fact  uppermost 
in  his  mind.  The  investigation  may 
be  as  long,  as  complicated,  and 
as  widely  extended  as  its  subject 
matter  may  demand,  but  the  report 
must  be  as  concise,  as  clear,  and  as 
easily  grasped  as  is  at  all  consistent 
with  the  proper  presentation  of  the 
facts. 


A  PRACTICAL  OPERATING  ORGANIZATION 


BY  DWIGHT  T.  FARNHAM* 


THERE  has  been  a  good  deal  of  non¬ 
sense  talked  and  written  about 
organization.  Bright  young  men,  thor¬ 
oughly  trained  in  drafting,  have  drawn 
up  beautiful  charts  that  have  been  torn 
up  by  hard-boiled  executives  thor¬ 
oughly  trained  in  practical  plant 
politics.  Anybody  of  ordinary  in¬ 
telligence  can  learn  to  distinguish  be¬ 
tween  line  and  staff  and  to  discourse 
learnedly  on  functionalization.  A 
moderate  amount  of  study  will  fit  a 
high  school  graduate  to  draw  up  any 
one  of  the  half-dozen  kinds  of  charts 
shown  in  the  various  textbooks.  But 
the  successful  organizer  of  industry 
does  not  get  his  experience  in  that 
way.  It  is  comparatively  easy  to  put 
each  man  in  the  organization  in  a 
neatly  lettered  box  on  the  chart,  but  it 
takes  real  experience  and  ability  to 
keep  him  from  grabbing  all  the  au¬ 
thority  he  can  get  in  the  works  or  in  the 
office,  to  maintain  discipline  without 
killing  initiative,  and  to  develop  that 
real  enthusiasm  and  team-play  which 
is  needed  to  make  a  business  a  success 
in  these  days  of  killing  competition. 

The  successful  organizer  is  a  master 
of  the  art  of  human  relations.  The 
proof  of  this  is  that  there  are  certain 
super-personalities  who  have  devel¬ 
oped  the  most  perfect  team-play  while 
violating  every  law  of  the  science  of 
organization.  This  does  not  prove  that 
these  men  might  not  have  accom¬ 
plished  more  if  they  had  known  more 
about  the  laws  which  some  centuries 
of  experience  have  proved  were  most 
successful  in  the  majority  of  cases; 
it  merely  goes  to  show  that  an  or¬ 
ganization  can  be  operated  by  a  genius. 

*  Consulting  Industrial  Engineer. 


Perhaps  the  most  notorious  ex¬ 
ample  of  this  is  found  in  one  of  our 
latest  and  most  successful  industries, 
whose  cash  balances  are  the  envy  of  all 
competitors,  which  exists  without  a 
title — outside  of  a  few  required  by 
law — in  the  whole  organization.  In 
this  case  any  man  can  have  any  other 
man’s  job  if  he  can  demonstrate  he 
can  fill  it  better  than  the  existing  in¬ 
cumbent.  Some  departments  have  as 
many  as  three  heads  at  one  time — all 
engaged  in  proving  which  shall  sur¬ 
vive  as  the  fittest.  The  pace  is  terrific 
and  the  fear  and  hatred  engendered  is 
poisonous,  but  so  far  the  country  has 
supplied  enough  able  men  who  were 
willing  to  endure  the  conditions  for 
the  sake  of  the  large  salaries. 

Another  almost  equally  successful 
industry  of  the  first  magnitude  is  a 
hot-bed  of  favoritism.  The  owner 
selects  and  keeps  the  men  he  likes — 
regardless  of  their  efficiency.  Pull  is 
more  important  than  ability.  Justice 
is  supplanted  by  favor  and  mercy, 
but  the  boss  is  such  a  benevolent 
despot,  and  withal  so  shrewd  and  far¬ 
sighted  on  the  commercial  and  eco¬ 
nomic  side,  that  his  competitors  have 
every  few  years  alternately  predicted 
his  ruin  with  smug  satisfaction  and 
then  gathered  at  his  feet  in  devout 
admiration  to  learn  how  he  “got  away 
with  it.” 

II 

Managerial  Requirements.  If  it  is 
necessary  for  the  corporation  which  de¬ 
sires  reorganization  to  choose  between 
the  man  with  a  knowledge  of  human 
nature,  gained  through  actual  ex 
perience  as  a  workman,  as  a  foreman 
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as  a  superintendent  and  as  a  manager, 
equipped  with  the  personality  and 
knowledge  of  strategy  that  such  a 
training  necessarily  develops,  and  the 
man  who  can  draw  a  beautiful  chart 
and  write  an  organization  manual 
whose  literary  merit  strikes  every 
foreman  who  reads  it  with  silent  awe, 
but  who  has  never  bossed  a  peanut 
stand,  such  a  corporation  will  do  well 
to  choose  the  practical  politician. 
Politics  may  be  low  but  they  repre¬ 
sent  the  sum  and  substance  of  the  ex¬ 
perience  accumulated  by  the  men  who 
have  governed  mankind  since  human¬ 
ity  emerged  from  the  patriarchal 
government  of  the  tribal  stage. 

I  am  not  defending  graft.  I  am  not 
counseling  the  substitution  of  pull  for 
production.  I  even  prefer  modest 
merit  to  gabby  mediocrity;  but  I  do 
not  believe  practical  organization  work 
can  go  beyond  the  paper  stage  unless 
the  organizer  knows  something  about 
practical  industrial  politics.  Even  our 
greatest  statesmen  have  known  enough 
about  dirty  politics  to  defeat  the  dirty 
politicians  who  opposed  their  prog¬ 
ress  to  the  seats  of  the  mighty.  I 
have  even  gone  so  far  in  some  cases  as 
to  warn  certain  members  of  an  organi¬ 
zation  that  I  knew  more  about  dirty 
politics  than  they  did,  and  that  they 
had  better  not  “start  anything”  with 
the  idea  that  they  could  “get  away 
with  it.” 

The  son  of  one  of  the  most  success¬ 
ful  citizens  I  ever  knew — a  man  who 
died  at  the  head  of  a  large  industry 
beloved  by  all  who  knew  him— once 
described  his  father’s  executive  method 
to  me  as  a  “mixture  of  the  wisdom  of 
the  serpent  and  the  mildness  of  the 
dove.”  He  then  told  me  of  a  typical 
instance — of  an  immediate  subordi¬ 
nate,  who  was  an  able  man  but  who 
could  tolerate  only  ideas  which  he 
himself  originated.  In  handling  this 
subordinate  it  was  the  father’s  custom 


to  suggest  an  innovation  with  the 
greatest  possible  mildness.  When  the 
subordinate  brought  up  furious  reasons 
why  such  a  change  was  impossible,  the 
subject  was  dropped.  Next  day  the 
subordinate  would  almost  invariably 
bring  up  the  identical  plan  as  his 
own  idea,  whereupon  the  diplomatic 
owner  would  praise  his  acumen  and 
originality  with  a  perfectly  straight 
face.  Even  Lincoln  spent  about  half 
his  time  smoothing  down  and  deferring 
to  the  prima  donnas  who  composed 
his  cabinet.  Successful  organization 
must  be  based  first  of  all  upon  a  first¬ 
hand  knowledge  of  human  nature. 

Functionalized  foremanship  was 
thrown  out  of  one  of  the  strongholds  of 
scientific  management  because  it  did 
not  fit  the  personality  of  an  able  man. 
The  tendency  in  production  control  is 
now  toward  decentralization,  because 
the  type  of  control  advocated  at  one 
time  destroyed  the  initiative  of  the 
foremen.  Many  of  the  prerogatives 
once  wrested  from  the  foreman  by  the 
employment  department  have  since 
been  restored  to  him.  Civilization,  | 
whether  political  or  industrial,  is  made 
up  of  human  beings.  Human  nature 
was  not  evolved  in  a  day,  and  any 
theory,  plan,  or  panacea  which  does 
not  take  thoroughly  into  consider¬ 
ation  the  laws  according  to  which 
human  nature  acts,  will  not  endure. 
Enthusiastic  theorists  might  just  as 
well  remember  this  when  planning  the 
millennium  in  either  politics  or  in¬ 
dustry. 

Ill 

Analysis  of  Management. — Manage¬ 
ment  divides  itself  into  three  principal 
classes : 

1.  Financial  management 

2.  Sales  management 

3.  Production  management 

In  each  of  these  classes  two  functions 
are  exercised: 
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1.  The  administrative  function,  which 
has  to  do  with  the  determination  of  policy. 
Successful  business  policy  is  based  upon  the 
collection  and  correct  interpretation  of 
facts.  The  administrator  is  a  thinker  and 
must  possess  the  courage  of  his  convictions. 

2.  The  executive  function,  which  has  to 
do  with  the  effective  motivation  of  the 
organization  in  the  direction  which  the 
determined  business  policy  demands.  The 
executive  is  really  a  practical  psychologist. 
He  knows  instinctively  which  man  to  move 
by  praise  and  which  one  to  move  by  fear. 
He  inspires  his  subordinates  to  co-opera¬ 
tive  action  so  as  to  attain,  in  so  far  as 
circumstances  permit,  and  in  the  manner 
laid  down  from  time  to  time  by  the 
administrator,  the  ideals  for  whose  attain¬ 
ment  the  business  was  created  originally. 
He  must  be  just  and  must  inspire  respect. 
Executive  control  depends  upon  personality 
and  a  knowledge  of  human  nature. 

There  are  two  sorts  of  activities 
which  exist  throughout  the  organi¬ 
zation: 

1.  “Line”  activities 

2.  “Staff”  activities 

The  “line”  comprises  all  who  give 
orders  principally  as  to  when  duties 
are  to  be  performed.  The  “line” 
maintains  discipline  and  is  responsible 
for  action.  It  is  composed  mostly 
of  executives — superintendents,  fore¬ 
men,  etc. 

The  “staff”  comprises  all  who  de¬ 
termine  how  work  is  to  be  performed. 
It  is  composed  of  engineers,  specialists, 
inspectors,  etc. 

Requisites  of  Financial  Management. 
Financial  management  is  usually  in 
the  hands  of  the  president  and  the 
treasurer.  It  consists  chiefly  in  taking 
such  steps  as  are  necessary  to  provide 
sufficient  working  capital  at  all  times 
and  to  insure  that  all  funds  are  earning 
the  maximum  which  conditions  allow. 
One  man  who  was  treasurer  of  a  large 
company  earned  $600,000  for  the 
company  by  the  careful  reinvestment 


of  funds — one  dollar  for  every  three 
the  business  earned  in  the  usual  way. 

Financial  management  requires  a 
knowledge  of  banking  and  bankers. 
A  surprisingly  large  number  of  man¬ 
ufacturers  with  half-million  dollar 
plants  have  been  coming  to  New  York 
during  the  past  year  with  balance 
sheets  showing  less  receivables  than 
payables  and  expecting  to  borrow 
several  hundred  thousand  dollars  for 
several  years  from  the  big  banks  on 
their  fixed  assets.  During  the  late 
depression  scores  of  individuals  walked 
into  banks  with  the  proud  boast, 
“This  is  the  first  time  I’ve  really  ever 
had  to  borrow  any  money,”  as  virtu¬ 
ously  as  the  man  who  began  his 
prayer,  “Dear  Lord,  This  is  the  first 
time  I’ve  ever  bothered  you  about  any¬ 
thing.  If  you’ll  save  my  life  now  I’ll 
never  bother  you  again.”  Lack  of 
knowledge  of  banks  and  bankers  has 
been  largely  responsible  for  the  present 
unpopularity  of  bankers  among  man¬ 
ufacturers,  one  of  whom  recently  re¬ 
marked  to  me  very  bitterly: 

“As  nearly  as  I  can  figure  out  our 
banking  system  is  about  this — If  you 
don’t  want  any  money  you  can  get 
lots  of  it,  but  when  you  need  it  bad, 
you  can’t  get  it.” 

It  requires  a  knowledge  of  market 
trends  and  economic  tendencies  to 
manage  the  finances  of  a  business 
properly.  I  was,  in  one  instance, 
called  in  to  prescribe  for  a  hundred 
thousand  dollar  company  whose  profits 
for  the  previous  year — some  $40,000 
— had  just  been  wiped  out  because  the 
president’s  son  had  “taken  advantage 
of  a  great  opportunity”  and  bought 
several  cars  of  sugar  at  $0.24  a  pound 
just  before  it  dropped  to  $0.06.  The 
profits  of  a  good  many  businesses  are 
much  more  largely  speculative  than 
is  ever  suspected  by  their  owners 
under  the  usual  accounting  method. 

Financial  management  requires  a 
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knowledge  of  dividend  policies.  One 
client  of  mine — president  of  a  large 
company — was  up  against  it  because 
he  had  paid  a  20  per  cent  dividend 
for  three  years.  His  old  lady  stock¬ 
holders  had  bought  limousines  and  be¬ 
come  accustomed  to  Florida  winters 
and  he  knew  what  would  happen  to 
him  when  he  passed  a  dividend. 

Financial  management  also  requires 
a  knowledge  of  balance  sheet  analysis. 
A  lot  of  manufacturers  have  recently 
found  out  that  it  is  advisable  to  have 
the  ratio  of  current  assets  to  current 
liabilities  something  over  200  per 
cent.  How  many  of  them  know  what 
their  ratio  of  cash  to  current  liabilities 
should  be,  or  the  ratio  of  fixed  assets  to 
net  worth,  of  sales  to  net  worth,  or  any 
one  of  half-a-dozen  other  ratios  equally 
vital  to  the  health  of  the  business? 

The  financial  manager  has  been 
learning  a  great  deal  during  the  last 
year  but  there  is  still  a  good  deal  that 
he  can  learn  to  advantage.  It  is  his 
duty  to  provide  the  money  for  the 
pay-roll  every  Saturday  night  and  to 
keep  the  company  from  “going  broke” 
in  hard  times.  Both  are  important,  as 
a  great  many  concerns  have  learned  to 
their  sorrow  since  1920. 

IV 

Duties  of  Sales  Management. — Sales 
Management  has  been  defined  as  “the 
art  of  keeping  men  on  the  road,  away 
from  their  families  six  days  a  week, 
and  making  them  think  they  like  being 
thrown  out  of  other  fellows’  offices.” 
Aside  from  this  inspirational  side  of 
the  work  there  is  the  instruction  side. 
Scientific  salesmanship  courses  are  ad¬ 
vertised  in  the  magazines.  It  may  not 
be  possible  to  teach  a  salesman  the 
exact  answer  to  every  objection  of  the 
prospective  customer  but  a  lot  of 
companies  have  gone  a  long  way  to¬ 
ward  such  a  goal. 


The  real  duty  of  the  sales  manager  is 
to  secure  the  sale  of  the  largest  possible 
volume  of  goods,  at  the  highest  price 
per  unit,  and  at  the  least  cost  to  sell. 
Very  often  he  has  to  do  this  in  spite  of 
the  fact  that  the  commonest  way  of 
rewarding  salesmen — the  commission 
on  sales — is  a  direct  incentive  to  price 
cutting.  The  wife  of  one  ingenious 
salesman  I  knew  about  induced  him  to 
get  a  written  guaranty  from  the 
president  of  the  company  for  com¬ 
mission  in  proportion  to  price  secured 
in  addition  to  commission  on  volume. 
On  the  higher  prices — which  it  seemed 
impossible  to  secure — this  commission 
was  enormous.  In  a  short  time  this 
salesman  was  for  some  months  pulling 
down  $10,000  and  $15,000,  selling  at 
prices  30  and  40  per  cent  above  the 
previous  level.  Eventually  it  was 
disclosed  that  he  had  formed  a  little 
combination  in  restraint  of  trade  with 
the  two  principal  rival  salesmen.  They 
wnre  apportioning  the  business  and 
getting  rich  out  of  it  while  the  con¬ 
sumer  was  holding  the  bag. 

It  is  also  the  duty  of  the  sales 
manager  to  dispose  of  all  goods  manu¬ 
factured  which  are  of  sufficiently  good 
quality  to  serve  the  purpose  for  which 
they  were  designed,  provided  they 
will  do  this  for  a  sufficient  length  of 
time  to  maintain  continuously  the 
reputation  of  the  company.  In  spite 
of  popular  slogans  the  customer  is  not 
always  right.  When  he  makes  un¬ 
reasonable  objection  it  is  the  duty  of 
the  sales  manager  to  see  that  the  sales¬ 
man  does  his  best  to  persuade  him  that 
he  is  wrong  and  to  secure  acceptance  of 
the  goods.  In  the  past  there  has  been 
entirely  too  much  unfair  blaming  of 
the  factory  when  rejections  have 
occurred.  The  best  way  to  correct 
this  evil  is  to  form  a  standards  com¬ 
mittee  composed  of  the  sales  manager, 
superintendent,  and  chief  inspector,  to 
determine  in  detail  just  what  con- 
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stitutes  first  quality,  and  then  have 
the  sales  department  fight  for  the 
acceptance  of  everything  up  to  this 
standard. 

The  sales  manager  must  know  how 
to  work  out  a  “competitive  analysis” 
of  the  product  which  will  show  just 
what  must  be  done  to  increase  the 
volume  of  sales  and  the  margin  be¬ 
tween  cost  and  sales  price.1  He  must 
understand  market  analysis,  the  vari¬ 
ous  methods  of  marketing,  and  must 
have  sufficient  knowledge  of  adver¬ 
tising  to  realize  exactly  what  sort  of 
technical  assistance  is  required.  He 
must  be  familiar  with  the  various 
methods  of  setting  sales  quotas  and 
with  the  various  follow-up  systems. 
He  must  understand  the  problems  of 
salesmen.  He  must  know  how  to  get 
business.  He  must  be  able  to  organ¬ 
ize  a  sales  convention.  He  must  be  a 
merchandiser  and  he  must  know  what 
every  market  fluctuation  means.  With¬ 
out  sales  management  there  is  no  pro¬ 
duction  and  the  business  ceases  to  exist. 

V 

Plant  Management — General  Man¬ 
agement.  Production  management  is 
usually  the  concern  of  the  plant  man¬ 
ager.  His  job  is  to  turn  out  the  largest 
possible  quantity  of  goods  of  salable 
quality  at  the  lowest  cost.  He  is  ex¬ 
pected  to  know,  besides  the  technical 
details  of  manufacture  peculiar  to  the 
particular  product,  standardization  of 
product  and  machines,  storage  and 
sometimes  purchase  methods,  pro¬ 
duction  control,  rate  setting,  personnel 
management,  costs,  organization,  com¬ 
mittee  organization,  graphic  control, 
and  sometimes  profit-sharing.  He 
must  be  a  diplomat  and  about  seven 
kinds  of  an  engineer.  He  must  be 
quite  a  smart  man  these  days. 

The  general  management  is  the  co- 

1  See  article  on  “Administrative  Control’’  in 
Administration  for  May,  1922. 


ordinator  of  these  three  main  activities 
— financial  management,  sales  manage¬ 
ment,  and  production  management. 
The  man  who  would  organize  a  busi¬ 
ness  so  that  it  will  attain  the  ideals  for 
which  it  is  being  created  must  have 
had  experience  in  all  three  classes. 
One  of  the  worst  weaknesses  of  our 
American  industries  has  been  that  they 
have  grown  up  over  night  under  the 
control  of  some  super-personality,  who 
has  been  trained  in  only  one  branch  of 
management  with  the  result  that  what 
seemed  in  times  of  prosperity  to  be  a 
strong  healthy  organization  has  utterly 
collapsed  under  the  strain  of  industrial 
depression. 

VI. 

Procedure  for  Reorganization.  Re¬ 
organization  of  the  usual  business  must 
start  with  the  acceptance  of  a  premise. 
The  second  stage  is  analytical  and  the 
rest  is  constructive  education  and  in¬ 
spiration.  Actually  the  work,  to  be 
successful,  should  follow  along  the 
lines  indicated  in  the  following  para¬ 
graphs. 

Practical  industrial  organization  is  a 
matter  of  fitting  the  existing  or  obtain¬ 
able  personnel  to  the  physical  layout 
best  fitted  to  the  conduct  of  the  business, 
in  such  a  way  as  to  attain  the  maximum 
continuous  return  on  the  investment  with 
the  least  friction. 

1.  The  first  step  is  an  analysis  of  the 
physical  layout  of  the  business.  One  man 
cannot  supervise  two  shops  half  a  mile 
apart  to  advantage,  nor  can  one  salesman 
cover  Maine  and  Texas. 

2.  The  second  step  is  the  determination 
for  the  business  as  a  whole  and  by  de¬ 
partments,  of  the  standards  which  may 
with  reasonable  effort  be  attained.  This 
includes : 

(a)  Tangibles,  such  as  standard  outputs, 
sales  quotas,  budgeted  expenditures,2 
etc. 

2  This  includes  expense  and  implies  getting  the  work 
done  with  the  fewest  executives  who  can  do  the  work 
effectively. 


STOCKHOLDERS 


432 


ADMINISTRATION 


VOL.  V 
No.  4 


Figure  1.  Standard  Organization  Chart.  (Dash  Line  Indicates  Staff  Assistants) 
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(b)  Intangibles  such  as  loyalty,  esprit  de 
corps,  individual  initiative,  co-opera¬ 
tive  effort,  discipline,  the  spirit  of 
“responsibility  for,”  to  replace  the 
spirit  of  “authority  over,”  etc. 

3.  The  third  step  is  the  combination  of 
duties  of  a  like  nature.  Sales  and  collections 
cannot  be  vested  in  the  same  person  to  ad¬ 
vantage.  The  research  type  of  man  cannot 
be  expected  to  boss  a  crew  of  roughnecks. 

4.  The  fourth  step  is  the  visualization,  by 
means  of  a  chart  and  a  written  description, 
of  the  standard  organization  best  fitted  to 
the  business  in  question. 

5.  The  fifth  step  is  an  analysis  of  the 
existing  personnel.  If  you  go  outside  the 
existing  personnel  for  executives  when  you 
already  have  good  material  in  the  organiza¬ 
tion,  you  injure  its  morale.  Good  men  and 
ambitious  men  will  not  remain  with  a 
concern  which  always  goes  outside  when¬ 
ever  a  desirable  position  is  to  be  filled. 

6.  The  sixth  step  is  the  determination  of 
the  immediate  steps  which  can  safely  be 
taken  toward  the  attainment  of  the 
determined  standards.  This  always  repre¬ 
sents  a  compromise  between  the  standard 
and  what  is  possible  or  wise  at  the  moment. 
A  preliminary  or  compromise  chart  is 
usually  drawn  up  and  a  temporary  manual 
issued  for  the  purpose  of  consolidating  the 
first  gains  toward  the  standard. 

7.  The  seventh  step  is  the  education  of 
the  personnel  to  their  new  duties  by  means 
of  the  preliminary  or  compromise  chart 
and  manual.  This  requires  tact,  courage, 
impartiality,  and  firmness  upon  the  part 
of  the  chief  executive. 

8.  The  eighth  step  is  an  agreement  upon, 
and  the  carrying  out  of,  a  plan  for  reaching 
the  standard  organization  by  systematic 
steps  within  a  reasonable  time. 

9.  The  ninth  and  succeeding  steps  consist 
of  the  gradual  approach  to  the  standard 
organization  by  such  measures  as  will  cause 
the  least  friction,  loss  of  morale,  loss  of 
production  and  quality,  the  least  increase 
in  cost  of  production,  and  consequently  the 
minimum  loss  in  earnings.  This  is  the  true 
test  of  the  courage  and  ability  of  the  chief 
executive. 

These  steps  are  always  taken,  con¬ 
sciously  or  unconsciously,  in  every 


organization  which  is  functioning  in 
such  a  way  as  to  secure  maximum 
profits  from  operations.  Andrew  Car¬ 
negie  valued  his  organization  more 
highly  than  either  capital  or  plants. 
He  knew  that  with  a  good  organiza¬ 
tion  and  his  reputation  as  a  successful 
operator  he  could  secure  capital  at  a 
moment’s  notice,  while  the  building  of 
a  successful  organization  required  years 
of  careful  effort. 

VII 

Standard  Organization  Chart — Cor¬ 
porate  Organization.  The  accompany¬ 
ing  standard  organization  chart  (page 
432)  was  drawn  up  for  a  large  steel 
company  to  represent  the  ideal  for 
which  its  management  was  to  strive. 
We  stated  at  the  time  that  its  attain¬ 
ment  would  depend  upon  the  ability 
of  the  chief  executive  of  the  company 
and  upon  the  ability  of  the  personnel 
he  would  be  able  to  develop.  It  should 
not  be  concluded  that  we  believed  this 
was  the  only  way  to  organize  the  com¬ 
pany.  We  made  it  clear  that  details 
would  undoubtedly  have  to  be  altered 
to  suit  conditions  which  existed  from 
time  to  time  and  that  compromises 
would  have  to  be  made  to  utilize 
available  personnel  to  the  best  ad¬ 
vantage.  We  regarded  it  rather  as  a 
goal  to  be  systematically  striven  for, 
with  as  few  compromises  as  possible 
until  the  principles  which  it  illustrated 
should  be  attained  as  nearly  as  could 
be  with  material  so  unstable  as  even 
the  best  obtainable  human  material 
was.  Following  is  a  description  of  the 
organization  set  forth  in  the  chart. 

Corporate  Organization.  We  do  not 
propose  to  discuss  the  corporate  or¬ 
ganization  except  to  state  that  the 
authority  of  corporate  officers,  as  such, 
must  be  confined  to  corporate  matters3 

*  These  cover  presiding  at  directors’  meetings  and 
similar  duties  prescribed  by  the  by-laws  of  the  corpora¬ 
tion. 
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if  disorganization  and  serious  loss  of 
morale  are  to  be  avoided. 

Corporate  officers  may,  and  should, 
function  in  other  capacities,  but  only 
when  specifically  assigned  to  such 
duties  by  the  management.  For 
example,  the  vice-president  who  pre¬ 
sumes  upon  his  rank  as  such,  when  his 
duties  are  really  confined  to  the  office 
of  sales  manager,  to  go  out  into  the 
plant  and  give  to  the  workers  orders 
contrary  to  those  already  issued  by  the 
general  manager  through  the  works 
manager — causes  not  only  misunder¬ 
standing  but  destroys  discipline  to  an 
extent  which  cannot  in  the  end  do 
otherwise  than  cost  a  company  thous¬ 
ands  of  dollars. 

Corporate  officers  who  function  as 
line  officers  should  give  orders  only 
under  their  line  title — as  sales  man¬ 
ager,  works  manager,  director  of  pur¬ 
chase,  comptroller,  etc.  Their  corpo¬ 
rate  title  may  be  used  to  add  to  their 
prestige,  but  they  have  no  right  to  issue 
orders  to  the  line  because  of  such  title, 
as  it  gives  them  no  line  authority 
whatsoever. 

VIII 

Line  and  Staff.  Line  authority  and 
what  is  more  important,  responsi¬ 
bility — is  created  for  the  purpose  of 
securing  prompt  action  upon  all  orders 
given  under  duly  constituted  authority. 
These  orders  should  follow  the  course 
of  the  solid  lines  on  the  chart.  A 
responsible  head  should  be  provided 
for  every  department  at  all  times. 
This  means  that  every  department 
head  should  have  a  formally  appointed 
substitute 4  to  assume  his  duties  when 
he  is  absent.  In  no  other  way  can  con¬ 
fusion  be  avoided  and  discipline  be 
maintained.  Every  line  officer  must 
know  from  whom  he  is  to  take  orders 
and  to  whom  he  is  authorized  to  give 

4  This  substitute  may  be  an  assistant  or  understudy, 
or  a  superior. 


orders.  He  should  also  be  given 
written  instructions  as  to  what  his 
duties  are,  and  as  to  the  territory,  per¬ 
sonnel,  expenditure,  and  results  for 
which  he  is  responsible. 

Staff  authority  is  purely  advisory. 
Orders  as  to  when  and  with  whom  to  do 
the  work  are  the  function  of  the  line. 
However,  in  cases  where  it  is  so 
specified  in  writing,  staff  officers  may 
indicate  how  to  do  the  work.  An 
inspector,  for  instance,  may  dictate 
certain  requirements  as  to  finish,  etc., 
to  a  machinist,  but  orders  as  to  when 
this  work  is  to  be  done  and  as  to  who 
is  to  do  it  must  be  given  only  by  the 
line  officers — the  superintendents,  fore¬ 
men,  etc.  Staff  officers  must  never  give 
line  orders  to  line  officers  or  to  work¬ 
men. 

IX 

Managerial  Organization — Manage¬ 
ment.  No  business  can  function  at  a 
maximum  efficiency  without  a  head 
who  is  accessible  at  all  times  and  who 
is  duly  authorized  to  take  such  imme¬ 
diate  action  as  any  emergency  may 
demand.  Many  successful  businesses 
have  ultimately  failed  because  one  man 
has  done  everything  himself  until  he 
has  secured  a  monopoly  of  experience, 
leaving  no  one  capable  of  following  in 
his  footsteps.  Many  avoidable  losses 
have  occurred  because  in  the  boss’s 
absence  no  one  was  authorized  to  take 
the  steps  necessary  to  meet  an  emer¬ 
gency. 

The  way  to  avoid  such  losses  is  to 
provide  for  a  continuously  functioning 
management  composed  of  two  men 
each  of  whom  is  thoroughly  familiar 
with  every  important  detail  of  the 
business.  Each  should  inform  the 
other  of  all  important  steps  taken  and 
both  should  be  thoroughly  familiar 
with  the  policy  of  the  business  so  that 
each  may  act  with  full  knowledge  in 
the  absence  of  the  other. 
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Very  often  the  management  is  com¬ 
posed  of  the  president  and  the  general 
manager,  the  president  concerning 
himself  with  administrative  matters 
and  the  general  manager  acting  as 
executive — with  the  carrying  out  of 
the  policies. 

The  determination  of  company  pol¬ 
icies  requires  the  study  of  such 
matters  as  are  covered  by  the  “Ad¬ 
ministrative  Control  Book”5  the  study 
of  market  and  financial  trends,  labor 
conditions,  and  all  other  matters 
which  in  the  final  analysis  determine 
the  amount  of  profit  which  a  company 
earns.  In  a  large  corporation  this  is 
a  big  job  for  one  man.  In  the  de¬ 
termination  of  such  policies  the  presi¬ 
dent  is  assisted  by: 

1.  Staff  counsel,  consisting  of  retained  or 
specially  engaged  legal,  financial,  account¬ 
ing,  tax,  and  advertising  specialists;  also 
by  consulting  engineers — technical  and 
industrial — metallurgists,  etc. 

2.  Sales  committees,  composed  of  those 
best  able  to  advise  the  president  as  to 
market  conditions,  probable  future  busi¬ 
ness,  and  reasonable  sales  quotas,  most 
effective  methods  of  rewarding  salesmen, 
changes  in  quality  demanded,  opportunities 
for  entering  new  fields  or  for  a  new  type  of 
product,  etc. 

3.  Works  committees,  composed  of  those 
best  able  to  advise  him  as  to  betterments, 
standards,  wages  and  like  matters  which 
pertain  to  manufacture  and  plant  condi¬ 
tions.  The  sales  department  should  have  a 
representative  on  all  works  committees 
which  affect  sales  and  the  plant  on  all  sales 
committees  whose  advice  is  likely  to  affect 
the  works  policy. 

The  general  manager  should  act  as 
chairman  of  the  more  important  com¬ 
mittees,  such  as  the  general  sales  com¬ 
mittee.6  Chairmen  of  other  com¬ 
mittees,  such  as  the  betterment  com- 

5  See  article  on  “Administrative  Control,”  in 
Administration  for  May,  1922. 

8  An  increasingly  large  number  of  businesses  are 
holding  annual  or  semiannual  sales  conventions  to 
which  all  salesmen  are  invited  and  at  which  the  general 
sales  policy  is  determined  for  the  period. 


mittee,  should  report  findings  to  him  in 
writing. 

The  division  of  administrative  and 
executive  duties  between  president  and 
general  manager  depends  somewhat 
upon  the  capabilities,  experience,  and 
preferences  of  each.  The  main  thing 
is  to  have  policy  systematically  and 
thoroughly  developed  upon  a  basis  of 
facts  before  action  is  demanded  and 
then  to  insure  such  policy  being  carried 
out  promptly  and  effectively. 

X 

Department  Heads.  The  fewer  de¬ 
partment  heads  there  are  reporting 
direct  to  the  management,  the  more 
time  the  management  will  have  for 
investigation,  for  constructive  thought, 
for  contact  with  outside  business  and 
professional  men,  and  for  following  up 
and  insuring  the  carrying  out  of  orders 
given.  This  last  is  especially  im¬ 
portant  as  nothing  so  weakens  the 
effectiveness  of  an  organization  as  to 
fail  to  insist  on  every  order  given  being 
carried  out  to  the  letter. 

A  chief  executive  who  has  a  dozen 
or  so  men  coming  to  him  for  orders  and 
running  in  to  have  the  details  of  their 
disputes  settled  spends  all  his  time 
settling  quarrels  and  listening  to  men 
who  want  to  “keep  solid”  with  the 
boss.  He  should  investigate  all  de¬ 
partments  but  should  give  his  orders 
through  as  few  channels  as  possible. 

It  will  be  noted  by  reference  to  the 
chart  that  there  are  only  five  depart¬ 
ment  heads  taking  orders  directly  from 
the  management — the  sales  manager, 
the  comptroller,  the  works  manager, 
the  industrial  engineer,  and  the  pur¬ 
chasing  agent.  These  should  keep  the 
management  in  touch  with  the  five 
main  divisions  of  the  business.  The 
heads  of  these  departments  must  be 
men  capable  of  standing  on  their  own 
feet,  of  making  decisions  within  their 
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departments,  and  of  running  their  de¬ 
partment  just  as  if  it  were  their  own 
business.  They  should  report  at 
regular  hours7  for  conference  with  their 
chief,  and  should  be  trained  to  dis¬ 
tinguish  between  what  is  important 
enough  to  warrant  discussion  and  what 
is  so  trivial  as  to  waste  time.  Leisure 
for  constructive  thought  is  necessary 
if  the  management  is  to  conduct  the 
business  efficiently. 

XI 

Sales  and  Purchasing  Department. 
If  the  sales  department  does  not  func¬ 
tion  effectively,  no  other  department 
can  be  run  efficiently.  Volume  of  sales 
means  volume  of  production  and  cheap 
manufacturing  costs.  Large  sales  mean 
mass  purchasing  and  better  prices 
from  those  who  furnish  raw  materials. 
The  sales,  manufacturing,  and  pur¬ 
chasing  departments  can  each  earn  a 
profit  and  the  books  should  be  so 
arranged  as  to  show  these  three 
profits. 

The  chief  duties  of  the  sales  manager 
are  to  sell: 

1.  A  maximum  volume 

2.  At  the  maximum  price  obtainable 

3.  For  the  minimum  cost  to  sell 

The  best  way  to  accomplish  this  is  a 
matter  for  conference  between  the 
management  and  the  sales  manager, 
assisted  periodically  by  the  sales 
committee,  backed  by  charts  and 
figures  showing  territorial  sales,  cost  to 
sell,  prices  obtained,  and  other  vital 
matters,  and  by  expert  staff  counsel. 

The  efficiency  of  the  purchasing  de¬ 
partment  can  be  directly  judged  by  the 
profit  shown,  as  the  cost  of  materials 

7  The  best  way  is  to  schedule  these  people  at  regular 
hours  each  afternoon.  Then  each  one  knows  when  he 
must  get  through  and  so  condenses  his  report.  The 
chief  can  have  a  file  for  each  one  in  which  he  collects 
memoranda  of  matter  to  be  taken  up  with  each  at  the 
regular  conference  hours.  All  special  or  emergency 
data  should  be  secured  by  a  secretary.  See  description 
of  German  method  in  “America  vs.  Europe  in  Industry,” 
by  Dwight  T.  Farnham. 


and  supplies  when  bought  is  balanced 
against  the  cost  of  the  same  materials 
when  they  are  charged  into  work  in 
process.  A  purchasing  department 
which  consistently  bought  small  quan¬ 
tities  on  a  rising  market  or  large 
quantities  on  a  falling  one  would 
hardly  be  considered  efficient.  The 
maintenance  of  purchase  profits  at  the 
minimum  implies  a  certain  amount  of 
prediction  of  the  future.  This  means 
constant  conferences  between  the  pur¬ 
chase  department  and  the  manage¬ 
ment,  which  in  its  administrative 
capacity  is  continuously  laying  down 
or  altering  the  policy  of  conducting  the 
business  in  the  light  of  information 
obtained  through  personal  outside 
contacts,  through  staff  counsel,  and 
from  the  comptroller’s  department. 

XII 

Comptroller's  Department.  This  is 
purely  a  service  department  which 
secures  for  the  management  the  in¬ 
formation  needed  to  operate  the  busi¬ 
ness  continuously  at  a  maximum  of 
profit.  It  is  divided  into  five  divisions, 
whose  respective  functions  are  as 
follows : 

1.  The  statistical  division  keeps  up  the 
“Administrative  Control  Book,”  explains 
and  comments  regularly  to  the  manage¬ 
ment  upon  the  fluctuations  in  the  charts 
and  figures  it  contains,  and  furnishes  all 
general  data8  required  for  the  intelligent 
conduct  of  the  business. 

2.  The  accounting  division  is  responsible 
for  the  maintenance  of  a  true  record  of  all 
business  transactions.  It  also  prepares 
expense  budgets  six  months  or  a  year  in 
advance,  and  calls  the  attention  of  the 
management  to  deviations  therefrom.  When 

•  This  division  should  be  made  responsible  for  reading 
trade  papers  of  certain  sorts,  some  standard  financial 
and  economics  publications,  and  some  service  similar 
to  the  Harvard  Economic  Service  or  Babson’s.  Impor¬ 
tant  articles  of  special  interest  to  the  management  or 
to  department  heads  should  be  marked.  It  should  also 
endeavor  to  form  conclusions  as  to  market  tendencies 
for  the  purpose  of  assisting  in  the  preparation  of  sales 
quotas  for  use  in  budgeting. 
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such  deviations  are  serious  and  are  within 
the  control  of  the  department  heads  re¬ 
sponsible,  the  management  should  call  for 
a  written  report  from  such  department 
heads  upon  the  reasons  therefor.  Respon¬ 
sibility  for  departmental  expense  should 
rest  with  the  department  head,  and  devia¬ 
tions  from  the  amounts  agreed  upon  with 
the  management,  when  such  expense  is 
budgeted,  should  be  strictly  accounted  for. 
This  holds  expense  and  cost  of  manufacture 
at  a  minimum  as  nothing  else  will. 

3.  The  costing  division  is  responsible  for 
furnishing  the  management  with  a  true 
picture  of  costs  of  production  soon  enough 
after  expenditure  is  incurred  to  make  it 
possible  to  analyze  reasons  for  exception¬ 
ally  low  costs  and  to  make  such  low  costs 
permanent  and  to  correct  faults  responsible 
for  unusually  high  costs  before  the  attend¬ 
ant  circumstances  have  been  forgotten. 
The  division  is  responsible  for  furnishing 
costs  of  such  a  nature  as  to  provide  safe 
bases  for  fixing  selling  prices. 

4.  The  pay-roll  division  is  responsible  for 
the  prompt  and  correct  payment  of  all 
employees. 

5.  The  stenographical  division  should 
contain  all  stenographers  and  typists  not 
devoting  their  entire  time  to  serving  an 
important  executive  in  a  secretarial  capac¬ 
ity.  This  division  acts  as  a  reservoir  from 
which  stenographers  can  be  drawn  as 
needed,  keeps  all  of  them  busy,  and  saves 
expense. 

XIII 

Industrial  Engineering  Department. 
This  is  also  a  service  department  whose 
head  as  a  staff  officer  reports  directly 
to  the  management.  It  is  the  duty 
of  the  industrial  engineer  to  act  as 
chief  maintenance  man  for  the  man¬ 
agement  in  all  matters  having  to  do 
with  the  management  methods  re¬ 
sponsible  for  the  efficient  operation  of 
the  business.  He  is  responsible  for 
the  maintenance  of  the  control  system 
in  all  its  ramifications — for  the  order  con¬ 
trol,  for  the  production  control,  which 
includes  material  control,  equipment 
control,  etc.,  and  for  shipping  control. 


The  discipline  of  the  personnel  in 
these  departments  is  usually  best  left 
to  the  line  head  (superintendent  usu¬ 
ally)  of  the  department  in  which  the 
control  clerks  are  located.  But  under 
no  circumstances  should  the  method  of 
control  as  covered  by  written  instructions 
be  changed  unless  ordered  in  writing  by 
the  industrial  engineer,  his  written 
order  to  be  countersigned,  of  course,  by 
the  management.  If  this  rule  is  not 
strictly  enforced  the  whole  fabric  of 
control  will  disintegrate  within  a  com¬ 
paratively  short  time. 

The  industrial  engineer  besides  con¬ 
tinually  maintaining  the  plant  control, 
investigates  special  problems  for  the 
management  in  all  departments,  in¬ 
cluding  sales,  comptroller’s  and  pur¬ 
chase.  He  is  responsible  for  the 
efficiency  of  operation  of  the  business 
as  a  whole,  and  it  is  his  duty  so  to 
advise  the  management  that  the 
necessary  orders  may  be  given  to  the 
line  executives  to  insure  maximum 
earnings  with  a  minimum  of  friction. 

XIV 

Works  Manager.  The  works  man¬ 
ager  is  in  charge  of  the  third  depart¬ 
ment  productive  of  profit,  and  efficient 
management  of  that  department  is  no 
less  important  than  in  the  sales  de¬ 
partment  if  profits  are  to  be  main¬ 
tained  at  the  maximum. 

His  organization  should  in  general 
form  follow  that  of  the  management, 
but  he  should  determine  the  details  of 
his  works  policy  in  conference  with  his 
staff,  which  consists  of  the  metal¬ 
lurgist,  the  chief  engineer,  the  em¬ 
ployment  manager  and  the  chief  in¬ 
spector.  The  assistant  works  man¬ 
ager  is  in  active  charge  of  operation 
and  transmits  the  orders  issued  by  the 
works  manager  to  the  five  superin¬ 
tendents. 

This  arrangement  conserves  the  time 
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of  the  works  manager  and  gives  him  time 
for  analysis  of  conditions  and  con¬ 
structive  thought.  The  arrangement 
requires  able  assistants,  especially 
in  the  engineering  divisions,  whose 
head  must  have  considerable  executive 
ability.  The  other  divisions  simply 
combine  like  work  under  a  single  head, 
wTho  must  be  an  able  man.  It  is  al¬ 
ways  cheaper  in  the  end  to  hire  one 
$500  man  and  delegate  to  him  full 
authority  over  a  fairly  large  division 
than  to  hire  two  $300  men  who  fight 
with  each  other  and  conduct  their 
divisions  inefficiently. 

XV 

Conclusion.  In  drawing  up  the  chart 
considerable  detail  is  indicated  which 
is  not  discussed  in  the  present  article. 
It  will  be  found  in  general  that  the 
rules  laid  down  at  the  beginning  of  this 
discussion  have  been  followed. 

So  much  for  the  practical  procedure 
involved.  We  have  a  great  deal  to 
learn  in  this  country  about  organi¬ 
zation.  I  realized  that  very  keenly 


when  I  was  making  a  study  of  organ¬ 
ization  methods  in  Europe.  Because 
high  labor  costs  and  high  standards 
of  living  have  forced  us  to  excel  in 
machine  tools  and  mass  production, 
we  think  we  excel  in  everything. 

Some  of  our  largest  industries  are 
organized  in  a  way  that  would  seem 
ridiculous  to  the  manager  of  the  usual 
moderate  sized  plant  in  the  newer 
parts  of  the  country.  Old  industries 
are  sometimes  dead  at  the  top.  On 
the  other  hand,  it  is  hard  to  grow 
rapidly  without  malformation. 

It  is  also  to  be  remembered  that  the 
man  of  acquisitive  genius  is  seldom  an 
executive  of  the  first  class.  And  that 
the  great  bankers  and  lawyers  usually 
lack  factory  and  sales  experience. 
Eventually  we  will  evolve  trained 
professional  administrators  and  execu¬ 
tives,  such  as  they  have  in  Germany. 
In  the  meantime  labor  and  the  stock¬ 
holder  will  pay  for  our  lack  of  ex¬ 
perience.  The  hopeful  thing  is  that  we 
are  progressing  and  that  theory  and 
experience  are  being  slowly  merged  and 
made  available  to  the  rising  generation. 


A  BALANCED  SALES  POLICY 


BY  HAROLD  A.  McLEAN* 


THERE  is  a  tendency  nowadays  to 
overlook  the  obvious,  or  little¬ 
changing  fundamentals  of  business 
success,  and  delve  into  concealed  nooks 
for  the  extraordinary.  We  search  the 
land  over  for  “clever”  executives,  for 
shrewd  sales  plans,  for  the  striking 
and  the  unusual,  while  the  tried,  old, 
commonplace,  goes  begging  from  our 
door. 

“Times,”  we  say,  “have  changed. 
This  is  an  era  of  movement,  the  day 
of  the  new  idea  and  the  brilliant 
coup.  Brains  alone  count  in  producing 
profits.” 

It  is,  therefore,  with  a  feeling  of 
deep  concern  and  not  a  little  hesitancy, 
that  the  sales  plans  and  policies  that 
have  resulted  in  the  continued  growth 
of  our  company  through  good  years 
and  bad  are  here  presented.  We  have 
grown,  but  in  that  growth  we  cannot 
get  over  the  idea  that  we  have  been 
plain,  plodding  apostles  of  the  common¬ 
place.  There  is  very  little  to  our  sales 
policy  as  such.  It  simply  hammers 
away  persistently,  consistently  and  in¬ 
sistently  toward  the  end  of  making  as 
many  contacts  with  as  many  cus¬ 
tomers  as  possible.  Once  the  contact 
has  been  made  we  expect  the  product 
of  our  factory  to  sell  itself;  the  sales¬ 
men’s  function  then  is  one  of  seeing 
that  the  product  is  given  a  fair  trial, 
and  that  the  purchaser  of  it  is  given 
all  that  we  have  promised  him,  and 
more.  We  are  old-fashioned  enough 
to  believe  in  the  time-worn  saying 
that  “the  goods  are  the  thing,”  and 
in  that  belief  root  our  whole  business. 
The  factory  is  the  real  front  line  of 

*  Vice-President  and  General  Manager  W.  B. 
McLean  Manufacturing  Company. 


our  sales  force;  the  salesmen  are 
merely  its  scouts  and  outposts. 

II 

Co-operation  between  Factory  and 
Salesmen.  Long  ago  this  company 
realized  the  close  connection  of  factory 
and  sales.  Over  80  per  cent  of  our 
orders  are  either  directly  or  indirectly 
traceable  to  old  and  satisfied  customers, 
and  blind  would  we  be  indeed  to  have 
ignored  such  proof.  Our  sales  depart¬ 
ment  has  been  appreciative  of  it,  and 
in  turn  our  factory  has  realized  its  own 
importance,  but  has  also  realized  the 
importance  of  thoughtful  co-operation 
and  contact  with  the  customer  through 
a  well-informed  sales  department. 

The  salesmen  of  our  company  are 
students  of  their  customers’  problems. 
They  rely  on  the  factory  and  engineer¬ 
ing  departments  to  produce  the  right 
goods  at  the  right  price.  The  factory, 
on  the  other  hand,  relies  on  the  sales 
force  to  make  the  correct  interpreta¬ 
tion  to  it  of  the  customers’  needs. 
Mutual  co-operation  between  sales  and 
factory  in  this  respect  has  been  largely 
responsible  for  the  increasing  quantity 
production  of  our  standardized  units 
and  the  consequent  lessening  of  costs 
to  the  purchaser.  We  have  depended 
upon  an  intelligent  intermingling  of 
thoughts,  ideas,  and  interests  between 
sales  and  production,  and  it  has  done 
more  to  stimulate  results  than  any 
quantity  of  sales  promotion  talk  and 
enthusiastic  after-dinner  speeches. 

None  of  us  is  master  of  all  trades. 
Organizations,  big  or  small,  have  their 
strength  and  life  in  co-operation.  And 
co-operation  has,  as  its  crude  begin- 
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ning,  mutual  appreciation  and  confi¬ 
dence  in  the  men  who  are  “rowing  on 
the  other  side  of  the  boat.”  A  factory 
man — the  man  who  knows  his  product 
most  intimately  and  thoroughly — 
often  makes  the  most  miserable  sales 
contact.  He  is  wise  when  he  realizes 
this. 

A  hub  is  no  good  without  spokes, 
rim,  axle,  and  drive  shaft,  and  so  it  is 
with  an  organization.  One  good  de¬ 
partment  is  useless  without  reliable 
dependents.  And,  just  as  a  wheel, 
after  it  is  constructed  with  good  parts 
cannot  move  itself,  so  we  must  have 
salesmen  and  advertising  to  set  the 
whole  in  motion.  With  our  advertis¬ 
ing  and  our  sales  force  we  start  the 
business  going,  keep  it  going  and 
speed  it  up  when  urging  is  necessary. 
However,  we  have  learned  to  look  not 
to  the  sales  and  advertising  depart¬ 
ments  for  help  of  this  kind,  but  to 
look  back  of  them  to  the  factory 
workers  and  to  the  designers  and 
engineers  whose  job  it  is  to  retain  cus¬ 
tomers,  and  prove  the  product  as  an 
economic  necessity.  Each  person  in 
factory,  office,  and  branch  is,  there¬ 
fore,  a  vital  part  of  the  selling  force. 
The  factory  sells  the  product  through 
the  salesmen  who  act  as  its  agents  or 
“go-betweens”  to  keep  shop  and  cus¬ 
tomers  in  touch. 

Ill 

Our  Operative  Organization.  The  day 
of  the  one-man  controlled  business 
seems  to  be  over  just  as  surely  as  the 
days  of  one-man  controlled  nations. 
Ours  is  an  open  corporation  in  which 
any  man  in  the  plant  may  become  inter¬ 
ested  to  whatever  extent  he  desires. 
A  close  bond  of  relationship  in  the  com¬ 
mon  interest  is  thereby  maintained 
with  the  result  that  there  is  a  continual 
movement  toward  betterment  in  prod¬ 
uct  and  method  as  well  as  a  tendency 


towards  elimination  of  wasted  time, 
effort,  and  material. 

If  we  were  asked  directly  what  keeps 
this  business  growing  we  could  answer 
truthfully : 

1.  Satisfied  customers. 

2.  Friends  of  customers. 

3.  Factory  workers  who  gratify  our  cus¬ 
tomers’  requirements  economically. 

4.  An  engineering  and  analytical  depart¬ 
ment  whose  job  it  is  to  see  that  the  factory 
works  on  the  right  plan  from  the  customers’ 
viewpoint,  and  in  continuous  systematic 
method. 

5.  Salesmen,  or  students  of  customers’ 
requirements,  whose  business  it  is  to  see 
that  the  customer  invests  his  money  most 
advantageously  for  himself,  and  then 
makes  the  proper  use  of  the  product  after 
receiving  it. 

6.  The  spirit  which  binds  the  several 
departments  of  the  organization  together 
in  harmony,  mutual  co-operation,  and 
appreciation. 

IV 

The  Story  of  Service.  “How  We 
Build  Business”  stories  are  copy-book 
stuff.  It  is  difficult  for  them  to  be 
otherwise  because  all  service,  in  the 
sense  of  being  a  good  servant,  is  the 
fundamental  principle  on  which  most 
successful  businesses  are  built.  “Serv¬ 
ice”  has  a  different  meaning  for  almost 
every  individual.  And  again,  it  has  a 
different  meaning  at  almost  every 
stage  of  that  individual’s  progress — 
though  the  principles  of  true  service 
never  vary.  It  remains  but  for  us  to 
discover  these  principles,  then  to  in¬ 
terpret  them  honestly  and  live  up  to 
them  unafraid  in  a  spirit  of  helpfulness 
and  unshakable  faith. 

At  times  like  the  present,  for  in¬ 
stance,  there  is  a  constant  temptation 
to  cut  quality,  cheapen  prices,  and  get 
orders  easily,  simply  because  we  can 
“get  away  with  it.”  By  starving  our 
own  product  we  could  cut  prices  20 
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per  cent,  make  greater  net  profit  than 
we  do  now,  underbid  the  cheapest  imi¬ 
tation,  and  at  the  same  time  give  the 
customer  a  better  product  than  the 
imitation. 

Every  manufacturer  of  quality  prod¬ 
ucts  has  this  very  problem  to  take  to 
heart  right  now.  Imitations  of  al¬ 
most  all  quality  products  are  the  in¬ 
sidious  pests  of  the  business  world. 
They  ape  the  form  and  substance,  yet 
lack  the  character,  vitality,  and  use- 
value  to  the  victim  upon  whom  they 
are  finally  landed.  They  are  bobbing 
up  now  as  never  before.  These  imita¬ 
tions  progress  on  the  gullibility  of  that 
type  of  buyer  who  is  always  ready  to 
believe  his  best  friend  is  stacking  the 
deck  against  him. 

And  there  are  many  such  buyers. 
That  is  what  makes  the  cheapening  of 
quality  and  price  a  temptation.  On 
the  other  hand,  watch  the  life  of  that 
cheap  imitation.  It  flickers  and  dies 
out.  It  is  necessarily  short-lived  be¬ 
cause  it  depends  for  existence  on  get¬ 
ting  new  customers — every  time.  Sure 
enough  when  one  dies  another  promptly 
bobs  into  place — but  the  permanence 
that  makes  for  solid  business,  is  not 
there.  In  the  history  of  this  business 
we  have  seen  no  less  than  20  such 
bubbles  of  imitation  spread  out,  grow 
unwieldy,  and  burst  in  a  spasm  of 
order  grasping.  It  is  encouraging, 
then,  to  turn  to  our  record  of  repeat- 
order  buyers  and  gain  renewed  inspira¬ 
tion  to  go  on  making  the  product  even 
better  in  use-value  to  the  customer, 
confident  that  enough  of  them  will 
realize  its  true  worth  to  maintain  our 
business  in  a  prosperous  and  growing 
condition. 

The  factory  whose  buying,  manu¬ 
facturing,  and  selling  interests  have 
so  much  in  common  that  the  lasting 
ability  of  the  product  knows  no  match ; 
whose  cost  is  kept  to  a  minimum;  and 
whose  selling  price  for  similar  quality 


is  below  any  other,  has  nothing  to  fear 
from  competition. 

V 

Our  Sales  Problem.  Our  product  is 
display  cases,  and  the  market  is  with 
any  progressive  wholesaler,  retailer,  or 
manufacturer  who  has  articles  or  wares 
that  should  be  displayed.  The  display 
units,  so  termed,  are  standardized  to 
one  size,  one  wood,  one  color,  one 
quality,  one  style,  one  price,  very  much 
along  accepted  quantity  production 
principles. 

To  appreciate  fully  what  this  stand¬ 
ardization  means  as  an  economic  force, 
glance  at  the  accompanying  chart, 


Figure  1.  Comparative  Chart  Showing 
Sales  Prices  and  Pay-roll.  Dotted 
Line  Indicates  1923  Prospect 


(Figure  1)  showing  the  tremendous 
growth  of  sales  as  compared  with  the 
increase  in  pay-roll.  Incidentally  we 
might  mention  that  our  workmen  are 
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the  highest  paid  in  the  industry  accord¬ 
ing  to  association  reports.  Such  is  the 
economic  power  of  complete  standard¬ 
ization.  It  pays  the  highest  wages, 
charges  the  lowest  prices,  and  yet 
makes  the  fairest  return  on  investment. 

In  use  in  retail  stores,  the  standard¬ 
ized  display  units  enable  quick  han¬ 
dling  of  sales,  greater  display,  and 
more  rapid  merchandise  turnover. 
Naturally  this  makes  them  econom¬ 
ically  helpful  to  the  user — they  make 
money  for  him  and  he  buys  more  as 
each  unit  pays  for  itself. 

A  single  display  unit  requires  but  a 
small  outlay  of  capital  and  even  the 
smallest  town  store  can  gradually  re¬ 
new  its  entire  equipment,  at  no  great 
cost  to  itself  at  any  one  time.  Our 
chief  sales  difficulty  is  in  breaking  up 
the  mental  picture  the  average  store 
owner  has  of  some  day  making  a  grand 
splurge  and  a  complete  sweeping  re¬ 
newal  of  all  his  equipment.  The  objec¬ 
tion  to  such  a  complete  renewal  at  one 
time  is  self-evident  to  the  business 
student.  Steady  progress  is  not  made 
by  exhausting  leaps  and  bounds  but 
rather  on  the  step-at-a-time  or  “unit- 
at-a-time  ’ ’  basis.  In  this  way  the  small 
capital  of  the  store  is  not  strained,  the 
increased  merchandise  inventory  does 
not  grow  unwieldy  over  night,  and  the 
volume  of  accounts  receivable  instead 
of  jumping  to  an  embarrassing  figure 
is  advanced  gradually  just  as  the  busi¬ 
ness  can  stand  it. 

Often  the  store  that  jumps  into 
complete  renewal  of  equipment  with 
a  bang  comes  down  with  a  dull  thud — 
for  no  other  reason  than  that  its  capital 
was  not  wisely  employed.  It  could 
not  stand  the  strain  of  yawning  months 
that  intervene  until  the  volume  of 
business  could  be  built  up.  This  only 
serves  to  prove  again  what  we  all 
know  so  well,  that  business  must  be 
built — not  grabbed. 

To  find  adequate  sales  markets  it 


becomes  necessary  again  for  us  to  sift 
out  from  the  seven  or  eight  hundred 
thousand  retailers  those  who  are  ear¬ 
nestly  seeking  better  business.  This  is 
not  such  an  easy  problem  as  it  sounds. 
At  first  thought,  one  would  think  every 
retailer  wanted  to  make  more  money. 
True  enough,  they  do  want  more 
money,  but  prefer  that  it  be  willed  to 
them,  handed  to  them,  or  wished  on 
them.  Comparatively  few  are  willing 
to  make  the  sacrifices  to  their  business 
that  improvements  demand.  Oppor¬ 
tunity,  to  them,  is  seldom  visualized 
through  betterment  to  their  own  busi¬ 
ness  but  rather  to  unlimited  wealth 
gained  through  investment  in  oil,  min¬ 
ing,  or  phantom  factories  that  will 
some  day  make  Ford  profits.  We  have 
ten  times  the  difficulty  in  selling  a  man 
on  the  future  of  his  own  business  than 
we  do  in  selling  him  our  own  display 
units ! 

VI 

Our  Sales  Plan.  This  company,  for¬ 
tunately,  has  never  had  a  “let  up”  in 
sales  efforts.  This  is  partly  because 
the  factory  has  kept  growing  ahead  of 
the  sales  department.  Our  salesmen 
did  not  become  softened  to  “easy  order 
getting”  as  many  did  and  this  has 
proved  of  great  advantage.  The  habit 
of  work  is  always  an  advantage,  just 
as  the  habit  of  training  keeps  the 
athlete  in  trim. 

Coming  down  to  the  actual  operation 
of  our  sales  plan,  we  simply  follow  up 
our  old  customers  many  of  whom  are 
gradually  equipping  their  stores  effi¬ 
ciently  on  the  unit-at-a-time  basis. 
The  unit  itself  is  our  star  salesman. 
A  unit  installed  creates  the  probability 
of  additional  sales  in  this  same  store, 
or  perhaps  to  a  friend  of  the  proprietor, 
or  to  a  clerk  starting  in  business  for 
himself.  We  have  proved  to  our  own 
satisfaction  that  concentration  on  the 
present  users  of  our  products  is  the 
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best  policy  for  our  salesmen  to  pursue. 
To  assist  the  salesmen  in  more  sys¬ 
tematically  carrying  out  such  a  policy 
we  have  devised  the  simple  record 
sheet  shown  in  Figure  2.  This  loose- 
leaf  record  is  inserted  in  a  pocket-size 
binder  and  covers  the  complete  mail¬ 
ing  list  in  the  various  salesmen’s  terri¬ 
tories.  Different  types  of  stores — drug, 
confectionery,  electric,  cigar,  etc. — are 


the  best  prospect  makes  no  apparent 
effort  to  secure  information. 

VII 

The  Sales  Plan  in  Operation.  This 
company  is  pioneering  in  the  sense  that 
plate  glass  display  cases  have  hereto¬ 
fore  not  been  considered  either  prac¬ 
tical  or  economical  for  small  stores. 
Quite  on  the  contrary,  however,  the 
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Salesmen’s  Territories 


designated  on  the  sheet  by  different 
symbols.  When  an  inquiry  is  received, 
the  letter  P  (prospect)  is  added  after 
the  symbol  of  business.  All  customers 
are  noted  with  a  red  C.  The  salesman 
records  calls  in  the  monthly  columns 
provided,  indicating  whether  the  cus¬ 
tomer  was  “in,”  “out,”  or  reached  by 
telephone.  His  trips  and  calls  can  be 
better  regulated  under  this  plan  and  an 
analysis  of  the  record  at  the  end  of  the 
year  proves  a  very  important  factor 
in  planning  the  next  year’s  operations. 

The  importance  of  seeing  old  cus¬ 
tomers  first  is  impressed  on  our  sales¬ 
men.  New  inquiries  are  used  as  a  basis 
for  working  up  new  customers,  but  we 
do  not  wait  for  inquiries,  because  often 


benefits  in  small  stores  are  greater 
proportionately  than  in  big  stores. 
The  small  store  owner  must  be  shown. 
He  is  skeptical,  as  should  be  expected. 
Our  sales  plan,  therefore,  follows  along 
educational  lines.  The  store  owner 
must  be  shown,  reshown,  and  re¬ 
peatedly  kept  in  touch  with  what  is 
being  accomplished  in  stores  similar 
to  his. 

To  do  this  economically  we  have 
distributed  our  modest  advertising  ap¬ 
propriation  into  four  channels,  i.e., 
national  and  trade  journal  publica¬ 
tions,  catalogues,  bi-monthly  house- 
organ,  and  letters.  The  broadcast 
advertising  helps  greatly  in  sifting 
out  from  the  hundreds  of  thousands  of 
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retailers  those  who  are  interested  in 
store  improvements  and  who  are  re¬ 
sponsive  to  suggestions.  This  adver¬ 
tising  helps  particularly  to  spread  the 
gospel  of  display  to  a  more  efficient 
extent  among  those  stores  that  already 
have  our  display  equipment.  In  addi¬ 
tion  to  this  it  is  the  custom  of  our  sales¬ 
men  to  watch  for  “live  wires”  on  their 
routes  and  thus  continually  add  to  the 
list  of  good  prospects. 

We  think  display,  preach  display, 
and  sell  display.  We  look  at  the  store 
from  the  customers’  viewpoint.  We 
keep  his  fixture  investment  to  a  mini¬ 
mum,  using  most  or  at  least  part  of 
his  old  equipment  unless  it  happens  to 
be  a  new  store  or  the  proprietor  is 
insistent  upon  purchasing  a  complete 
outfit.  Often  we  have  saved  store 
owners  from  overstepping  themselves, 
or  from  misplacing  their  investments 
in  profitless  departments. 

We  try  to  make  ourselves  expert  in 
the  other  fellow’s  business  so  as  to  be 
able  to  talk  intelligently  and  helpfully 
to  him.  For  us  to  talk  quality  of  fix¬ 
tures,  style,  finish,  alone  would  be  of 
little  value  to  the  customer  after  all — 
because  he  is  buying  for  results — not 
just  for  the  pleasure  of  renewing  his 


fixtures.  Once  we  succeed  in  getting 
the  most  skeptical  of  prospects  to  try 
a  display  unit  in  his  store  our  talking 
is  finished,  theory  is  at  an  end,  and  the 
display  unit  speaks  for  itself.  But 
again,  we  must  see  to  it  that  the  pros¬ 
pect  uses  the  unit  to  best  advantage 
by  trimming  it  with  seasonable  mer¬ 
chandise,  so  that  our  educational 
program  really  only  gets  a  new  start 
when  the  prospect  buys. 

Finally,  there  is  something  about  all 
customs,  systems,  habits,  and  methods 
that  makes  for  regularity.  But  regu¬ 
larity  palls.  Salesmen  get  tired  of 
using  the  same  “old  stuff”  over  and 
over  again.  It  is  a  good  idea,  we  find, 
to  encourage  salesmen  to  discover  new 
ways  of  doing  and  saying  the  same  old 
things — just  to  relieve  the  monotony. 

How  effective  all  this  has  been  is 
shown  by  the  following  record  of  sales : 

1920  sales  were  492  per  cent  greater  than 
those  of  1912. 

1921  sales  were  18  per  cent  above  1920 
and  at  very  much  lower  prices. 

1922  sales  for  the  first  four  months  were 
10  per  cent  above  1921  and  at  lower  prices. 

1923  sales  for  the  first  two  months  are 
12  per  cent  above  the  same  two  months  of 
1922. 


MOTION-PICTURES  AS  AN  AID  TO  BUSINESS— II 


BY  P.  A.  RAIBOURN  *  AND  ROY  L.  DAVIS  f 


THE  third  class  of  films,  inspi¬ 
rational,  is  the  one  which  has  been 
most  extensively  used  in  business  and 
which  enters  most  readily  into  the  pur¬ 
poses  of  industrial  life. 

This  class  of  film  is  unique  in  that  it 
may  very  readily  contain  both  the 
narrative  and  the  correlated  instruction 
to  produce  its  effects.  It  follows  that 
quite  often  films  intended  for  inspi¬ 
rational  purposes  serve  to  some  ex¬ 
tent  for  the  other  objectives  of  in¬ 
struction  and  entertainment  or  that 
inspirational  material  may  appear  in 
pictures  supposedly  designed  for  the 
other  purposes.  It  is  very  doubtful, 
however,  if  occasion  ever  arises  where 
it  is  wise  to  try  to  combine  two  of  these 
purposes  in  one  film.  Quite  often  a 
clever  editor  of  film  productions  can 
retitle  and  rearrange  the  same  material 
so  as  to  produce  entirely  different 
effects. 

Inspirational  films  divide  into  five 
classes  according  to  the  functions  which 
they  perform  or  are  designed  to  per¬ 
form.  Class  1  is  that  which  is  shown 
to  salesmen  and  agents  to  outline  the 
work  with  the  dealers.  Class  2  is  ex¬ 
hibited  to  the  dealers  to  show  them 
possibilities  in  their  relations  with  the 
customer.  Class  3  is  designed  to  reach 
the  consumer  or  user  of  the  articles 
which  are  to  be  sold  and  is  of  such  a 
nature  as  to  produce  definite  sales  re¬ 
actions.  Class  4  is  for  employees  only 
and  is  designed  to  increase  morale  or 
to  better  their  attitude  toward  their 
employer  or  themselves.  Class  5  is  the 
general  propaganda  group.  Usually 

*  Research  Statistician,  Famous  Players-Lasky 
Corporation,  New  York  City. 

t  With  the  DeVry  Corporation,  Chicago,  in  charge 
of  sales. 


there  is  nothing  to  be  sold  to  the  gen¬ 
eral  public  but  an  idea  or  perhaps 
definite  class  of  products,  which  has  a 
relation  to  the  economic  or  social 
welfare  of  the  entire  public.  Instances 
of  this  type  are  found  in  the  health 
films  of  the  United  States  Public 
Health  Service,  etc. 

It  is  manifestly  true  that  the 
material  which  is  used  for  the  pro¬ 
duction  of  any  one  of  the  above  types 
of  films  may  be  used  for  any  one  of  the 
other  types.  Usually,  however,  the 
material,  when  used  for  other  types  of 
films,  will  have  to  be  re-edited  and 
changed  considerably  to  fit  the  re¬ 
actions  of  the  new  audience  and  to 
produce  on  them  the  desired  effect. 

It  is  as  to  avenues  of  distribution  of 
these  films  that  they  differ  consider¬ 
ably.  One  class  will  not  be  accepted 
by  those  who  will  accept  another  un¬ 
less  it  is  worked  out  with  extreme  care. 
In  the  present  article  are  given  some 
definite  instances  of  what  has  been 
done  with  film,  showing  the  over¬ 
lapping  which  does  occur  at  times. 

In  the  first  three  and  the  fifth  of 
these  classes  of  films  it  is  quite  evident 
that  the  methods  used  and  the  ma¬ 
terial  incorporated  depend  materially 
on  the  product  or  idea  which  is  to  be 
put  across.  The  methods  of  selling  and 
the  sales  points  to  be  emphasized  are 
features  of  the  product  and  are  related 
to  all  the  advertising  material  available. 

One  of  the  most  interesting  devel¬ 
opments  of  motion-pictures  used  as 
an  indirect  sales  help  is  the  film  of  the 
N ational  Cash  Register  Company  which 
illustrates  the  best  methods  of  “Re¬ 
tail  Selling,”  i.e.,  approach  to  the  cus¬ 
tomer,  the  disclosing  of  the  sales 
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argument,  the  closing  of  the  sale,  and 
the  effect  of  courtesy,  etc. 

Another  novel  sales  development  is 
used  by  one  of  the  large  film  com¬ 
panies  which  distributes  about  one 
hundred  pictures  a  year.  This  com¬ 
pany  is  equipping  its  salesmen  with 
short  picture  synopses  of  its  bigger 
pictures  to  be  shown  to  theater  owners 
as  a  sales  argument. 

II 

Uses  of  the  Inspirational  Film.  The 
films  of  Class  5  are  employed  for  one 
of  the  most  interesting  of  all  possible 
uses — to  illustrate  better  methods  of 
business,  to  eliminate  waste  in  pro¬ 
duction  and  distribution,  to  maintain 
standards  of  quality,  and  to  introduce 
these  standards  to  the  public,  etc. 
The  natural  avenue  of  distribution  for 
such  films  is  through  Chambers  of 
Commerce,  Kiwanis  and  Rotary  Clubs, 
and  similar  organizations. 

The  films  of  Classes  1,  2,  3,  and  5  are 
found  to  be  very  effective  for  use  in 
foreign  countries.  The  difficulty  of 
making  sales  arguments  plain  to  for¬ 
eigners  is  readily  solved  by  their  use. 
There  is  great  difficulty,  however,  in 
obtaining  any  adequate  distribution 
and  the  person  who  wants  his  pictures 
shown  in  these  territories  will  himself 
have  to  take  care  of  such  arrangements. 

In  the  films  of  Class  4  there  may  be 
many  different  uses  of  the  same  film. 
The  various  groups  into  which  films 
may  be  divided  under  this  heading 
according  to  their  use  run  about  as 
follows : 

1.  Building  up  of  morale.  The  employees 
of  a  firm  may  be  said  to  have  a  high  morale 
when  they  understand  and  are  in  sympathy 
with  the  purposes,  the  problems,  the 
limitations  and  the  good  qualities  of  their 
employer,  and  here  the  motion-picture  has 
an  important  part  to  play.  If  films  are  used 
to  show  how  waste  of  time  and  material 


within  the  plant  finally  reacts  on  the  pay¬ 
roll,  they  are  sure  to  result  in  contentment, 
healthier  thoughts,  and  increased  produc¬ 
tion.  Also  through  the  motion-picture  the 
employee  should  be  shown  the  value  of 
company  athletics  and  social  work  and 
gatherings,  and  should  be  instructed  in 
company  policies,  and  the  reasons  for  them; 
and  the  history  and  traditions  of  the  con¬ 
cern.  Also  he  should  be  given  a  general 
acquaintance  with  the  business  all  the  way 
through  from  directorial  planning  to  final 
distribution  to  the  consumer.  Depart¬ 
mental  strifes  have  been  allayed  by  showing 
how  the  work  of  one  dovetails  with  the 
work  of  the  other. 

Quite  often,  because  of  the  fact  that  the 
thoughts  of  the  observer  are  completely 
controlled  during  the  showing,  it  is  possible 
to  put  across  ideas  by  means  of  the  motion- 
picture  which  could  not  be  done  otherwise. 
To  a  great  many  workers,  and  naturally  so, 
the  idea  of  the  high  fence  which  industrial 
concerns  are  in  the  habit  of  erecting  around 
their  domain  is  distasteful.  It  savors  some¬ 
what  of  a  prison.  One  concern  used  a  film 
carefully  to  tie  up  this  fence  or  wall  with 
the  idea  of  the  size  of  the  company  and  the 
value  of  the  property  inside.  They  thus 
suggested  to  their  employees  the  value  of 
the  fence  as  a  conservation  medium,  both 
of  the  property  and  their  jobs.  Now  the 
employees  actually  take  a  pride  in  having 
the  fence  there. 

2.  Technical  training.  Employees  are 
normally  interested  in  the  relationship  of 
their  jobs,  and  the  materials  and  products 
on  which  they  are  working,  to  the  finished 
whole  and  to  science  in  general.  The  film 
is  an  exceptional  instrument  for  illustrating 
and  bringing  home  things  of  this  kind. 
After  seeing  the  “Elements  of  the  Auto¬ 
mobile”  think  how  much  more  some  parts 
of  the  automobile  must  mean  to  the  man 
who  makes  them. 

3.  Safety  and  first  aid  education.  The 
use  of  the  film  in  this  work  is  too  well 
known  to  require  discussion. 

4.  Health  education.  This  is  another 
field  in  which  the  film  has  proved  very 
valuable. 

5.  Education  for  thrift  and  investment. 
The  possibilities  in  this  direction  are  shown 
by  the  films  issued  by  some  New  York 
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bond  houses  which  show  in  a  simple  manner 
the  complicated  principles  of  amortization 
and  the  results  of  careful  saving  and 
investment. 

6.  Elimination  of  waste. 

7.  Development  of  Americanism  and 
patriotism. 

8.  Stimulating  ambition. 

Ill 

Experiences  with  Sales  Films.  Films 
which  are  used  for  business  purposes 
are  very  hard  to  classify  according  to 
the  definite  objectives  which  they  may 
be  intended  to  reach.  For  this  reason 
certain  experiences  of  different  organ¬ 
izations  will  probably  be  more  sug¬ 
gestive  of  possible  uses  than  any  de¬ 
scription  or  classification.  Special 
attention  should  be  paid  to  the  way  in 
which  these  films  have  been  distributed. 

The  Haynes  Motor  Car  Company. 
Several  years  ago  The  Haynes  Com¬ 
pany  at  Kokomo  originally  conceived 
the  idea  of  using  moving-pictures  to 
increase  their  foreign  business.  The 
difficulty  of  translating  important 
sales  points  into  foreign  language  made 
the  use  of  moving-pictures — the  uni¬ 
versal  language — advisable.  Under 
their  supervision  a  film  entitled  “The 
Story  of  America’s  First  Car”  was 
produced.  The  film  shows  the  accu¬ 
racy  of  workmanship  in  the  construc¬ 
tion  of  the  Haynes  car,  and  within  the 
4000  feet  of  its  length  are  viewed  the 
various  processes  of  construction  from 
the  drop-forging  and  automatic  gear¬ 
cutting  to  the  assembly  and  uphol¬ 
stering.  In  addition,  viewTs  of  the  plant 
were  made  from  an  aeroplane  and 
officials  and  executives  of  the  com¬ 
pany  shown. 

After  production  it  was  found  that  a 
much  broader  application  of  this  film 
could  be  made  than  was  originally 
intended — that  it  was  quite  as  effective 
in  stimulating  business  at  home.  The 
officials,  therefore,  made  arrangements 


to  show  the  film  throughout  the  United 
States  and  Canada.  The  usual  method 
of  distribution  is  through  dealers.  It 
is  up  to  these  dealers  to  arrange  for 
advantageous  showing.  Where  possible 
the  film  is  placed  in  local  theaters  by 
the  dealers  and  when  this  cannot  be 
done  the  dealers  arrange  for  showings 
in  their  sales  rooms  and  any  other 
suitable  places.  The  Haynes  people 
also  intend  to  circulate  their  film 
through  the  assistance  of  the  United 
States  and  foreign  governments,  also 
through  universities  and  agricultural 
schools  and  civic  and  commercial 
organizations.  It  is  their  intention  to 
mount  projectors  on  trucks  and  show 
the  film  in  city  parks,  playgrounds, 
and  public  centers. 

In  addition  to  this  commercial  use 
the  Haynes  Company  uses  its  film  in 
instructing  factory  workers  and  in¬ 
stilling  loyalty  in  the  factory.  One  of 
their  executives  has  made  the  state¬ 
ment  “these,  then,  are  some  of  the 
many  uses  to  which  the  industrial 
film  may  be  put,  and  almost  anyone 
of  them  would  easily  be  worth  more 
than  the  cost  of  producing  the  picture.” 

This  is  the  original  type  of  industrial 
film — 4  reels — showing  everything  from 
the  chief  executives  “on  down  to  the 
office  boy.”  Having  lost  its  novelty 
it  has  had  its  day  in  theaters  and  is 
too  long  for  ordinary  non-theatrical 
showing.  It  must  be  re-edited  for  the 
newer  purposes. 

Weiland  Dairy  Company.  The  Weil- 
and  Dairy  Company  of  Chicago  are 
dealers  in  milk.  Their  distribution  is 
localized  to  one  large  section  of  the 
city  (North  Side)  and  it  was  the  desire 
to  increase  their  distribution  in  this 
district  that  prompted  the  use  of 
motion-pictures.  They  bring  their 
milk  direct  to  Chicago  from  the  dairy 
farms  in  a  special  vacuum  tank.  It 
reaches  the  consumer  without  “human 
hands”  touching  the  milk. 
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The  steps  in  marketing  milk,  partic¬ 
ularly  its  sanitary  handling,  are  the 
chief  features  of  this  film — not  to 
prove  the  food  value  of  milk  but  why 
Weiland  service  was  the  best.  The 
film  was  woven  around  an  interesting 
story  showing  the  fairy  of  good 
health  typifying  the  use  of  good  milk 
for  children.  Arrangements  were  made 
to  show  the  film  in  practically  every 
theater  in  the  district  covered  by 
Weiland’s  wagons.  This  the  com¬ 
pany  usually  paid  for.  In  addition  to 
this  the  film  was  displayed  by  their 
own  operator  by  means  of  a  portable 
projector  at  churches,  lodges,  clubs, 
homes,  and  conventions.  This  latter 
form  of  display  was  found  enormously 
valuable  and  actually  created  a  great 
many  customers  for  Weiland. 

An  executive  states  that  the  average 
audience  ran  from  100  to  1000.  While 
actual  information  as  to  just  what  a 
film  produces  in  the  way  of  new  busi¬ 
ness  is  impossible  to  obtain,  suffice  to 
say  that  within  one  year  the  Weiland 
Dairy  Company  has  added  fifty  wagons 
to  their  distribution  and  Mr.  Weiland 
made  the  statement  that  he  felt  that 
film  had  paid  for  itself  in  increased 
business  two  months  after  it  was 
produced. 

This  film  (1  reel)  is  an  instance  of  a 
film  which  was  made  for  a  specific 
purpose.  It  is  hardly  suited  for 
general  distribution.  There  is  nothing 
unusual  about  the  film  except  in  the 
way  it  is  applied  to  the  particular 
business. 

Cleveland  Twist  Drill  Company.  Dur¬ 
ing  the  war  the  enormously  increased 
demand  for  tools  of  all  kinds  found  the 
Cleveland  Twist  Drill  Company  in 
the  position  of  hundreds  of  other  con¬ 
cerns — demand  far  exceeding  supply 
and  the  demand  of  such  a  vital 
character  that  it  had  to  be  met.  Pro¬ 
duction  was  speeded  up  to  the  utmost 
but  still  supply  could  not  keep  pace. 


The  officials  discussed  the  matter 
from  all  angles  and  finally  reached  the 
conclusion  that  the  solution  of  their 
problem  lay  not  in  making  more  drills 
but  in  lengthening  the  life  of  those 
already  in  use. 

Through  improper  use  and  inex¬ 
perienced  sharpening  it  was  found 
that  the  average  twist  drill  was  worn 
out  when  it  should  have  been  in  the 
prime  of  life.  Propaganda  was  then 
started  to  lengthen  the  life  of  twist 
drills  and  it  was  decided  that  the 
message  could  best  be  put  across  by 
means  of  motion-pictures  appealing  to 
the  average  worker  in  the  shop. 

As  an  important  part  of  this  propa¬ 
ganda  the  company  had  a  film  pre¬ 
pared  showing  how  a  drill  should  be 
cared  for,  why  certain  practices  short¬ 
ened  the  life  of  a  drill,  and  finally  giv¬ 
ing  exact  instructions  for  sharpening 
drills. 

The  idea  was  then  presented  to  big 
users  of  twist  drills  and  when  the  pur¬ 
pose  was  explained  permission  was 
readily  granted  for  the  exhibition.  The 
pictures  were  taken  into  the  shops  and 
shown  to  the  men  seated  at  their 
machines  and  benches.  An  expert  in 
drills  was  ready  to  answer  all  ques¬ 
tions  after  the  showing.  Throughout, 
an  attempt  was  made  to  get  the  spirit 
of  the  worker  and  at  many  places  in  the 
film  natural  touches  were  inserted 
carrying  across  the  idea  that  these  film 
shadows  were  only  good  workmen  like 
the  beholders. 

The  purpose  of  the  film  being  purely 
educational  it  is  possible  to  gain  an 
idea  of  its  effectiveness  only  from  those 
in  whose  shops  it  was  shown.  Their 
universal  satisfaction  and  the  assur¬ 
ance  that  the  life  of  twist  drills  was 
lengthened  testifies  to  the  value  of  the 
production. 

This  is  considered  to  be  one  of  the 
best  educational  films  made  by  an 
industrial  organization.  It  was  de- 
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signed  for  a  specific  purpose  which  it 
met  adequately.  Many  large  manu¬ 
facturing  concerns  have  taken  ad¬ 
vantage  of  this  film  as  it  shows  them 
how  to  prolong  the  life  of  their  equip¬ 
ment  and  thus  reduce  its  cost. 

Hoover  Suction  Sweeper.  The  Hoover 
Suction  Sweeper  Company  found  in 
motion-pictures  a  means  of  tying  to¬ 
gether  and  crystallizing  the  senti¬ 
ment  produced  by  its  national  ad¬ 
vertising.  Mr.  Hoover  found  that  a 
vacuum  cleaner  had  to  be  sold  to  two 
people — the  wife  and  the  husband — 
and  that  the  ideal  place  to  implant  the 
desire  for  a  vacuum  cleaner  was  when 
the  two  were  together.  It  was  this 
thought  that  prompted  the  production 
of  the  Hoover  film  “The  Passing  of 
the  Broom.” 

The  film  is  a  strong  competitive 
demonstration  of  the  laborious  broom 
method  of  cleaning  as  compared  with 
the  easy  Hoover  way.  All  arguments 
are  clearly  brought  out  and  the 
clincher  used  is  the  comparison  with 
an  efficient  man’s  office — his  dicta¬ 
phone,  adding  machine,  mimeograph, 
etc.  The  plot  is  interestingly  drawn 
and  true  to  life.  The  picture  leads 
right  up  to  the  point  of  sale  and  is 
followed  by  the  local  dealer’s  name 
and  address  with  the  result  that  after 
viewing  the  picture  it  is  “hubby’s” 
next  move. 

The  film  is  usually  displayed  in 
theaters.  The  dealer  makes  appli¬ 
cation  for  the  picture  and  takes  care  of 
the  theater  arrangement,  paying  to 
have  it  run  when  necessary.  In  some 
instances  the  picture  is  shown  in  the 
dealer’s  store  by  means  of  a  portable 
projector.  The  reports  from  dealers 
are  very  encouraging  and  indicate  that 
the  picture  is  proving  advantageous  in 
selling  more  Hoover  sweepers. 

This  film  is  a  “two-reeler,”  and  has 
a  “human  interest”  appeal.  It  can 
be  shown  before  almost  any  type  of  au¬ 


dience.  In  many  respects,  especially 
in  its  composition,  it  corresponds  to  a 
theatrical  film. 

IV 

Non-Theatrical  Film  Distribution. 
It  will  be  noted  in  each  of  these  cases 
that  it  is  the  matter  of  distribution 
which  finally  determines  the  success 
of  the  film.  In  almost  all  of  these  the 
attempt  has  been  to  reach  the  ulti¬ 
mate  consumer.  To  assist  in  this  dis¬ 
tribution  there  has  developed  a  system 
of  what  is  known  as  non-theatrical 
distribution — clubs,  colleges,  societies, 
churches,  schools,  etc. 

The  matter  of  distribution  becomes 
daily  more  complex.  Its  value  to  the 
industrial  film  man  as  the  method  of 
marketing  his  products  warrants  fur¬ 
ther  discussion  of  its  problems  and 
development. 

As  stated  previously,  the  motion- 
picture  first  loomed  up  prominently 
as  an  educational  medium,  rather  than 
as  an  entertainment  proposition.  Here 
and  there  throughout  the  country  in¬ 
dividual  cameramen  and  producers 
began  to  make  scenics,  travelogues, 
etc.  Most  of  the  material  was  first 
used  on  the  lecture  or  lyceum  plat¬ 
form.  The  pictures  were  secured  from 
every  available  source  and  used  as 
“illustrated  lectures.”  The  demand 
for  film  of  this  type,  however,  was  not 
sufficient  to  warrant  the  investment 
and  time  necessary  to  produce  it, 
hence  a  great  amount  of  money  was 
wasted  in  accumulating  negatives  that 
were  never  utilized. 

Occasionally  some  far-sighted  pro¬ 
ducer  would  retain  his  negatives  and 
catalogue  this  material  in  the  hope 
that  some  day  it  would  be  valuable. 
From  this  supply  various  scenes  and 
“shots”  were  afterwards  selected  to 
fill  up  current  events,  topics  of  the  day, 
new  reels,  scenics,  etc.  As  the  number 
of  cameramen  increased  and  the  knowl- 
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edge  of  cinematography  increased, 
there  was  more  material  of  this  type 
put  on  the  market  until  it  was  over¬ 
loaded. 

Then  came  the  movement  for  enter¬ 
tainment  films  and  the  day  of  feature 
pictures.  The  so-called  “educational” 
motion-picture  producers  busied  them¬ 
selves  entirely  with  short  subjects  of  an 
entertaining  order,  or  else  began  to 
make  theatrical  productions  of  feature 
length  and  the  educational  film  sank 
into  relatively  minor  importance. 

During  the  World  War  considerable 
emphasis  was  given  to  the  value  of 
motion-pictures  in  the  training  of 
adults.  Animated  charts,  diagrams, 
etc.,  were  introduced  to  illustrate  or 
emphasize  various  points  in  the  train¬ 
ing  of  military  recruits.  As  a  result 
a  great  impetus  was  again  given  to  the 
possibilities  of  the  motion-picture  for 
educational  purposes.  From  1914  on 
and  immediately  after  the  war,  the 
large  industrial  organizations  had  plenty 
of  money  to  spend  for  advertising 
rather  than  excess  profit  taxes,  so  they 
turned  to  motion -pictures.  Some  of 
the  larger  corporations  installed  film 
departments  and  made,  as  well  as 
purchased,  negatives  for  news  reels 
and  propaganda  work. 

The  records  of  the  various  states 
show  that  during  this  period  over  200 
separate  companies  were  organized  to 
produce  “educational”  motion-pic¬ 
tures.  Some  were  largely  “stock” 
selling  propositions.  No  attention 
was  paid  to  the  matter  of  film  dis¬ 
tribution.  All  these  companies  seemed 
to  want  was  “footage.”  Such  methods 
could  not  last.  Today  there  are 
scarcely  over  six  to  eight  motion- 
picture  producers  of  industrial  films 
that  are  equipped  to  handle  first-class 
industrial  and  educational  subjects. 
The  rest  succumbed  to  the  inevitable 
economic  law  of  supply  and  demand. 

At  first,  because  of  the  fact  that  the 


industrial  film  had  copied  the  enter¬ 
tainment  features  of  the  photoplay, 
they  were  shown  in  local  theaters  to 
which  the  public  paid  admission. 
With  the  perfection  of  the  theatrical 
film  and  the  raising  of  the  standards 
of  the  exhibition  of  films,  the  public 
soon  began  to  demand  that  these  films 
be  taken  from  the  screen.  Today 
industrial  advertising  is  confined  to 
news  weeklies  or  an  occasional  film  like 
“Endurance”  or  the  “Trail  of  the 
Arrow,”  which  advertises — but  very 
adroitly — one  of  the  standard  makes 
of  automobiles.  The  advertiser  in 
every  case  pays  the  theater  money  for 
showing  this  film.  Between  features 
are  very  often  shown  animated  ads 
and  trailers  advertising  merchandise 
of  local  stores.  The  day  for  theater 
circulation  of  the  industrial  film, 
except  in  isolated  cases  like  those 
mentioned,  has  passed. 

Soon  after  the  failure  of  theatrical 
distribution  for  industrial  films  a 
demand  for  these  films  arose  from  an¬ 
other  source.  This  came  from  the 
Y.  M.  C.  A.,  the  village  church  or 
community  center,  the  commercial 
club,  the  secret  orders,  the  schools 
and  colleges,  the  farm  bureaus,  the 
industrial  gatherings,  conventions,  etc. 
To  supply  this  demand  there  were 
organized  several  strictly  distributing 
organizations;  a  few  of  these  were 
successful.  A  number  of  the  film- 
producing  companies  tried  to  provide 
a  circulation,  but  they  were  largely  a 
failure.  Distribution  of  films  in¬ 
volves  considerable  service.  It  begins 
with  the  “booking”  of  the  film,  its 
shipment,  checking  up,  its  return,  in¬ 
spection,  and  preparation  for  the  next 
show.  All  this  physical  handling  of 
the  film  takes  time  and  money.  The 
film-producing  companies  failed  in 
securing  circulation  because  they  would 
not  give  the  individual  service  neces¬ 
sary  to  put  the  proposition  across. 
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In  a  number  of  states  the  extension 
department  of  the  universities  offered 
to  a  few  companies  which  had  excep¬ 
tional  pictures,  circulation  in  the 
schools  of  the  state.  This  circulation 
was  largely  local  and  most  successful 
in  the  states  of  Wisconsin,  Iowa,  Cali¬ 
fornia,  and  Missouri.  As  the  non¬ 
theatrical  exhibitor  could  not  afford  to 
pay  a  large  price,  he  sought  the  free 
industrial  film,  and  the  industrial  film 
business  was  stimulated. 

The  pastor  knew  that  his  problem 
was  to  get  the  public  to  attend  his 
church.  He  went  to  the  trouble  of 
providing  a  place  of  entertainment  to 
show  the  regular  photoplays  on  the 
screen.  Very  soon  he  found  he  needed 
another  type  of  film.  Along  with  the 
school  teacher,  the  social  worker,  and 
the  agricultural  leader,  he  wanted  to 
use  this  wonderful  medium  to  instruct 
as  well  as  entertain.  Thus  today  this 
field  demands  subject  matter  on  basic 
industries,  peoples  of  other  land, 
characteristic  travelogues  and  scenics 
— subjects  that  will  benefit  the  audi¬ 
ence  and  bring  to  their  lives  different 
environments. 

Also  the  schools  want  films  that  will 
fit  into  their  curriculum.  They  also 
demand  a  flexibility  of  supply  that  will 
permit  having  subjects  on  hand  just 
when  they  need  them  most.  Such  a 
demand  will  not  be  satisfied  under  the 
present  industrial  film  arrangement. 

A  number  of  film  companies  visu¬ 
alised  the  possibilities  of  this  general 
field  and  established  “non-theatrical” 
departments  in  their  exchanges.  They 
scarcely  made  expenses  and  today 
there  are  but  few  companies  prom¬ 
inent  in  the  film  business  that  main¬ 
tain  strictly  non-theatrical  depart¬ 
ments. 

Some  of  the  large  industrial  organ¬ 
izations  seeing  the  value  of  films  for 
general  propaganda  have  installed 
film  departments  of  their  own.  Among 


these  are  the  Western  Electric  Com¬ 
pany,  General  Electric  Company,  In¬ 
ternational  Harvester  Company,  and 
Illinois  Central  Railroad  Company. 
These  companies  hand  their  films  direct 
to  the  exhibitor.  He  is  required  to 
give  a  written  report  of  the  exhibition, 
which  is  returned  to  the  company. 
The  number  of  non-theatrical  ex¬ 
hibitors  is  increasing  daily  in  both 
domestic  and  foreign  countries.  The 
latest  figures  estimate  that  there  are 
in  the  United  States  over  37,000  ex¬ 
hibitors  possessing  portable  and  stand¬ 
ard  projectors.  Their  number  is  al¬ 
most  double  that  of  the  purely  theat¬ 
rical  film  houses. 

A  factor  often  overlooked  in  the 
development  of  the  industrial  motion- 
pictures  is  the  part  played  by  the 
“portable”  motion-picture  projector. 
If  motion-picture  films  are  to  be  used 
in  sales  promotion,  propaganda,  or 
educational  work,  they  must  be  easily 
transported  from  place  to  place,  to¬ 
gether  with  the  equipment  necessary 
to  a  showing.  This  was  made  possible 
by  the  portable  motion-picture  pro¬ 
jector.  Less  than  ten  years  ago  there 
was  not  a  portable  motion-picture 
machine  on  the  market  that  could 
throw  a  satisfactory  picture.  Today 
a  salesman  can  go  to  any  part  of  the 
country  and  with  a  thousand  feet  of 
film  project  upon  the  wall  of  an  office 
the  romance  of  an  industry.  These 
same  projectors  have  made  it  possible 
to  use  motion-pictures  in  the  class¬ 
room,  the  church,  the  farm,  the  com¬ 
munity  center,  the  shop,  and  the  home. 

Perhaps  one  of  the  reasons  why 
motion-pictures  were  not  universally 
used  for  education  as  was  hoped,  was 
because  the  mechanical  problem  of 
projection  was  not  solved.  The  pro¬ 
jectors  were  permanent  fixtures  and 
could  not  be  transported  or  carried 
from  place  to  place.  The  invention 
and  perfection  of  the  portable  motion- 
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Black  Areas  are  Those  Where  Motion-Picture  Entertainment  is  Regularly  Available  to  Most  of  the  Urban  Inhabitants;  Shaded 
Areas  Those  Where  Motion-Pictures  are  Shown  Now  and  Then;  White  Where  They  are  Never  Shown 
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picture  projectors  are  now  accom¬ 
plished  facts,  and  the  perfection  of  the 
standard  voltage,  “short”  filament,  in¬ 
candescent  lamp  may  make  this  de¬ 
velopment  possible. 

V 

Requirements  for  Success.  In  con¬ 
clusion  it  must  be  said  that  experi¬ 
ence  has  arhply  demonstrated  the 
value  of  the  motion-picture  as  an  aid 
to  industry  in  general.  To  make  it  a 
paying  proposition  the  films  must 
serve  certain  definite  purposes.  It  is 
true  that  a  great  many  have  been 
made  which  did  not  have  definite  aims. 
It  is  true  that  the  methods  of  reaching 
the  non-theatrical  field  have  been 
somewhat  meager.  These  conditions 
are  being  rapidly  remedied. 

Each  motion-picture  must  fully 


justify  itself  and  to  do  this  it  will  have 
to  be  adapted  to  the  particular  prob¬ 
lem  it  is  to  cover  and  the  social  group 
it  is  designed  to  reach.  Before  in¬ 
vesting  in  film  you  will  have  to  de¬ 
termine: 

1.  What  do  you  wish  to  gain  from  your 
film? 

2.  What  social  group  do  you  wish  to 
reach? 

3.  What  is  the  best  way  of  reaching 
them? 

One  piece  of  advertising  copy  can¬ 
not  be  expected  to  reach  all  classes  of 
people.  Neither  can  one  film  be  ex¬ 
pected  to  fit  all  possible  occasions. 

If  the  foregoing  questions  are  cor¬ 
rectly  answered  you  will  find  that 
people  will  want  to  see  your  picture 
and  that  the  motion-picture  will  pay 
for  itself  as  part  of  the  mechanism  of 
distribution. 


ADMINISTRATIVE  METHODS  OF  A  SAFE  DEPOSIT 

COMPANY 

BY  GEORGE  G.  BRADFORD  * 


SAFE  deposit  administration  is 
governed  by  very  much  the  same 
general  principles  of  responsible  man¬ 
agement  as  control  in  other  lines  of 
business.  There  are,  however,  certain 
details  of  management  more  or  less 
peculiar  to  the  business  that  may  be  of 
interest  to  administrators,  whatever 
their  particular  field  may  be. 

It  is  important  to  note  from  the 
outset  that  the  safe  deposit  problem — 
of  furnishing  a  safe  place  of  deposit  for 
personal  property — is  an  administra¬ 
tive  problem  rather  than  a  mechanical 
one.  The  time  has  gone  by  when  a 
bank  could  invest  a  small  fortune  in  a 
safe  deposit  vault  equipped  with  im¬ 
pressively  ponderous  doors,  intricate 
locks,  ingenious  electric  devices,  and 
rely  on  those  mechanical  elements  of 
strength  for  safety. 

The  chief  factor  of  safety  in  a  vault 
nowadays  is  not  in  its  mechanical 
strength;  it  is  rather  in  the  vigilance 
and  integrity  of  its  management.  This 
statement  is  founded  on  the  general 
experience  of  over  half  a  century  of 
successful  safe  deposit  management. 

The  architect  of  the  Boston  Federal 
Reserve  vault,  when  charged  with  the 
responsibility  of  planning  for  the  safe¬ 
keeping  of  enormous  treasure,  based 
his  plans  for  the  construction  of  the 
vault  on  this  principle: 

The  real  protection  of  the  federal 
reserve  bank  lay  with  the  absolute  trust  it 
had  in  its  employees  and  the  care  that  they 
exercise  in  guarding  then  building. 

The  manager  of  one  of  the  oldest  and 

*  Manager,  Union  Safe  Deposit  Vaults,  Boston, 
Massachusetts. 


largest  safe  deposit  vaults  in  the 
country  utters  this  warning  which 
every  experienced  vault  manager 
echoes : 

The  greatest  danger  to  a  safe  deposit 
vault  is  when  its  doors  are  open; 

and  again 

The  danger  is  not  from  the  stranger 
whom  we  have  to  identify,  but  from  the 
customer  who  calls  us  all  by  name  and 
cunningly  puts  something  over  on  us. 

The  agent  of  a  large  liability  insur¬ 
ance  company  stated  publicly  before 
one  of  the  safe  deposit  associations: 

We  cannot  insure  a  safe  deposit  vault 
against  errors  of  judgment  of  the  manage¬ 
ment. 

The  responsible  safe  deposit  manager 
is  therefore  confronted  with  the  fact 
that  he  cannot  pin  his  faith  on  either 
liability  insurance,  the  mechanical 
strength  of  his  vault,  the  perfection  of 
his  locks,  or  the  ingenuity  of  his 
system,  but  must  rely  on  his  own 
eternal  vigilance  and  that  of  the  men 
or  women  back  of  the  system.  His 
problem,  in  short,  is  an  administrative 
problem. 

II 

Age  as  an  Employee  Qualification. 
The  first  task  of  the  vault  manager  is 
that  of  the  selection  of  his  force.  If  he 
has  been  a  bank  cashier  he  will  be  a 
little  surprised  to  find  himself  instinc¬ 
tively  pursuing  a  policy  opposite  to 
that  he  pursued  in  selecting  his  banking 
force.  As  a  cashier  he  selected  by 
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preference  young  employees  just  out  of 
school  or  college  whom  he  could  train 
up  in  the  business.  He  instinctively 
avoided  taking  older  men  and  women. 
But  as  safe  deposit  manager  he  finds 
himself  instinctively  selecting  men  of 
mature  years — preferably  over  thirty 
and  possibly  forty — men  of  fixed 
habits,  of  proved  integrity  and  responsi¬ 
bility,  who  have  settled  down  to  life’s 
routine. 

Some  companies,  however,  carry  this 
policy  to  a  dangerous  extreme  and  put 
their  vaults  in  charge  of  superan¬ 
nuated  men.  A  note  of  warning  should 
be  sounded  here  against  this  practice, 
which,  under  the  changing  conditions 
of  our  community  life  has  become  very 
hazardous.  It  is  not  wise  today  to  put 
the  enormous  personal  wealth  deposited 
in  our  vaults  in  charge  of  superan¬ 
nuated  men,  no  matter  how  honorable 
their  past  record.  With  holdups  and 
bank  burglaries  of  frequent  occur¬ 
rence,  with  the  community  full  of 
reckless  men  trained  by  their  lives 
of  adventure  to  take  desperate  chances 
and  to  act  on  the  military  maxim, 
“If  you  see  what  you  want,  take 
it,”  it  is  indispensable  that  the  men 
on  guard  should  be  physically  strong, 
active,  and  vigorous.  With  the  right 
of  personal  property  being  openly 
challenged  by  the  demagogue  who,  as 
a  modern  Robin  Hood,  would  despoil 
capitalists  and  trample  on  the  rights  of 
property  or  personal  privacy,  it  be¬ 
hooves  those  whose  business  it  is  to 
guard  personal  property  to  be  mentally 
alert  and  to  have  the  imagination  and 
initiative  to  anticipate  and  forestall 
possible  dangers  to  their  business  by 
prompt  and  timely  action. 

Ill 

Relation  of  Safe  Deposit  Company 
and  its  Customers.  The  question  natu¬ 
rally  arises — Why  the  difference  in  age 


limit  between  the  personnel  of  the  safe 
deposit  company  and  a  bank?  The 
answer  involves  one  of  the  most 
interesting  features  of  the  safe  deposit 
business,  its  fundamental  difference 
from  the  banking  business  with  which 
it  is  so  closely  affiliated. 

A  safe  deposit  company  and  a  bank 
or  trust  company  are  really  separate 
institutions,  differing  in  legal  status 
and  in  methods  of  administration  and 
organization.  The  bank  or  trust 
company  may  receive  cash  from  its 
customers  giving  them  a  credit  in 
return,  or  it  may  receive  specific 
securities  for  safekeeping.  The  safe 
deposit  company  does  neither  —  it 
merely  guards  the  place  wdiere  cus¬ 
tomers  keep  their  property.  It  has  no 
knowledge  of  the  contents  of  a  safe 
deposit  box — no  control  over  the  con¬ 
tents  as  against  the  box  renter.  Under 
its  contract  the  customer  rents  a  cer¬ 
tain  amount  of  space  with  the  right  of 
access  to  that  space  at  any  time  during 
business  hours.  The  company  has  no 
legal  right  to  exclude  the  customer 
from  access  to  his  safe.  The  use  by  it 
of  a  guard  key  to  let  the  customer  into 
his  box  is  merely  to  protect  the 
customer  and  the  safe  deposit  company 
against  wrongful  entry  by  an  un¬ 
authorized  person.  The  relation  be¬ 
tween  the  company  and  its  customer  is 
then  somewhat  analogous  to  that 
between  landlord  and  tenant,  while  the 
relation  of  a  bank  and  its  customer  who 
leaves  property  with  it  for  safekeeping 
is  that  of  bailee  and  bailor. 

This  means  that  the  safe  deposit 
company  has  no  check  on  the  property 
of  a  customer  deposited  in  its  vault.  If 
property  is  lost  by  a  customer  and 
found  by  an  employee  the  manage¬ 
ment,  at  the  time,  knows  nothing  of 
the  matter  and  has  no  direct  check  on 
the  honesty  of  the  employee.  There  is, 
it  is  true,  what  is  called  the  “automatic 
check,”  but  this  is  only  effective  with 
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the  older,  more  responsible  men.  This 
automatic  check  obtains  from  the  fact 
that  every  time  a  customer  visits  his 
box  he  checks,  or  has  the  opportunity 
to  check  its  contents,  and  if  anything 
is  missing  he  naturally  sounds  the 
alarm.  The  uncertainty  of  when  the 
customer  will  call,  and  the  certainty 
that  the  removal  of  a  specific  article 
from  the  box,  or  its  absence  from  the 
box,  will  be  ultimately  discovered  and 
probably  traced  has,  as  intimated, 
proved  a  most  effective  check  on  the 
integrity  of  experienced  vault  em¬ 
ployees. 

While  this  is  true  for  the  older  and 
more  experienced  men,  it  would  be 
most  unwise  to  expose  an  inexperienced 
lad  to  the  temptations  of  the  business. 
He  finds  a  thousand  or  five  thousand 
dollars  in  Liberty  bonds  in  the  waste 
paper  basket,  under  the  table,  or  per¬ 
chance  under  a  blotter.  No  one  knows 
the  bonds  are  misplaced.  He  can  slip 
them  into  his  pocket  and  no  one  will 
be  the  wiser.  The  owner  may  not 
discover  the  loss  for  six  months.  The 
temptation  to  the  young  man  may  be 
irresistible,  and  there  is  no  administra¬ 
tive  check  to  guard  him  against  that 
temptation. 

In  the  banking  business  there  is  such 
a  check.  The  bank  has  a  record  of 
everything  coming  into  its  possession. 
It  therefore  can,  with  perfect  propriety, 
employ  young,  untrained  men  or 
women  and  educate  them  in  the  busi¬ 
ness,  permitting  them  to  handle  securi¬ 
ties  or  cash  under  the  supervision  of 
older  employees,  because  every  trans¬ 
action  is  checked  up  and  proved  at  the 
end  of  the  day.  This  is  an  absolute 
check  on  the  accuracy  and  integrity  of 
the  younger  clerks.  The  safe  deposit 
manager,  on  the  contrary,  cannot 
do  this  and  must  therefore  start 
with  employees  of  fixed  habits  who 
are  already  trained  to  responsibili¬ 
ties. 


IV 

The  Management's  High  Responsi¬ 
bility.  The  peculiar  legal  status  of  the 
business  imposes  upon  the  manager  of 
the  safe  deposit  company  a  very  diffi¬ 
cult  administrative  problem — one  that 
is  of  especial  interest  to  accountants 
and  lawyers.  For  instance,  a  customer 
reports  to  the  vault  manager  the  loss 
of  ten  thousand  dollars  in  bonds.  In 
checking  over  the  contents  of  his  safe 
deposit  box  he  finds  this  lot  of  bonds  is 
missing.  He  alleges  that  he  has  neither 
sold  them,  pledged  them  for  collateral, 
nor  otherwise  disposed  of  them,  pro¬ 
ducing  his  books  and  bank  balance  to 
corroborate  his  story,  and  calls  upon 
the  manager  to  account  for  these 
bonds.  The  safe  deposit  company  then 
has  the  very  difficult  task  of  satisfying 
the  customer,  or,  if  legal  suit  is  brought, 
of  proving  to  the  court  and  jury  that 
the  bonds  were  not  lost  through  any 
fault  on  the  part  of  the  company.  That 
is  a  very  difficult  thing  to  do,  as  the 
company  has  no  record  of  when  the 
bonds  were  brought  in  or  taken  out; 
it  is  in  fact  contrary  to  safe  deposit 
precedent  for  the  company  to  have  any 
knowledge  of  the  contents  of  a  box. 

A  bank  cashier  under  similar  circum¬ 
stances,  when  charged  with  the  loss  of 
bonds  left  in  the  safekeeping  depart¬ 
ment,  produces  his  records  showing  the 
date  the  bonds  were  received,  the  date 
delivered,  by  whom  and  to  whom. 
With  this  specific  record  he  can  with 
comparative  ease  satisfy  the  customer 
or  the  court  that  the  bank  has  duly 
delivered  the  bonds  and  is  not  respon¬ 
sible  for  their  subsequent  loss. 

Not  so  the  manager  of  the  safe 
deposit  company.  He  must  produce 
the  bonds  or  satisfy  the  customer  or 
court  that  his  system  of  vault  manage¬ 
ment  is  so  nearly  perfect  that  it  was 
impossible  for  the  bonds  to  have  been 
wrongfully  removed  from  the  box.  His 
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whole  system  of  management  comes 
under  fire,  and  he  must  prove  the 
negative,  not  merely  as  to  one  specific 
transaction  but  as  to  an  indefinite 
number  of  possible  transactions  or 
contingencies. 

He  must  satisfy  customer  and  court 
as  to  the  responsibility  of  each  em¬ 
ployee,  his  vigilance  concerning  the 
observance  of  rules  of  access,  the 
accuracy  of  his  records,  and  the  cor¬ 
rectness  of  his  system  of  handling  keys. 
This  last  responsibility  is  a  peculiarly 
difficult  matter  of  administrative  tech¬ 
nique.  The  customer  received  two  keys 
to  his  box  five  or  ten  years  ago,  and 
when  his  box  has  been  robbed,  claims 
that  he  received  only  one.  The  man¬ 
ager  has  to  prove  that  the  customer 
received  two  keys  and  that  neither  at 
that  time  nor  at  any  later  time  has 
there  been  a  duplicate  of  those  keys  in 
his  possession  or  that  of  any  of  his 
employees.  It  is  easy  for  the  manager 
to  satisfy  himself  on  that  point,  but  it 
is  a  more  difficult  thing  to  prove  it  to 
a  jury.  A  number  of  cases  have  gone 
against  safe  deposit  companies  because 
of  irregularity  in  this  highly  technical 
matter  of  handling  keys. 

A  famous  boys’  school  has  the  tradi¬ 
tion,  “No  rules  until  you  break  them.” 
The  courts  of  the  country  are  very 
properly  taking  some  such  attitude 
towards  the  safe  deposit  company. 
They  apparently  argue  that  if  an 
institution  advertises  itself  as  a  “safe” 
place  of  deposit,  it  must  be  prepared  to 
make  it  reasonably  safe  against  the 
unknown  and  unexpected.  That  means 
that  the  safe  deposit  manager  must  be 
alert  and  on  his  job,  ready  for 
emergencies. 

V 

Trade  Organization.  A  type  of 
organization  has  grown  up  in  the  safe 
deposit  business  as  a  whole  which  not 
only  most  effectively  meets  the  peculiar 


needs  of  that  business  for  responsible 
and  vigilant  management  but  may  be 
equally  applicable  in  many  other  lines 
of  business.  This  is  the  group  meeting 
type  of  organization.  The  safe  deposit 
officer  and  managers  of  a  particular 
locality  gather  together  once  a  month 
at  a  trade  dinner  and  discuss  together 
problems  and  experiences  of  the  busi¬ 
ness.  There  is  a  frank  and  free  inter¬ 
change  of  experience  and  opinion,  but 
seldom  or  never  are  there  any  recom¬ 
mendations  made  or  resolutions  passed. 

The  peculiar  merit  of  this  method  of 
trade  organization  is  found  in  the  fact 
that  it  places  at  the  service  of  each 
member  of  the  group  the  experience 
and  practice  of  every  other  member, 
and  yet  leaves  to  each  one  the  responsi¬ 
bility  of  selecting  that  particular 
method  of  vault  practice  that  in  his 
judgment  will  insure  the  highest  pos¬ 
sible  degree  of  safety.  Experience 
proves  that  it  makes  for  the  highest 
standard  of  vault  administration — for 
safer  and  better  management.  Obvi¬ 
ously,  when  in  open  trade  discussion  a 
number  of  conservative  institutions 
state  that  they  have  adopted  certain 
sound  policies,  either  on  the  ground  of 
good  business  or  public  policy,  their 
competitors  must  ultimately  follow 
suit  or  go  out  of  business.  That 
principle  is  simply  axiomatic  in  any 
conservative  business  where  there  is 
free  competition  and  no  monopoly,  for 
the  simple  reason  that  people  will  not 
deal  with  dishonest  or  poorly  managed 
concerns. 

As  the  safe  deposit  business  is  highly 
competitive  and  peculiarly  dependent 
for  its  safety  on  the  principle  of  in¬ 
dependent  and  responsible  manage¬ 
ment,  this  group  meeting  type  of  trade 
organization  has,  as  already  intimated, 
become  peculiarly  effective.  It  is  be¬ 
cause  of  this  effectiveness  it  is  mentioned 
here — not  because  of  any  originality. 

Within  the  last  fifteen  years  safe 
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deposit  associations  based  on  this  group 
meeting  method  have  grown  up  more 
or  less  spontaneously  in  all  the  larger 
financial  centers,  New  York,  Chicago, 
Boston,  Philadelphia,  and  St.  Louis. 
They  have  proved  so  very  effective  in 
meeting  the  dangers  and  difficulties  of 
the  business  that  within  the  last  three 
years  systematic  and  vigorous  efforts 
have  been  made  to  extend  their  benefits 
to  the  smaller  financial  centers,  so  as 
to  reach  all  safe  deposit  vaults,  large 
and  small. 

VI 

Safe  Deposit  Emergencies  and  Re¬ 
sponsibilities.  As  there  is  a  tendency 
in  the  economic  world  to  react  from  the 
dangers  of  overcentralization  and 
return  to  the  sounder  principle  of  local 
responsible  management,  one  or  two 
illustrations  from  the  safe  desposit 
experiences  may  be  given  to  show  the 
importance  of  this  principle — in  that 
line  of  business  at  least. 

On  September  8,  1919,  the  police 
force  of  the  City  of  Boston  went  on 
strike,  leaving  that  great  financial 
center  without  adequate  police  protec¬ 
tion — a  thing  absolutely  unprece¬ 
dented  in  the  history  of  that  city  or  of 
the  state  of  Massachusetts.  The 
managers  of  the  Boston  safe  deposit 
companies  had  to  meet  the  situation 
on  the  instant.  Most  of  the  well- 
managed  companies  took  special  meas¬ 
ures  of  precaution.  One  closed  an 
entrance  door  that  had  been  in  con¬ 
stant  use  for  over  half  a  century, 
doubled  the  guards,  and,  scrapping  a 
tradition  as  to  fire  arms  that  had  also 
prevailed  for  half  a  century,  displayed 
riot  guns  and  other  weapons  of  defence. 

Had  a  loss  occurred  in  any  vault 
that  took  no  extra  precautions,  the 
defence  that  they  took  no  action  be¬ 


cause  there  were  no  rules,  laws,  or 
precedents  to  guide  them  in  such  an 
emergency,  would  not  have  been 
accepted  by  the  court. 

In  the  spring  of  1920  the  safe  deposit 
managers  of  the  country  gathered  in 
New  York  for  their  annual  convention. 
They  then  learned  that  within  a  few 
weeks  a  new  process  had  been  dis¬ 
covered  by  which  the  oxy-acetylene 
torch  could  burn  right  through  the  so- 
called  non-burnable  metals.  That 
meant  that  these  managers  who  went 
to  the  convention  in  the  comfortable 
conviction  that  they  had  an  absolutely 
burglar  proof  vault  went  home  with  the 
disquieting  knowledge  that  it  would 
take  only  a  few  hours  for  a  burglar  to 
break  into  their  vault  or  any  other 
vault.  The  alert  and  competent  mana¬ 
gers  immediately  revised  their  system 
of  night-watching  —  shortening  the 
intervals  of  relief  and  intercommunica¬ 
tion — established  closer  relations  with 
the  police  forces  of  the  community  and 
made  sure  that  there  was  an  adequate 
state  police  to  back  up  their  local 
police. 

“Due  diligence”  in  meeting  an 
emergency  will,  as  is  seen,  be  required 
of  safe  deposit  companies,  and  the  fact 
that  other  companies  deem  it  wise  to 
take  extra  precautions  in  a  particular 
emergency  or  under  new  conditions 
sets  a  standard  that  a  prudent  manager 
cannot  ignore.  This  constitutes  one  of 
the  strongest  arguments  for  safe  de¬ 
posit  managements  associating  them¬ 
selves  in  some  form  of  organization 
that  will  keep  them  informed  of  the 
practices  prevailing  in  other  companies, 
and  thus  enable  them  to  select  that 
which  is  best  and  steer  on  their  own 
operating  forces  until  they  attain  the 
highest  possible  standards  of  vigilance 
and  administrative  responsibility. 
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IN  the  preceding  articles  of  this  series 
an  attempt  has  been  made  to  give  a 
fairly  comprehensive  discussion  of  the 
general  nature  of  corporate  surplus  and 
some  of  the  problems  which  it  presents. 
Consideration  has  been  accorded  to  its 
several  classifications  and  in  that  con¬ 
nection  to  the  distinction  between 
surplus  reserves  and  operating  reserves. 
Attention  has  also  been  given  to  the 
way  in  which  the  apparent  amount  of 
surplus  is  affected  by  asset  valuation, 
and  to  what  extent  the  surplus  may  be 
distributed  to  stockholders  from  the 
point  of  view  of  the  law,  as  well  as  of 
sound  finance.  It  is  not  inappropriate 
to  close  the  series  by  dealing  with  the 
question  of  how  the  surplus  should  be 
shown  in  the  balance  sheet,  for  it  is 
through  the  balance  sheet  rather  than 
the  ledger  that  the  company’s  execu¬ 
tives,  its  stockholders,  and  the  general 
investing  public  study  the  company’s 
condition. 

The  showing  of  surplus  on  the 
balance  sheet  presents  a  number  of 
interesting  features  and  deserves  more 
attention  than  it  is  usually  given.  In 
the  first  place,  it  must  be  remembered 
that  the  surplus  and  capital  stock 
together  make  up  the  net  worth  of  the 
corporation.  The  most  popular  form  of 
balance  sheet  is  one  which  groups  these 
net  worth  items  in  such  a  way  as  to 
show  the  total  net  worth.  To  accom¬ 
plish  this  result  the  capital  stock  and 
surplus  amounts  must  be  added  to¬ 
gether  to  form  a  total  which,  added  to 
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the  total  of  the  balance  sheet  liabilities, 
gives  the  grand  total  of  the  credit  side, 
“Liabilities  and  Capital,”  or  “Liabili¬ 
ties  and  Net  Worth.”  This  is  illus¬ 
trated  on  the  balance  sheet  shown  later. 
Conversely,  if  instead  of  a  surplus  there 
is  a  deficit,  it  should  be  shown  as  a 
deduction  from  the  amount  of  capital 
stock  instead  of  appearing  on  the  asset 
side,  in  order  that  the  net  worth  of  the 
corporation  may  still  be  shown  in  one 
figure. 

While  other  arrangements  of  the 
balance  sheet  items,  especially  of  the 
items  on  the  right-hand  or  credit  side, 
are  in  use,  and  are  still  regularly 
employed  by  some  of  the  best-known 
public  accountants,  the  above  arrange¬ 
ment  is  in  the  greatest  favor. 

It  is  almost  always  used  in  the  case  of 
financial  institutions.  If  the  balance  sheet 
is  primarily  intended  to  be  submitted  to  a 
prospective  lender,  prominence  should  be 
given  to  the  comparison  of  current  assets 
with  current  liabilities  by  placing  them  at 
the  top.  If  the  balance  sheet  is  intended 
for  a  prospective  purchaser,  the  net  worth 
of  the  business  may  well  be  stated  in  one 
amount,  thereby  conforming  to  the  first 
arrangement.  In  the  opinion  of  many 
accountants,  the  growing  practice  of  issuing 
capital  stock  without  par  value  furnishes 
an  additional  reason  for  showing  in  the 
balance  sheet  the  total  of  the  capital  stock 
and  surplus.1 

There  is  an  increasing  tendency  on  the 
part  of  accountants  to  make  a  marked 
differentiation  in  the  display  of  liabilities 
as  distinct  from  proprietorship  interest. 
The  old-fashioned  balance-sheet  in  which 

•  “Accountants’  Reports,"  by  W.  H.  Bell.  p.  22. 
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all  credit  amounts  were  tabulated  one  after 
the  other  upon  the  right-hand  without 
marked  grouping  or  classification  has  given 
way  to  the  modern  balance-sheet  wherein 
the  attempt  is  made  to  display  definitely 
all  those  totals  of  classification  which  are 
of  interest  to  the  business  world.  Liabil¬ 
ities  are  subdivided  so  as  to  show  the  total 
of  those  of  a  current  nature  as  distinct  from 
those  which  are  of  a  more  permanent 
nature.  The  inclusion  of  capital  stock 
obligations  with  the  permanent  liabilities 
is  giving  place  to  the  method  wherein  all 
proprietorship  measurements  are  grouped 
together,  cumulating  in  a  total  which  dis¬ 
plays  in  one  amount  the  net  excess  of  all 
assets  over  liabilities.* 

II 

Classification  on  the  Balance  Sheet. 
The  balance  sheet  is  the  place  where 
the  classification  of  surplus  which  was 
discussed  in  the  second  paper  of  this 
series3  comes  to  the  public  eye.  Though 
perhaps  trite,  it  will  nevertheless  bear 
restating  here  that  there  is  little  use  in 
the  auditor’s  working  out  the  history  of 
the  corporate  surplus  unless  he  shows 
it  in  his  balance  sheet.  Such  a  history 
is  of  great  value  to  the  reader  of  the 
balance  sheet,  be  he  an  executive  of,  or 
an  investor  in  the  company. 

If  no  other  division  of  the  surplus  is 
made,  care  should  always  be  taken  to 
show  that  which  is  available  for  divi¬ 
dends  separately  from  that  which  is  not 
so  available.  The  totals  of  each  group 
should  be  so  gathered  that  the  amount 
available  may  be  ascertained  at  a 
glance.  Because  the  principal  objection 
to  the  appreciation  of  asset  values  has 
been  found  in  the  tendency  of  boards  of 
directors  to  declare  dividends  out  of 
the  surplus  thus  created,  such  surplus 
should  be  very  carefully  separated  from 
surplus  arising  from  other  sources.  To 
it  should  be  added  any  amounts  re¬ 
served  from  dividends  by  action  of  the 

‘“Classification  of  Surplus,”  by  C.  B.  Couchman, 
Journal  o]  Accountancy ,  October,  1921,  pp.  268,  269. 

•  See  Administration  for  November,  1922. 


board  of  directors  or  by  bond-selling 
contracts  which  required  the  establish¬ 
ment  of  reserves.  All  true  earned  or 
capital  surplus  is  normally  available  for 
use  as  dividends  unless  it  has  been  so 
set  aside.  The  balance  sheet  presented 
on  pages  462  and  463  shows  as  not 
available  for  dividends  certain  items 
of  appropriated  surplus  and  the  surplus 
arising  from  the  appreciation  of  in¬ 
tangibles. 

This  separation  of  the  surplus  not 
available  for  dividends  from  that  which 
is  so  available  is  considered  vital.  Of 
perhaps  less  importance,  but  still  very 
desirable,  is  the  separation  of  earned 
surplus  from  capital  surplus.  In  mak¬ 
ing  this  separation  the  question  comes 
up  as  to  the  kind  of  surplus  out  of 
which  dividends  have  been  paid.  Ac¬ 
counting  practice  has  always  favored 
the  theory  that  unless  there  are 
specific  statements  to  the  contrary  in 
the  resolutions  declaring  dividends, 
earned  surplus  is  distributed  before 
capital  surplus. 

For  purposes  of  the  federal  income 
tax,  however,  Congress  has  enacted 
that  dividends  “shall  be  deemed  to 
have  been  made  from  the  most  recently 
accumulated  undivided  profits  or  sur¬ 
plus,’’4  and  the  United  States  district 
court  of  the  northern  district  of  New 
York  has  held  that  this  rule  shall 
apply  “regardless  of  the  language  of 
the  resolution  or  the  intent  of  the 
company.”5  The  federal  statute,  how¬ 
ever,  is  subject  to  change  annually  or 
oftener,  and  is  of  interest  only  in  so  far 
as  a  distinction  must  be  made  between 
surplus  accumulated  prior  to  March  1, 
1913,  and  surplus  accumulated  after 
that  date,  so  that  it  need  not  affect 
accepted  accounting  practice. 

4  Revenue  Act  of  1916,  aa  amended  (1917). 

*  Harder  v.  Irwin,  Collector  of  Internal  Revenue, 
reported  in  T.  D.  3420  of  the  Bureau  of  Internal 
Revenue.  Not  only  because  of  this  point  but  because 
of  others  of  far  greater  importance,  it  is  hoped  that  the 
case  wifi  be  appealed  to  the  Supreme  Court  for  final 
decision. 
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III 

Showing  Reserves.  The  improper 
handling  of  reserves  on  the  balance 
sheet  is  not  infrequent  and  leads  to 
confusion  and  misconstruction. 

The  reserves  which  have  been  dis¬ 
cussed  in  this  series  of  articles  as  non¬ 
operating,  that  is,  proprietorship  or 
surplus  reserves,  being  a  part  of  the 
corporate  surplus,  should  be  shown  on 
the  balance  sheet  in  such  a  way  that 
their  total  will  be  accumulated  in  the 
total  of  the  corporate  net  worth. 


Surplus,  January  1,  1922 . $50,247.23 

Less:  Dividends  declared  March 

1,  1922 .  20,000.00 

$30,247.23 

Plus:  Profit  of  year  1922 .  12,962.38 

Surplus,  December  31,  1922..  $43,209.61 


If  this  analysis  of  surplus  were, 
however,  of  any  greater  length  than 
this,  it  would  be  much  better  to  make 
a  separate  schedule  of  it  in  some  such 
form  as  is  given  in  the  following: 


On  the  other  hand,  the  operating 
reserves,  being  either  deductions  from 
asset  values  or  else  representing  true 
liabilities,  should  under  no  conditions 
be  shown  as  a  part  of  the  net  worth.' 
Those  which  are  sometimes  called 
valuation  reserves  because  they  place 
a  measure  on  specific  asset  values  are 
preferably  shown  as  deductions  from 
those  asset  values,  but  they  are  some¬ 
times  carried  on  the  balance  sheet 
among  the  liabilities. 

The  practice  occasionally  seen  of 
showing,  between  the  liabilities  and  the 
net  worth  items,  a  categorical  item  of 
“Reserves”  the  total  of  which  is  not 
tied  to  either  of  the  other  groups  even 
by  a  sub-total,  is  hardly  defensible 
because  it  is  impossible  for  the  reader 
of  the  balance  sheet  to  ascertain  the 
financial  condition  which  the  state¬ 
ment  is  supposed  to  disclose.  The 
certificate  on  such  a  balance  sheet  to 
the  effect  that  to  the  best  of  the 
auditor’s  “knowledge  and  belief  it 


Analysis  of  Surplus 


Balance  of  Surplus,  December  31,  1922 .  $100,000 

Adjustments  Applicable  to  Prior  Periods: 

Addition : 

Refund  of  Income  Tax  Overpaid .  $1,000 

Deductions : 

Accounts  Payable  Not  Entered .  $200 

Items  Wrongly  Capitalized .  400 

Total  Deductions .  600 

Net  Increase .  400 

True  Surplus,  December  31,  1922 .  $100,400 

Extraordinary  Profits  this  period .  $17,000 

Net  Operating  Profit  this  period .  43,000 

Total  Additions .  60,000 

Amount  Available  for  Appropriation .  $160,400 

Appropriations  of  Surplus: 

Reserve  for  Sinking  Fund .  $10,000 

Dividends  Declared  and  Paid .  20,000 

Total  Appropriations .  30,000 

Surplus,  June  30,  1923 . $130,400 
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CARTHAGE  CABINET  COMPANY 

INDIANAPOLIS 

BALANCE  SHEET 


December  81,  1922 


ASSETS 

Cash: 

Cash  in  Offioes . 

Cash  in  Banks . 

Total  Cash . 

Notes  and  Accounts  Receivable: 

Accounts  Receivable,  Customers’,  Not  Due . 

Accounts  Receivable,  Customers’,  Past  Due . 

Railroad  and  Insurance  Claims . 

Total  Outside  Receivables . 

Less:  Allowance  for  Doubtful  Receivables . 

Total  Outside  Receivables,  Good . 

Inventories: 

Raw  Material . 

Goods  in  Process . 

Finished  Goods . 

Total  Merchandise  Inventories . 

U.  8.  Liberty  Loan  Bonds . 

Total  Quick  Assets . 

Officers’  and  Employers’  Accounts  and  Stock  Subscriptions .  .  . 

Total  Current  Assets . 

Fixed  Assets: 

Land . 

Buildings . 

Less;  Allowance  for  Depreciation . 

Buildings,  Net  Value . 

Office  Furniture  and  Fixtures . 

Lest:  Allowance  for  Depreciation . 

Office  Furniture  and  Fixtures,  Net  Value . 

Faotory  Fixtures . 

Less:  Allowance  for  Depreciation . 

Factory  Fixtures,  Net  Value . 

Machinery  and  Tools . 

Less:  Allowance  for  Depreciation . 

Machinery  and  Tools,  Net  Value . 

Automobiles  and  Trucks . 

Less:  Allowance  for  Depreciation . 

Automobiles  and  Trucks,  Net  Value . 

Total  Fixed  Assets . 

Deferred  Charges: 

Supplies  Inventory . 

Prepaid  Insurance . 

Prepaid  Royalties . 

Total  Deferred  Charges . 

Good-Will,  Patents  and  Trade-Marks . 


$12,750.00 

94,675.91 


$107,425.91 


$637,982.26 

51,447.35 

11,170.17 


$700,599.78 

44,728.12 


655,871.66 


$573,742.32 

187,707.84 

1,432,772.13 

.  2,194,222.29 

.  160,400.00 

.  $3,117,919.86 

.  .114,740.24 

.  $3,232,660.10 


$249,592.67 


$580,910.21 

156,209.38 


$19,085.04 

9,782.15 


$197,627.76 

102,622.07 


$1,583,754.68 

538,632.60 


$55,182.79 

20,464.21 


424,700.83 


9,302.89 


95,005.69 


1,045,122.08 


34,718.58 


$1,858,442.74 


$7,337.92 

21,904.95 

5,000.00 


34,242.87 

300,000.00 


Total  Assets 


$5,425,345.71 
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CARTHAGE  CABINET  COMPANY 

INDIANAPOLIS 

BALANCE  SHEET 

December  31,  1922 

LIABILITIES  AND  NET  WORTH 


Current  Liabilities  (Unsecured) : 

Notes  to  Banks .  $180,000.00 

Accounts  Payable,  Trade .  178,046.58 

Accounts  Payable,  Sundry .  160,689.44 

Accrued  Interest,  Taxes,  etc.  (including  Federal  Income  Tax) .  74,495.65 


Total  Current  Liabilities  (Unsecured) 


$593,231.67 


Fixed  Liabilities: 

First  Mortgage  Bonds  Outstanding,  due  1935 
Leas:  Sinking  Funds  in  Hands  of  Trustees: 

Cash . 

Investments . 

Total  Sinking  Funds . 

Net  Fixed  Liabilities . 


.  $800,000.00 

$2,436.07 

349,600.00 

.  352,036.07 


447,963.93 


Total  Liabilities .  $1,041,195.60 


Net  Worth: 

Preferred  Stock,  Authorized . 

Less:  Unissued .  $3,000,000.00 

In  Treasury .  1,000,000.00 


$5,000,000.00 


4,000,000.00 

Outstanding .  $1,000,000.00 

Plus:  Subscribed .  100,000.00 


Total  Preferred  Capital  Stock 


$1,100,000.00 


Common  Stock  of  No  Par  Value,  50,000  shares  authorized,  20,000  shares 


outstanding .  800,000.00 

Total  Capital  Stock .  $1,900,000.00 


Surplus,  Available  for  Dividends: 

Earned .  $1,442,150.11 

Capital .  140,000.00 

Total  Surplus  Available  for  Dividends .  $1,582,150.11 


Surplus,  Not  Available  for  Dividends: 
Reserves: 

For  Sinking  Fund . 

For  Contingencies . 

For  Expansion . 

Total  Reserves . 


$352,000.00 

200,000.00 

150,000.00 

$702,000.00 


From  Revaluation  of  Good-Will,  Patents,  and  Trade-Marks. .  200,000.00 

Total  Surplus  Not  Available  for  Dividends .  902,000.00 

$4,384,150.11 


Net  Worth . 

Total  Liabilities  and  Net  Worth 


$5,425,345.71 
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accurately  reflects  the  true  financial 
condition  of  the  company”  on  such  and 
such  a  date  is  a  reflection  on  the 
auditor  rather  than  on  the  company 
whose  affairs  have  been  examined. 

IV 

Showing  Declared  and  Unpaid  Divi¬ 
dends.  The  improper  entry  of  dividends 
upon  the  balance  sheet  is  not  uncom¬ 
mon.  Dividends,  it  must  be  borne  in 
mind,  are  not  a  charge  against  surplus 
until  they  are  declared,  at  which  time 
they  become  an  actual  liability.  This 
is  true  even  of  cumulative  dividends, 
and  they  should,  therefore,  not  be 
“accrued”  on  the  balance  sheet.  Even 
if  cumulative  preferred  dividends  have 
been  passed  for  years,  no  deduction 
from  surplus  should  be  made  on  ac¬ 
count  of  them  until  they  are  declared. 
For  the  information  of  stockholders 
and  prospective  investors,  however, 
who  will  be  interested  in  knowing  the 
possible  dividend  expectation  of  the 
different  classes  of  stock,  passed  cumu¬ 
lative  dividends  should  be  mentioned 
in  a  footnote  to  the  balance  sheet,  in 


order  that  it  may  be  known  that  until 
the  passed  dividends  have  been  paid 
there  can  be  no  distribution  on  the 
common  stock. 

As  soon  as  dividends  are  declared, 
their  amount  should  be  removed  from 
the  surplus  balance  and  set  up  as  a 
liability,  perhaps  under  the  heading 
“Dividends  Payable.”  The  practice 
sometimes  seen  of  showing  declared 
and  unpaid  dividends  as  a  part  of  sur¬ 
plus  called  “Reserve  for  Dividends” 
is  meaningless.  All  true  surplus  is  a 
reserve  for  dividends,  as  it  is  a  reserve 
for  contingencies. 

V 

Analysis  of  Surplus.  It  is  often  con¬ 
sidered  desirable  for  the  balance  sheet 
to  show  the  changes  in  surplus  during 
the  last  fiscal  period,  so  that  a  reader 
of  the  balance  sheet  may  be  able  to 
determine  the  reasons  for  the  change 
between  the  amounts  of  surplus  at  the 
beginning  and  the  end  of  the  fiscal 
period.  Such  an  analysis  might  show 
the  surplus  section  of  a  simple  balance 
sheet  as  in  the  form  which  is  given  on 
page  461. 


FORECASTING  CASH  REQUIREMENTS— THE 
ANALYTIC  CASH  ESTIMATE 

BY  RAYMOND  W.  McKEE* 


FEW  business  concerns  nowadays 
are  financed  entirely  from  the  “  in¬ 
side;”  on  the  contrary,  most  enter¬ 
prises  operate,  in  a  measure  at  least, 
on  borrowed  capital.  No  difficulty  is 
experienced  by  the  average  financial 
executive  in  securing  ample  loans 
from  banks  to  meet  the  requirements 
of  his  organization  if  the  general 
economic  conditions  are  favorable. 
When,  however,  a  period  of  general 
business  depression  sets  in,  the  exec¬ 
utive  is  often  hard  put  to  it  to  arrange 
a  bank  loan  for  an  amount  to  satisfy 
the  cash  demands  of  current  business. 

One  outstanding  feature  of  this 
periodical  tightening  of  money  condi¬ 
tions  is  the  very  fact  that  the  tighten¬ 
ing  does  not  usually  occur  in  a  day,  or 
a  week,  but  is  rather  a  gradual  process, 
spread  over  a  period  of  several  weeks, 
and  sometimes  even  of  several  months. 
Its  causes  are  various.  Not  infre¬ 
quently  a  depression  is  entirely  local; 
often  the  condition  is  nation-wide. 
But  local  or  national,  come  it  will; 
and  it  may  in  general  be  stated  that 
the  average  business  man  or  executive 
is  better  able  to  gauge  the  proba¬ 
bilities  of  securing  certain  loans  six 
months  hence  than  the  actual  cash 
requirements  of  his  business  as  of  the 
same  date.  For,  were  he  able  to  fore¬ 
see  the  amount  of  these  cash  require¬ 
ments,  he  would  most  surely  renew 
notes  instead  of  paying  them,  and 
would  arrange  in  advance  for  new 
loans  to  carry  him  through  the  period. 
Also  it  is  a  matter  of  common  knowl¬ 
edge  that  cash  dividends  are  often 

*  C.  P.  A.  (Mo.).  With  Price,  Waterhouse  and 
Company,  St.  Louis. 


paid  which,  as  shown  by  subsequent 
developments,  should  have  been  de¬ 
ferred  or  passed,  or  perhaps  paid  in 
scrip  so  as  to  conserve  cash. 

II 

Effect  on  Cash  of  Balance  Sheet 
Changes.  This  leads  to  the  question: 
Is  it  possible  to  forecast  cash  require¬ 
ments  satisfactorily?  The  writer  be¬ 
lieves  it  is.  To  illustrate  let  us  take 
the  comparative  balance  sheet  of  the 
business  shown  in  Figure  1. 

From  the  statement  the  net  results 
of  the  transactions  for  the  period  are 
quite  apparent.  The  net  worth  of  the 
business  has  been  increased  by  $28,- 
000.00.  But  what  has  been  the  effect 
on  cash  of  the  increase  or  decrease 
in  each  of  the  other  items  of  the 
statement?  Let  us  glance  over  the 
analysis  of  cash  as  shown  in  Figure 
2  and  prepared  from  the  comparative 
balance  sheet. 

It  is  quite  obvious  that  the  net  in¬ 
come  of  a  period,  representing  as  it 
does  an  increase  of  surplus,  rarely 
results  in  an  actual  increase  of  cash 
for  a  corresponding  amount.  Never¬ 
theless  it  tends  to  cause  just  such  an 
increase.  The  same  tendency  is  seen 
in  an  increase  of  any  other  liability 
item,  and  also  in  its  equivalent  when 
there  is  a  decrease  in  an  asset  item 
other  than  cash.  On  the  other  hand, 
the  opposite  is  also  true,  that  decreases 
in  liabilities,  including  surplus,  and 
increases  in  assets  other  than  cash 
tend  to  reduce  cash.  The  net  effect  of 
business  operations  on  cash  is  the 
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resultant  of  these  four  classes  of 
changes  in  the  balance  sheet  items. 

Ill 

Value  of  Comparative  Figures.  Lay  a 
balance  sheet  as  of  any  particular  date 
before  an  average  executive.  In  the 


column  next  to  the  one  carrying  actual 
figures,  place  figures  estimated  as  of 
six  months  later.  The  executive  most 
assuredly  cannot  comprehend  the  effect 
of  the  changes  indicated  upon  the  cash 
balance  of  the  concern  at  the  end  of  the 
period.  But  arrange  the  results — that 
is,  the  net  changes — in  the  form  of  an 


The  Blackstone  Manufacturing  Company  Comparative  Balance  Sheet 


June  30, 
1922 

December 
31,  1921 

Increase  or 
Decrease* 

Assets 

Current: 

$50,000.00 

$  75,000.00 
10,000.00 

$25,000.00 

8,000.00 

25,000.00 

Notes  Receivable . 

2,000.00 

175,000.00 

150,000.00 

Total . 

$227,000.00 

$235,000.00 

Inventories: 

Raw  Material . 

$  25,000.00 

$  15,000.00 
10,000.00 

10,000.00 

10,000.00 

20,000.00 

Total . 

$  45,000.00 

$  25,000.00 

Fixed  Assets: 

Buildings  and  Sites . 

$110,500.00 

$100,000.00 

200,000.00 

5,000.00 

10,500.00 

5,000.00 

500.00 

Machinery  and  Equipment . 

205,000.00 

5,500.00 

Furniture  and  Appliances . 

Total . 

$321,000.00 

$305,000.00 

Total  Assets . 

$593,000.00 

$565,000.00 

$28,000.00 

Liabilities  and  Capital 

Current: 

Notes  Payable . 

$  40,000.00 
35,000.00 

$  50,000.00 
25,000.00 

$10,000.00 

Accounts  Payable . 

10,000.00 

Total . 

$  75,000.00 

$  75,000.00 

Capital  Stock . 

$350,000.00 

168,000.00 

$350,000.00 

140,000.00 

Surplus . 

28,000.00 

Total . 

$518,000.00 

$490,000.00 

Total  Liabilities  and  Capital . 

$593,000.00 

$565,000.00 

$28,000.00 

*  Decreasesitalicized. 

Figure  1.  Comparative  Balance  Sheet 


April 

1928 


FORECASTING  CASH  REQUIREMENTS 


467 


analytic  cash  estimate,  and  the  ulti¬ 
mate  effect  on  cash  is  then  readily 
apparent. 

Most  substantial  firms — of  late  years 
more  especially — have  formed  the  habit 
of  compiling  comparative  operating 
statistics  periodically.  In  thus  com¬ 
paring  the  results  of  a  given  period 
with  those  of  some  former  period  of 
equal  length,  they  secure  information 
that  is  invaluable  in  conducting  the 
operations  of  the  business.  The  queries 
that  naturally  arise  as  to  the  whys  and 
wherefores  of  the  changing  conditions 
shown  by  these  comparative  state¬ 
ments  have  led  the  inquisitive  ones  a 
step  forward.  They  are  not  satisfied 
with  past  and  present  results;  they 
must  also  forecast  the  future.  Of  this 
demand  has  been  born  the  “  Operating 
Estimate,”  with  which  most  of  us  are 
fairly  familiar,  and  the  “Stock  Esti¬ 


mate,”  its  first  cousin.  As  these  are 
already  well  known  to  readers  of  this 
journal,  they  will  not  be  considered 
here  except  in  so  far  as  they  affect 
the  analytic  cash  estimate. 

IV 

Analytic  Cash  Estimate.  It  is  de¬ 
sired  to  estimate  on  June  30,  1922,  the 
cash  requirements  of  the  Blackstone 
Manufacturing  Company  as  of  the 
next  December  31,  as  well  as  at  the 
end  of  the  intervening  months.  From 
operating  analyses  of  the  six-month 
period  from  July  1  to  December  31, 
1921,  we  find  that  net  profits  at  the 
end  of  each  month  were  as  shown  in 
the  first  column  of  the  table  given  be¬ 
low.  All  known  contributory  factors 
considered,  the  corresponding  six 
months  of  1922  are  expected  to  show 


The  Blackstone  Manufacturing  Company  Cash  Analysis 


Period  January  1  to  June  30,  1922 


Additions 
To  Cash 

Deductions 
From  Cash 

Net  Income  for  the  period . 

$28,000.00 

8,000.00 

$25,000.00 

10,000.00 

10,000.00 

10,500.00 

5,000.00 

500.00 

10,000.00 

Notes  Receivable . 

Raw  Material  Inventory . 

Finished  Goods  Inventory . 

Buildings  and  Sites . 

Machinery  and  Equipment . 

Furniture  and  Fixtures . 

Notes  Payable . 

Accounts  Payable . 

10,000.00 

Totals.  ...  .  .  . 

$46,000.00 

$71,000.00 

Net  Deduction  from  Cash . 

$25,000.00 

Cash  on  Hand,  January  1,  1922 . 

$75,000.00 

25,000.00 

Net  Deduction  during  Period . 

Cash  on  Hand,  June  30,  1922 . 

$50,000.00 

Figure  2.  Analysis  of  Cash 
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net  profits  as  indicated  in  the  second 
or  estimated  column.  (The  terms 
“Net  Income”  and  “Net  Profits” 
are  used  interchangeably.) 


The  Blackstone  Manufacturing  Company 
Statement  of  Net  Income 


Actual 

Estimated 

July . 

1921 

$4,300.00 

4,200.00 

4,500.00 

4,700.00 

5,900.00 

10,400.00 

1922 

$4,100.00 

4,000.00 

4,300.00 

4,900.00 

6,500.00 

12,000.00 

August . 

September . 

October . 

November . 

December . 

Total . 

$34,000.00 

$35,800.00 

With  this  and  like  information  con¬ 
cerning  the  monthly  changes  in  lia¬ 
bility  items  and  assets  other  than  cash, 
we  can  begin  making  our  cash  esti¬ 
mate.  In  the  same  manner  as  is  indi¬ 
cated  in  the  cash  analysis  in  Figure  2, 
we  insert  the  above  estimates  of  the 
net  profit  or  changes  in  surplus  and 
estimates  of  changes  in  the  other  lia¬ 
bilities  and  in  the  assets  other  than 
cash  in  a  statement  known  as  the 
Analytic  Cash  Estimate,  shown  in 
Figure  3. 

Taking  up  the  analytic  estimate  line 
by  line,  the  following  explanation  of 
the  estimated  changes  as  they  will 
affect  cash  may  be  made: 

Line  1.  Here  appear  the  monthly  esti¬ 
mates  of  net  profits  which  are  equivalent 
to  additions  to  cash. 

Line  2.  In  July  it  is  expected  that  notes 
receivable  will  increase  by  the  amount  of 
$1,000.  This  is  indicated  as  a  deduction 
from  cash.  In  August  the  notes  appear¬ 
ing  in  the  balance  sheet  of  June  30  fall 
due  and  are  considered  collectible.  This 
means  an  addition  to  cash.  In  both 
September  and  October  it  is  expected  that 
notes  receivable  will  increase  by  the  amount 
of  $2,000.  In  November  no  change  is 


anticipated,  but  in  December  they  are  ex¬ 
pected  to  decrease  by  $4,000. 

Line  3.  The  largest  debtor  of  the  firm, 
whose  financial  responsibility  was  and  is 
unquestionable,  is  expected  to  liquidate 
his  account  at  the  rate  of  $25,000  per 
month.  This  is  in  accordance  with  the 
agreement  under  which  the  original  credit 
was  extended.  Except  from  this,  no  ma¬ 
terial  change  is  anticipated  in  accounts 
receivable. 

Line  4.  The  stock  of  raw  material  on 
hand  is  to  be  increased  in  October  by 
$10,000.  The  company  will  allow  60  days 
in  which  to  pay  for  the  material,  and  hence 
the  compensating  change  during  the  same 
month  in  bills  payable,  as  shown  in  line  10. 

Line  5.  The  closing  inventory  of 
finished  goods  November  30  is  expected  to 
increase  by  the  amount  of  $10,000,  which 
tends  to  cause  a  deduction  from  cash  for 
the  same  amount.  In  December,  however, 
the  same  inventory  will  decrease  $5,000 
with  a  corresponding  addition  to  cash. 

Lines  6  and  7.  The  executive  committee 
has  decided  to  enlarge  the  plant  capacity 
during  September  and  October  by  the 
addition  of  an  auxiliary  plant.  Con¬ 
struction  estimates  have  been  made  and 
the  orders  for  the  equipment  placed.  The 
total  cost  is  to  be  $33,000,  of  which  $30,000 
will  be  incurred  in  September  and  the 
balance  in  October. 

Line  8.  Additional  furniture  costing 
$2,000  is  to  be  purchased  in  September. 

Line  9.  A  note  payable  in  the  sum  of 
$20,000  falls  due  during  August  and  will  be 
paid.  The  construction  company  erecting 
the  addition  to  plant  has  agreed  to  accept 
in  September  a  note  in  amount  of  $10,000, 
payable  in  December. 

Line  10.  It  is  anticipated  that  accounts 
payable  will  be  reduced  by  $10,000  during 
July,  and  by  a  like  sum  during  August. 
The  purchase  of  additional  raw  material 
in  October  will  increase  accounts  payable 
$10,000;  the  account  will  be  paid,  accord¬ 
ing  to  agreement,  during  December. 

Line  11.  A  cash  dividend  is  to  be  paid 
during  December  in  amount  of  $50,000, 
which  will  reduce  surplus  by  that  sum. 

The  remaining  lines  of  the  analytic 
estimate  are  self-explanatory. 
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V 

Effect  oj  Estimated  Changes  in  Cash. 
It  will  be  seen  that  the  net  effect  of  the 
foregoing  estimated  changes  will  be  to 
increase  cash  by  $46,800,  so  that  the 
company,  provided  that  actual  per¬ 
formance  does  not  deviate  too  greatly 
from  the  estimated  figures,  will  have 
on  hand  at  the  close  of  the  period  about 
$96,800  in  cash.  In  view  of  these 
expected  conditions,  the  company 
might  safely  pay  off  its  remaining  note 
indebtedness  of  $40,000,  as  shown  in 
the  balance  sheet  of  June  30,  1922,  and 
still  retain  a  cash  balance  sufficient 
to  meet  all  the  operating  require¬ 
ments. 

The  estimate  has  been  purposely 
simplified,  in  order  that  it  might  be 


more  readily  explained  and  easily  un¬ 
derstood.  However,  it  is  just  as  simple 
under  actual  operating  conditions,  al¬ 
though  often  somewhat  involved  as  to 
detail.  Its  use  by  large  concerns  makes 
necessary  operating  statistics  in  con¬ 
siderable  detail,  and  it  need  hardly  be 
added  that  accuracy  in  taking  into 
account  and  properly  weighing  all 
factors  which  will  affect  the  result  is 
quite  necessary. 

The  functions  of  both  the  analysis 
of  cash  and  the  analytic  cash  estimate 
are  manifold.  They  serve  not  only 
as  financial  guides  for  the  executives, 
but  also  as  operating  checks.  For  the 
sake  of  emphasis  it  may  be  repeated 
that  all  possible  factors  must  be  fully 
considered  if  a  sufficiently  accurate 
result  is  to  be  obtained. 


The  Blackstone  Manufacturing  Company  Analytic  Cash  Estimate* 


July  to  December,  1922 


Line 

July 

August 

Sep¬ 

tember 

October 

No¬ 

vember 

De¬ 

cember 

Net  Effect 
on  Cash 
of  Changes 

1  Net  Income . 

$4,100 

$4,000 

$4,300 

$4,900 

$6,500 

$12,000 

$35,800 

2  Notes  Receivable . 

1,000 

2,000 

S,000 

S,000 

4,000 

1,000 

3  Accounts  Receivable. . . . 

25,000 

25’000 

25,000 

25,000 

25,000 

25,000 

150,000 

4  Raw  Material  Inventory 

10,000 

10,000 

5  FinishedGoodsInventory 

10,000 

5,000 

5,000 

6  Buildings  and  Sites . 

10,000 

2,000 

12,000 

7  Machinery  and  Equip- 

ment . 

SO, 000 

1,000 

21,000 

8  Furniture  and  Appliances 

S,000 

2,000 

9  Notes  Payable . 

SO, 000 

io’ooo 

10,000 

20,000 

10  Accounts  Payable . 

10,000 

10,000 

10,000 

10,000 

20,000 

1 1  Surplus . 

50,000 

50,000 

Net  Changes  in  Cash . 

$18,100 

$1,000 

$5,300 

$24,900 

$21,500 

$2^,000 

$46,800 

Cash  on  Hand,  First  of  Each 

Month . 

50,000 

68,100 

69,100 

74,400 

99,300 

120,800 

Estimated  Cash,  Close  of 

Each  Month . 

$68,100 

$69,100 

$74,400 

$99,300 

$120,800 

$96,800 

Cash  on  Hand,  First  of  Period 

50,000 

Estimated  Cash  on  Hand  at 

Close  of  Period . 

$96,800 

*  D  eductions  are  italicized. 

Figure  S.  Analytic  Cash  Estimate 


INVESTMENT  VALUE  OF  SOUTH  AMERICAN 
SECURITIES 

(PART  I) 

WALTER  E.  LAGERQUIST* 


A  GREAT  many  claims  for  and 
against  South  American  secur¬ 
ities  have  been  made  in  the  last  five 
years,  but  in  many  cases  those  making 
the  claims  have  few  or  no  convincing 
reasons  to  support  them.  Many  who 
were  enthusiastic  advocates  of  these 
securities  three  years  ago  are  now  de¬ 
cidedly  opposed  to  them.  To  one 
acquainted  only  with  surface  condi¬ 
tions,  it  is  difficult  to  understand  why 
this  should  be  so.  As  South  America 
in  no  way  participated  in  the  World 
War  and  was  affected  only  in  the  in¬ 
creased  advantages  in  trade  it  brought 
her,  the  situation  to  those  viewing 
the  problem  from  the  outside  seems  the 
more  difficult  to  understand.  Can  this 
situation  be  explained?  Is  this  change 
in  attitude  justified?  Were  South 
American  securities  overpromoted 
during  this  earlier  period  and  must 
they  now  be  written  off? 

While  the  effect  of  the  general 
world  depression  upon  all  foreign 
securities  must  be  accepted  as  one 
factor  in  the  present  price  depression 
of  South  American  securities,  it  is  not 
the  influence  to  which  the  investor 
should  give  his  closest  attention.  If 
this  reaction  is  primarily  but  a  part  of 
the  great  world  depression,  all  that 
is  necessary  is  to  await  the  time  when 
the  business  cycle  for  the  countries 
thus  affected  shall  have  started  on  its 
upward  swing,  as  these  securities  will 
then  come  back  to  their  former  levels. 

*  Professor  of  Finance,  Northwestern  University, 
Chicago,  III. 


On  the  other  hand,  if  other  forces  than 
those  normally  controlling  the  cyclical 
swings  of  business  are  affecting  the 
value  of  South  American  securities,  a 
further  analysis  is  necessary. 

As  pointed  out  in  a  previous 
article1  and  as  is  now  commonly 
known,  countries  like  the  South  Amer¬ 
ican  nations,  which  import  capital, 
must  find  its  employment  of  greater 
advantage  than  the  countries  ex¬ 
porting  it.  Temporary  loans  extended 
for  war  purposes  or  emergencies  may 
violate  these  fundamental  causes  of 
the  flow  of  capital,  but  no  long  and 
continued  extension  of  funded  loans 
can  be  made  in  violation  of  these  con¬ 
trolling  forces.  The  problem  of  safety 
in  foreign  investments  is  no  different 
from  that  involving  the  safety  of 
domestic  securities.  Why  the  general 
idea  persists  with  so  many  that  a 
foreign  t°curity  is  backed  by  some 
vague  sort  of  equity  differing  from 
that  demanded  in  a  domestic  security, 
is  unexplainable.  Theoretical  or  ab¬ 
stract  as  +he  statement  concerning  the 
underlying  similarity  of  domestic  and 
foreign  loans  may  seem,  the  failure  to 
appreciate  this  fundamental  truth  will 
explain  a  large  part  of  tbe  difficulties 
which  have  developed  in  this  country 
in  connection  with  foreign  securities. 

II 

Early  Investments  in  South  America. 
In  making  any  estimate  of  American 

1  Administration  for  March,  1923. 
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holdings  of  foreign  investments,  one  is 
confronted  with  the  difficulty  of  se¬ 
curing  information  concerning  the 
investments  of  private  individuals  and 
of  holding  companies  in  foreign  sub¬ 
sidiaries.  If  one  is  to  have  any  very 
accurate  estimate  of  capital  advances 
in  the  early  development  of  the  finan¬ 
cial  relationships  with  foreign  coun¬ 
tries  these  two  sources  of  capital  ad¬ 
vances  should  be  known.  In  the  early 
stages  of  capital  borrowing  these  two 
sources  furnish  the  greater  part  of  the 
capital  advances,  though  past  esti¬ 
mates  of  foreign  investments  have  fre¬ 
quently  ignored  such  holdings.  As, 
however,  the  new  nation  progresses, 
an  increasing  proportion  of  the  capital 
is  received  in  the  shape  of  funds  se¬ 
cured  through  direct  public  offerings. 
But  even  then,  private  capital  ad¬ 
vances  made  through  holding  cor¬ 
porations,  and  in  other  ways,  con¬ 
stitute  a  larger  share  of  the  total 
capital  advances  to  foreign  countries 
than  is  commonly  accredited  to  this 
source,  though,  being  private,  they 
cannot  be  estimated  with  any  degree 
of  accuracy.  Advances  to  govern¬ 
ments,  provinces,  municipalities,  and 
other  civil  divisions,  of  course,  are 
practically  always  made  public  and 
can  be  fairly  accurately  estimated. 
In  accepting,  therefore,  any  estimate 
of  foreign  investments  by  this  country, 
it  is  necessary  to  make  the  foregoing 
qualifications. 

Not  until  near  the  close  of  the  last 
century  did  our  investment  holdings 
in  South  America  reach  any  im¬ 
portance.  But  even  then,  as  com¬ 
pared  with  those  of  Europe,  they  were 
of  little  significance.  According  to 
N.  T.  Bacon,  in  1900  the  largest 
foreign  investment  holdings  of  the 
United  States  were  in  Canada  and 
Mexico.  These  holdings  were  $150,- 
000,000  and  $180,000,000  respectively. 
In  the  same  year  American  investments 


in  Cuba  were  approximately  $50,000,- 
000,  in  Central  and  South  America, 
$45,000,000,  and  in  the  West  Indies 
$10,000,000.  The  distribution  in  South 
America  was  as  follows:  Argentine, 
$5,000,000;  Brazil,  $12,500,000;  The 
Guianas,  $3,500,000;  Venezuela, 
$8,000,000;  the  United  States  of 
Colombia,  $3,000,000,  with  the  bal¬ 
ance  well  scattered  among  the  remain¬ 
ing  countries  of  that  continent.  The 
great  part  of  these  investments  were 
of  a  private  character  including  loans 
to  subsidiary  companies. 

Ill 

Growth  of  Investment  in  Southern 
Countries.  By  1909,  according  to  the 
estimates  of  Charles  F.  Speare,  as 
based  on  the  calculations  of  Alfred 
Neymarck,  Arthur  Raffalovich,  Paul 
Dehn,  and  George  Paish,  the  foreign 
investments  of  the  United  States  in  the 
Western  Hemisphere  were  as  follows: 

Mexico . $600,000,000  to  $700,000,000 


Cuba  and  Porto  Rico .  130,000,000 

South  America .  100,000,000 

Central  America .  50,000,000 

Canada .  500,000,000 


Approximately  half  of  the  holdings 
in  South  America  were  in  Brazil  at 
this  date  and  were  invested  in  public 
utilities,  railroads,  and  loans  to  the 
government  for  the  support  of  the 
coffee  valorization  plans;  $10,000,000 
were  in  Argentine,  chiefly  in  railroads 
and  civil  obligations;  $10,000,000  in 
Peru  in  railroads;  $12,000,000  in  Chile 
in  nitrate  development;  $10,000,000 
in  Ecuador,  and  $5,000,000  in  Co¬ 
lombia.  From  the  various  estimates 
of  all  forms  of  investments,  including 
private  holdings,  the  total  in  1914 
was  probably  less  than  $400,000,000. 

During  the  period  from  1910  to 
1914,  when  business  conditions  in  the 
country  were  at  a  low  ebb,  little  or  no 
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direct  foreign  financing  was  done,  and 
from  1914  to  1918  Europe  absorbed 
nearly  all  of  the  credit  extensions  the 
United  States  was  able  to  make.  The 
issues  advanced  to  South  America  from 
August  1,  1914,  to  January  1,  1919, 
approximated  only  $51,000,000,  the 
total  South  American  loans  issued  and 
outstanding  on  January  1,  1918,  hav¬ 
ing  been  estimated  at  $157,000,000. 
But  with  the  cessation  of  European 
hostilities  and  the  inability  of  Europe 
to  resume  financing  South  American 
requirements,  the  United  States,  with 
the  advantage  of  its  abnormal  war 
and  post-war  trade  profits,  was  able 
to  advance  the  funds  desired.  The 
amount  of  South  American  securities 
floated  in  this  country  during  this 
period  of  four  years  more  than 
doubled  the  amount  previously  out¬ 
standing,  which  was  the  result  of  a  75 
years’  growth. 

Some  slight  variations  will  be  found 
between  the  various  estimates  made 
of  the  flotations  from  1918  to  1922  due 
to  the  inclusion  or  exclusion  of  certain 
bank  credits  and  so-called  temporary 
currency  issues.  These  differences, 
however,  are  not  very  large.  The 
estimates  also  do  not  include  the  re¬ 
purchase  from  Europe  of  some  of  the 
sterling  issues  bought  in  considerable 


quantities  in  this  country  eighteen 
months  ago.  The  following  table  gives 
the  South  American  issues  floated  in 
the  United  States  from  1919  to  1922 
(000  omitted). 

The  investment  holdings  of  the 
United  States  in  South  America  as 
compared  with  those  of  England  and 
other  European  countries  are  still 
very  small.  The  estimated  holdings  of 
England  in  1914  were  approximately 
$4,000,000,000,  while  those  of  Germany 
were  $1,000,000,000  and  those  of 
France  approximately  the  same.  Bel¬ 
gium  and  Holland  at  this  time  were 
also  large  holders  of  South  American 
government  and  municipal  securities 
and  bank  stock.  American  holdings 
of  all  forms  in  1914  could  not  have 
exceeded  $400,000,000,  with  a  small 
proportion  of  this  amount  in  bonds. 
As  the  South  Americans  did  not  during 
the  war  repurchase  bonds  held  in 
Europe,  as  the  United  States  did, 
England’s  holdings  have  not  changed 
much  since  1914.  With  the  estimated 
advances  made  during  the  war  added 
to  the  holdings  in  1914,  the  United 
States  has  still  probably  less  than 
$1,000,000,000. 

While  the  United  States  can  lay  no 
claim  to  financial  predominance  in 
South  America,  the  fact  that  it  was 


South  American  Issues  Floated  and  Held  in  the  United  States 
From  1919  to  1922  (000  Omitted) 


Government  and  Municipal 


1919 

1920 

1921 

1922 

1919 

1920 

1921 

1922 

Argentine. . . . 

$32,720 

$50,000 

$28,095 

$15,000 

$13,000 

Bolivia . 

4,526 

2,253 

24,000 

Brazil . 

15,500 

No 

82,000 

61,380! 

7,500 

No 

4,000 

Chile . 

394 

Issues 

44,000 

19,350 

Issues 

Colombia. . . . 

5,000 

Peru . 

1,000 

2,750 

TTrmnia.v.. . 

7,500 

6,000 

Corporation  Issues 


1  The  state  of  Bahia  $.5,000,000  issue  offered  in  October,  1922,  is  understood  to  have  been  withdrawn  and 
is  not  included  in  the  total  of  Brazilian  loans.  A  bank  loan  of  $5,000,000  is  also  not  included  in  the  Brazilian 
loans  for  1922.  No  allowance  is  made  for  repayments  in  this  table. 
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able  in  four  years  to  more  than  double 
its  holdings  in  those  countries — the 
holdings  that  it  took  75  years  to 
acquire — is  no  mean  accomplishment, 
nor  is  the  end  yet  in  sight. 

IV 

Essential  Differences  Between  the 
South  American  Countries.  One  of  the 
first  distinctions  to  make  in  a  study  of 
the  securities  of  South  America  is  in 
the  political  divisions  themselves. 
Many  advocates  of  our  closer  affili¬ 
ation  with  South  America  refer  to  the 
trade  and  finances  of  South  America 
as  a  whole.  This  is  not  only  mani¬ 
festly  unfair  to  certain  of  the  South 
American  states  but  dangerous  to  the 
American  purchaser  of  bonds,  who 
often  considers  the  security  of  these 
states  of  equal  value.  While  varia¬ 
tions  between  the  twelve  countries 
of  South  America  are  not  as  great  as 
between  the  countries  of  North  Amer¬ 
ica,  they  are  great  enough  to  warrant 
the  purchase  of  securities  of  some 
South  American  states  and  not  of 
others. 

For  instance,  the  climate  of  the 
continent  varies  from  tropical  to 
almost  semi-arctic.  Some  of  its  coun¬ 
tries  possess  more  fertile  and  arable 
soil  than  any  other  countries  in  the 
world.  Brazil  alone  is  larger  than  the 
United  States,  excluding  Alaska,  and 
has  far  more  arable  soil.  But  the 
climate,  soil,  natural  resources,  etc., 
of  Brazil  are  quite  distinctive  from 
those  of  either  Argentine  or  Chile. 
Furthermore,  despite  the  Latin  origin 
of  the  majority  of  the  people  of  the 
continent,  the  forces  of  environment 
have  created  differences  and  interests 
as  widely  at  variance  with  each  other 
as  those  which  exist  on  any  other 
continent. 

Political  independence  has  been  of 
relatively  recent  origin  for  practically 


all  of  the  South  American  states,  and 
they  have  not  all  reached  the  same 
degree  of  political  stabilization.  While 
Argentine  or  Chile,  for  illustration, 
are  now  considered  well  stabilized 
governments,  a  report  that  the  gov¬ 
ernment  of  Ecuador  or  Venezuela  had 
been  overthrown  would  never  be  a 
surprise.  The  very  looseness  of  the 
political  unity  of  a  state  like  Colombia 
as  expressed  in  her  constitution — 
“.  .  .  when  one  sovereign  state  [eight 
states  in  Columbia]  of  the  Union  shall 
be  at  war  with  another,  or  the  citizens 
of  any  state  be  at  war  among  them¬ 
selves,  the  national  government  is 
obligated  to  preserve  the  strictest 
neutrality” — cannot  hope  to  foster 
permanent  stability  or  soundness  of 
government.  Yet  Colombia  has  suf¬ 
ficient  resources  to  make  it  one  of  the 
strong  small  nations  of  the  world. 

Until  some  degree  of  stability  and 
permanency  in  government  can  be 
secured  in  a  country,  economic  de¬ 
velopment  will  be  but  slow.  While 
a  country  in  its  economic  development 
must  rely  upon  its  own  resources, 
reasonable  assurance  must  be  had  of 
non-molestation  and  an  unstable  gov¬ 
ernment  does  not  give  it.  Though 
speculative  risks  will  be  taken  despite 
these  handicaps,  advance  of  capital 
to  such  countries  cannot  be  classed  as 
investment. 

V 

Distinction  in  Character  of  Advances. 
Another  distinction  in  this  respect 
should  be  made  between  capital  ad¬ 
vanced  to  speculative  enterprises  and 
capital  advances  made  under  the 
caption  of  investments.  Many  fail 
to  do  this,  particularly  in  the  case  of 
South  America.  The  present  dis¬ 
cussion,  which  will  be  concluded  in  the 
second  part  of  the  present  article,  is 
wholly  confined  to  the  latter  and  ad¬ 
heres  to  the  investment  standards  to 
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be  observed  by  the  average  investor. 
On  the  other  hand,  this  must  in  no 
way  be  taken  as  an  objection  to  capital 
advances  for  speculative  purposes.  No 
one  can  argue  but  that  a  considerable 
amount  of  foreign  capital  must  be 
advanced  for  the  development  of 
private  enterprise  in  South  America 
and  justifiably  so. 

In  old  and  well-established  countries 
the  investment  and  speculative  se¬ 
curities  are  almost  automatically  dif¬ 
ferentiated.  In  a  new  and  developing 
country  the  future  possibilities  held 
out  are  apt  to  overshadow  the  risks 
which  the  purchaser  is  often  taking  in 
buying  its  securities.  But  when  capital 
advances  are  made,  such  as  are 
speculative  should  be  sharply  differ¬ 
entiated  from  what  can  legitimately  be 
called  capital  investment  advances. 
The  oil  fields  and  mines  of  Colombia 
and  Venezuela,  for  example,  should  be 
developed,  but  they  are  not  the  type 
of  risks  to  be  assumed  by  the  average 
small  investor.  They  are  risks  to  be 
assumed  by  large  corporations  and 
capitalists,  who  can  afford  to  take 
them.  Further,  the  large  distribu¬ 
tion  which  such  investors  are  able  to 
make  enables  them  to  offset  the  losses. 
This  the  small  investor  cannot  do. 


Once  the  foreign  enterprises  are 
placed  upon  a  sound  basis,  the  average 
investor  can  participate  and  allow  a 
part  of  the  original  promotional  capital 
of  the  enterprise  to  be  realized  for 
new  projects.  This  is  nothing  more 
nor  less  than  an  advocacy  of  the  in¬ 
vestment  principle  which  we  insist  on 
applying  in  the  purchase  of  invest¬ 
ment  securities.  Because  of  our  un¬ 
familiarity  with  foreign  securities  we 
are  still  slow  to  call  a  “spade  a  spade.” 
There  is  no  argument  then  as  to  the 
justification  of  both  types  of  capital 
advances,  but  the  conditions  and  pur¬ 
poses  of  their  extension  must  not  be 
confused. 

The  emphasis  placed  upon  these 
general  conditions  at  first  thought 
may  seem  unduly  strong.  A  critical 
survey  of  the  South  American  situation 
of  the  last  half  century,  however,  will 
soon  convince  one  of  the  necessity  of 
these  preliminary  distinctions  in  ap¬ 
proaching  this  problem  of  South  Amer¬ 
ican  investments.  Highly  desirable 
South  American  securities  are  now 
on  the  market  and  we  shall  continue 
more  and  more  to  participate  in  these 
holdings  to  our  advantage.  The 
majority  of  the  issues  offered  are, 
however,  still  speculative  in  character. 


(The  conclusion  of  Professor  Lagerquist’s  article  will  appear  in  the  May 
number  of  “ Administration .  ’  ’) 


BENEFITS  TO  THE  EXPORTER  OF  THE  TARIFF 

DRAWBACK 

BY  EDWARD  I.  CARR  * 


THE  passage  by  Congress  of  the 
Fordney-McCumber  tariff  bill  is 
causing  American  manufacturers  no 
little  concern  and  anxiety,  particularly 
those  manufacturers  who,  while  cater¬ 
ing  to  the  export  trade,  maintain  no 
foreign  manufactories  and  are  at  the 
same  time  obliged  to  use  imported 
merchandise  in  the  manufacture  or 
preparation  of  their  product. 

Nevertheless,  as  heretofore,  not  only 
luxuries  but  basic  products  and  com¬ 
ponent  materials  and  parts  will  con¬ 
tinue  to  come  in  from  foreign  shores. 
Due  to  the  superiority  of  some  of  these 
foreign  products  the  American  manu¬ 
facturers  will  have  to  employ  them  in 
manufacturing  or  preparing  their  ex¬ 
port  products  to  meet  the  exacting 
demands  of  the  foreign  buyer  where 
quality  is  concerned.  In  other  cases 
favorable  market  conditions  or  sources 
of  supply  make  importing  desirable,  if 
not  necessary.  Where  foreign  merchan¬ 
dise  is  used  in  the  manufacture  of 
export  products  it  would  seem  at  first 
glance  to  work  a  hardship  on  the 
exporter  by  curtailing  his  profit  on 
some  products  and  precluding  competi¬ 
tion  entirely  on  others. 

The  exporter  is  thus  confronted  by  a 
somewhat  different  problem  than  is  the 
manufacturer,  confining  his  interests  to 
domestic  trade.  The  latter  may  sub¬ 
stitute,  in  many  cases,  domestic  for 
imported  material,  or  successfully 
market  his  product  at  home  at  an  in¬ 
creased  price  to  cover  the  tariff  should 
he  use  dutiable  imported  material  in 
its  manufacture  or  preparation.  The 
exporter,  however,  is  obliged  to  pay 

*  Custom  House  Broker,  specializing  in  drawbacks. 


duty  on  merchandise  which  he  retains 
no  longer  than  is  necessary  to  change 
its  condition  or  enhance  its  value,  as 
immediately  thereafter  he  exports  it  as 
part  of  the  finished  article,  to  the 
keenly  competitive  markets  of  the 
world. 

II 

Drawback  Regulations.  The  exporter, 
however,  is  relieved  of  the  disadvan¬ 
tages  of  a  prejudicial  tariff  or  the  stress 
of  foreign  competition.  To  facilitate 
exporting  or  promote  foreign  trade  (or 
the  intention  may  have  been  to  benefit 
American  labor).  Congress  on  March  2, 
1799,  passed  what  is  known  as  the 
“Drawback  Act”  to  which  the  first 
reference  appears  to  have  been  made  in 
the  Revised  Statutes  of  1873.  Strange 
to  say,  this  piece  of  legislation  is 
probably  less  known  or  understood  by 
our  manufacturers  than  any  other 
measure  which  might  be  made  to  work 
to  their  advantage. 

The  drawback  regulations  provide 
for  a  refund  of  99  per  cent  of  the  duties 
paid  on  imported  material  when  that 
material  has  been  subjected  to  process 
involving  American  labor  and  exported 
with  benefit  of  drawback — that  is,  in 
accordance  with  certain  customs  for¬ 
malities  imposed  by  the  regulations 
and  under  arrangements  previously 
made  with  the  United  States  Treasury 
Department.  Merchandise  composed 
in  part  or  manufactured  from  foreign 
dutiable  merchandise  is,  therefore,  sub¬ 
ject  to  drawback,  provided  the  manu¬ 
facturer  makes  application  to  the 
Secretary  of  the  Treasury  for  the 


476 


ADMINISTRATION 


Vol.  V 
No.  4 


establishment  of  a  rate  of  drawback 
and  otherwise  complies  with  the  regu¬ 
lations. 

A  few  years  ago  a  diamond  of  great 
size  and  value  was  imported  and  a 
heavy  duty  was  paid  on  it.  For  some 
reason  or  other  it  was  desired  to  export 
the  stone  and  recover  the  duty  paid. 
This  could  not  be  accomplished,  how¬ 
ever,  until  American  labor  had  been 
expended  on  the  diamond  and  so  it 
was  necessary  to  mount  it.  A  rate  of 
drawback  was  accordingly  applied  for 
and  secured.  Thus  at  a  cost  of  a  very 
few  dollars  for  mounting  the  stone  99 
per  cent  of  the  duty,  which  amounted 
to  several  hundred  dollars,  was  re¬ 
covered  on  the  re-exportation  of  the 
diamond.  This  was  a  rather  unusual 
case,  but  it  serves  as  a  simple  illustra¬ 
tion  of  how  the  Drawback  Act  may 
benefit  the  exporter. 

Ill 

Drawback  Articles.  Drawback  today 
is  allowed  on  various  commodities: 
cigarettes  containing  imported  tobacco ; 
condensed  milk  containing  sugar;  drugs 
containing  various  imported  ingredi¬ 
ents  in  addition  to  sugar,  and  many 
others.  Wool  may  be  imported  and 
cleaned;  fruit  may  be  canned  or  pre¬ 
served;  sugar  may  be  refined;  and 
Canadian  wheat  may  be  milled — and 
then  each  may  be  exported  with  benefit 
of  drawback.  This  is  entirely  reason¬ 
able  and  just,  because  American  labor 
and  industry  have  benefited  by  such 
importations. 

Sugar,  the  greatest  drawback  com¬ 
modity,  and  aluminum  are,  under  the 
new  tariff,  assessed  at  considerably 
higher  rates  than  under  the  previous 
tariff.  Thousands  of  tons  of  each 
commodity  are  re-exported  annually  in 
one  form  or  another.  It  is  interesting 
to  know  that  of  the  enormous  consump¬ 
tion  of  the  latter  in  the  United  States 


but  16  per  cent  is  of  domestic  origin. 
The  metal  is  used  in  many  export  prod¬ 
ucts — vacuum  cleaners,  automobiles, 
etc.  Imported  glass,  ball  bearings,  and 
other  articles  are  also  re-exported  as 
parts  of  other  articles. 

IV 

Exporter  Entitled  to  Drawback.  Many 
manufacturers  are  totally  unaware  of 
the  fact  that  their  products  contain 
imported  elements  or  parts.  Such  was 
found  to  be  the  case  in  Detroit  a  few 
years  ago  when  the  attention  of  the 
automobile  manufacturers  was  directed 
to  the  fact.  They  knew  that  their 
aluminum  castings  were  obtained  from 
one  or  more  foundries;  that  their 
motors,  transmissions,  and  other  parts 
contained  aluminum  from  different 
sources;  that  their  windshields  or  the 
glass  of  the  windshields,  their  ball 
bearings,  top  material  and  other  parts 
came  from  various  sources;  but  they 
had  given  no  thought  as  to  whether  or 
not  these  products  or  materials  were  of 
foreign  origin  or  whether  they  con¬ 
tained  such  parts.  Investigation  re¬ 
sulted  in  taking  advantage  of  the 
Drawback  Act,  and  where  production 
methods  permitted  there  followed  an 
increased  use  of  imported  materials  in 
all  automobiles  built  for  export. 

The  government  recognizes  the  ex¬ 
porter  as  the  party  entitled  to  draw¬ 
back  although  he  may  and  frequently 
does  waive  his  rights  in  favor  of  another 
claimant  as  a  manufacturer.  Export 
houses  at  seaboard,  or  more  properly, 
commission  houses,  who  sometimes 
handle  or  control  the  entire  export 
sales  of  some  manufacturers  are  obliged 
to  waive  or  disclaim  their  right  to 
drawback  before  it  is  paid  by  Customs 
officials  and,  needless  to  say,  are  glad 
to  do  so.  Thus  it  is  evident  that 
material  need  not  be  imported  by  the 
exporter  or  expressly  for  his  account 
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but  may  pass  through  many  hands  and 
be  subjected  to  various  processes  of 
manufacture  in  places  more  or  less 
removed  from  the  exporting  factory, 
for  the  exporter  to  become  entitled  to 
the  drawback. 

There  are  no  prohibitions,  restric¬ 
tions,  or  limitations  as  to  ports  of  entry 
of  foreign  raw  materials  or  ports  of 
exportation  of  the  finished  product. 
Sugar,  for  instance,  may  be  imported 
at  Philadelphia,  refined  at  New  York, 
eventually  find  its  way  to  Oshkosh, 
Wisconsin,  to  be  used  there  in  the 
manufacture  of  condensed  milk,  and 
then  may  be  exported  with  benefit  of 
drawback  to  Buenos  Aires,  via  New 
Orleans,  or  to  Vancouver  via  Portal, 
North  Dakota.  Some  may  find  its  way 
to  St.  Louis,  where  it  may  become  an 
ingredient  of  drugs,  and  then  be  ex¬ 
ported  in  this  shape  to  Liverpool  via 
New  York. 

V 

Maintaining  Identity  of  Drawback 
Material.  It  is  essential  that  records  be 
kept  by  the  manufacturing  exporter 
and  all  companies  manufacturing  for 
his  account,  of  the  component  parts  or 
basic  materials  of  foreign  origin  which 
enter  into  the  export  product  and  upon 
which  drawback  may  be  claimed.  In 
other  words,  the  identity  of  the  draw¬ 
back  material  must  be  preserved,  from 
the  time  of  importation  to  the  time  of 
re-exportation.  This  is  done  by  certifi¬ 
cates  of  delivery  and  manufacture  in 
addition  to  factory  records  of  the 
parties  selling  and  manufacturing  such 
drawback  material.  These  records 
need  not  be  elaborate,  as  they  serve 
simply  to  prevent  the  loss  of  identity. 
The  manufacturing  records  are  in 
themselves  usually  sufficient. 

When  an  exporter  applies  to  the 
Secretary  of  the  Treasury  for  a  draw¬ 
back  rate,  a  special  agent  of  the 
Treasury  Department  visits  his  plant, 


reports  on  the  manufacturing  process 
involving  the  drawback  material.  He 
will  expect  to  find  the  imported  ma¬ 
terial  segregated,  tagged,  or  marked, 
and  will  request  information  as  to  the 
method  of  determining  and  retaining 
its  identity  from  its  receipt  to  the  time 
of  its  shipment.  His  mission  is  one  of 
co-operation.  He  will  determine  the 
amount  of  shrinkage,  evaporation,  con¬ 
verting  loss,  machine  wastage,  and  the 
value  of  scrap,  or  the  amount  of  loss, 
in  order  that  proper  allowance  or 
deduction  may  be  made  therefor  when 
the  drawback  claims  are  filed. 

The  matter  of  procuring  drawbacks 
would  appear  from  the  foregoing  to  be 
a  simple  matter.  While  the  methods 
for  retaining  the  identity  of  the  ma¬ 
terial  are  comparatively  simple,  there 
are  other  matters  quite  difficult  of 
solution  where  the  layman  is  concerned, 
often  proving  very  costly.  Upon  ex¬ 
portation  a  so-called  drawback  entry 
is  filed  with  the  customs  authorities. 
This  is  nothing  more  than  a  docu¬ 
mentary  claim.  It  may  be  compared  to 
a  claim  against  common  carriers  inas¬ 
much  as  it  must  be  properly  prepared 
and  tendered,  but  it  is  more  complicated 
because  the  identity  of  the  foreign 
material  must  be  retained  and  other 
formalities  imposed  by  the  customs 
regulations,  too  numerous  to  mention, 
must  be  complied  with.  With  few 
exceptions  it  is  necessary  to  employ  the 
services  of  a  drawback  man  who  is 
thoroughly  posted  in  customs  regula¬ 
tions  and  drawback  procedure.  His 
business  is  a  profession,  like  that  of  the 
income  tax  expert,  as  he  must  keep 
abreast  of  the  constantly  changing 
regulations  which  are  continually  being 
amended  or  altered.  He  relieves  the 
manufacturer  of  the  complicated 
formality  of  obtaining  drawbacks, 
leaving  for  him  only  the  simple 
matter  of  keeping  proper  factory 
records. 
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In  one  of  the  larger  cities  of  the 
Middle  West  a  pharmaceutical  labora¬ 
tory  whose  products  are  shipped  to  all 
corners  of  the  world  retains  in  its 
employ  a  drawback  man  and  some  ten 
or  twelve  assistants,  through  whom 
hundreds  of  thousands  of  dollars  are 
recovered  annually  in  drawbacks.  It  is 
better,  however,  for  the  smaller  manu¬ 
facturer  to  employ  the  services  of  a 
broker  who  collects  on  a  percentage 
basis. 

VI 

Example  from  Experience.  Draw¬ 
back,  in  itself,  is  a  money-saving  rather 
than  a  revenue  producing  proposition. 
At  any  rate  the  exacting  demands  of 
foreign  buyers  in  some  cases,  and  in 
others  the  quality  of  foreign  goods  or 
favorable  market  conditions  render  im¬ 
porting  necessary  or  desirable,  so  why 
not  cut  the  costs?  That  the  use  of 
imported  material  may  result  profit¬ 
ably  can  be  best  determined  by  the 
manufacturer  himself,  as  the  experience 
of  a  certain  Canadian  distributor  of  an 
American  automobile  shows. 

This  automobile  dealer  had  ex¬ 
pressed  his  belief  to  the  manufacturer 
that  not  only  could  Canadian  import 
duty  be  decreased,  but  sales  could  be 
greatly  stimulated  if  the  factory  were 
to  equip  all  cars  consigned  to  him  with 
tires  of  Canadian  manufacture.  In 
deciding  to  co-operate  the  manu¬ 
facturer  found  the  prices  of  Canadian 
tire  manufacturers  to  compare  very 
favorably  with  those  of  the  United 
States  and  placed  an  order  to  meet  the 
season’s  requirements  at  $60  per  set. 
The  cost  of  the  Canadian  tires  and  the 
freight  charges  were  no  greater,  but  the 
United  States  duty  was  10  per  cent  ad 
valorem.  The  net  cost  of  importing 


was  figured  as  follows: 

Duty  on  tires  per  set . $6.00 

Cost  of  importing  per  set .  0.025 

$6,025 


Drawback  allowed  by  govern¬ 


ment,  99  per  cent . $5.94 

Expense  of  collecting .  0.594 

$5,346 

$5,346 

Net  cost  of  importing . $  .679 


The  cost  of  the  car  to  the  Canadian 
dealer  f.o.b.  Detroit  was  $700  but 
equipped  with  Canadian  tires  was  ad¬ 
mitted  into  Canada  at  this  valuation, 
less  the  cost  of  the  tires,  or  at  $640, 
upon  which  the  duty  was  423^  per  cent 
ad  valorem. 

By  this  arrangement,  the  factory  at 
a  cost  of  68  cents  per  automobile, 
effected  a  saving  to  the  dealer  of  $25.50, 
which  it  is  reasonable  to  suppose  re¬ 
sulted  in  increased  sales,  as  a  sales 
argument  was  made  possible.  Of 
course,  the  dealer  could  have  pur¬ 
chased  the  automobile,  less  the  tires, 
at  an  equal  saving,  but  the  cost  of  the 
tires  to  the  distributor,  or  purchaser, 
would  have  been  considerably  higher. 

While  in  this  case  the  distributor 
benefited  at  the  expense  of  the  manu¬ 
facturer,  it  will  serve  to  show  the 
possibilities  of  price  reduction  by 
manufacturers  maintaining  their  own 
foreign  branch  offices  or  sales  force. 

The  amount  of  drawback  claims 
paid  by  the  government  has  declined 
during  the  past  few  years,  due  to  the 
lower  Underwood  tariff  and  the  adverse 
conditions  governing  foreign  trade, 
although  thousands  and  thousands  of 
dollars  are  still  being  paid  annually. 
In  view  of  the  stimulated  export  trade 
and  the  high  protective  tariff  which 
Congress  has  recently  levied,  the 
amount  will  no  doubt  increase  and  it 
behooves  the  exporter  to  prepare  to 
cut  his  costs  and  reduce  competition 
by  availing  himself  of  the  benefits  to  be 
derived  from  the  beneficent  drawback 
regulations. 


EDITORIAL  REVIEW 


THE  QUESTION  OF  TAXATION 

ELSEWHERE  in  Administration  ap- 
I  pears  a  discussion  of  the  proposed 
constitutional  amendment  eliminating 
the  tax-exempt  bond.  Any  and  all 
legislation  affecting  taxation  should 
deserve  the  closest  attention .  T axation 
is  necessary  and  unavoidable,  but  its 
amount  is  already  burdensome  and 
shows  no  tendency  to  become  less.  As 
the  proposed  amendment  to  the  Con¬ 
stitution  is  likely  to  come  before  the 
voters  for  decision,  the  arguments  for 
and  against  it  deserve  careful  consider¬ 
ation. 

It  is  gratifying  to  note  that  neither 
of  the  debaters  concerns  himself  greatly 
with  the  antiquated  argument  of  states 
rights.  In  the  history  of  the  country  it 
is  not  of  record  that  any  political  party 
when  in  control  of  the  federal  govern¬ 
ment  objected  to  centralization,  or  had 
any  sympathy  with  the  doctrine  of 
states  rights.  Also  as  this  country  be¬ 
comes  more  closely  united  by  increased 
and  bettered  means  of  communication 
and  transportation,  it  is  obvious  that 
centralization  must  be  carried  yet 
further  and  that  the  importance  of 
state  lines  must  further  diminish.  The 
real  discussion  should  therefore  be 
based — as  it  mainly  is — on  the  eco¬ 
nomic  effect  of  the  tax-exempt  bond  on 
the  country  as  a  whole. 

*  *  * 

How  will  the  abolition  of  the  tax- 
exemption  of  national,  state,  and  mu¬ 
nicipal  bonds  affect  the  rate  of  interest 
paid  by  business  enterprise,  and  the 
growing  burden  of  taxation  on  other 
investments  not  tax-exempt?  The  fact 
that  such  securities  are  tax-exempt 
coupled  with  the  heavy  surtaxes  on 
large  incomes,  has  brought  about  an 


enormous  demand  for  such  bonds. 
Investors  are  hungry  for  them.  All 
that  are  offered  are  readily  absorbed. 
This  peculiarly  easy  market  has  re¬ 
sulted  in  enormous  issues  of  these 
bonds  and  a  corresponding  increase 
in  all  kinds  of  public  expenditure.  The 
voter  of  moderate  means  is  cognizant 
of  all  this,  but  seeing  the  money 
expended  on  splendid  buildings,  mag¬ 
nificent  roads,  beautiful  parks  and 
other  improvements  is  cheerfully  con¬ 
tent.  There  must,  of  course,  be  in¬ 
creased  taxation  to  meet  interest  and 
sinking  fund  requirements,  but  this,  he 
thinks,  will  for  the  most  part  be  taken 
care  of  by  the  taxes  of  his  well-to-do 
neighbors  who  can  afford  to  pay.  He 
need  not  worry.  Is  he  right  in  this? 
Are  the  present  lavish  expenditures 
prudent?  And  what  color  is  the 
reverse  of  the  shield? 

*  *  * 

Vast  public  expenditure  is,  as  already 
intimated,  bringing  about  a  steady  in¬ 
crease  in  taxation.  No  real  property 
escapes  and  much  personal  property 
bears  its  share.  The  federal  income  tax 
is  a  continued  burden  that  will  not 
lessen.  Already  many  of  the  states 
have  income  taxes  of  their  own. 
Special  taxes  are  numerous.  The  tariff 
is  a  heavy  but  indirect  tax  and  there¬ 
fore  not  so  readily  perceived.  Much 
other  taxation  is  really  “passed  on” 
in  such  a  way  that  for  all  practical 
purposes  it  too  becomes  indirect.  Thus 
rents  are  higher  by  reason  of  the  tax 
on  real  property.  The  prices  of  both 
the  luxuries  and  necessities  of  life  are 
similarly  increased  by  taxes  not  levied 
upon  them  directly.  All  of  us  pay  in 
some  way — no  one  escapes. 

The  heavy  burden  of  this  impost  will 
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be  questioned  by  few  who  pay  taxes. 
The  National  Industrial  Conference 
Board  in  a  recent  statement  says: 

Forecasts  based  on  the  latest  available 
statistics  compiled  by  the  Conference  Board 
indicate  that  approximately  14  cents  out  of 
every  dollar  “earned”  by  the  nation  as  a 
whole  will  be  paid  as  taxes  during  the  fiscal 
year.  In  1921-1922,  the  national  income 
was  $59,300,000,000.  Of  this  amount,  14.3 
per  cent,  or  $8,489,000,000,  was  applied  to 
tax  payments.  This  toll  upon  industries 
and  individuals  was  distributed  as  follows: 
Federal  taxes,  $4,903,000,000;  state,  $1,- 
126,000;  local,  $2,460,000.  In  1913-1914, 
when  the  national  income  was  $34,800,000,- 
000,  taxation  took  only  about  6%  cents  out 
of  the  dollar.  Tax  demands,  in  other  words, 
have  more  than  doubled  in  the  past  ten 
years.  .  .  .  That  the  limits  of  taxable  ca¬ 
pacity  have  about  been  reached,  or  at  least 
that  taxation  is  on  the  verge  of  becoming 
more  or  less  unbearable,  appears  to  be 
generally  recognized. 

*  *  * 

Whether  public  indebtedness  for 
purposes  not  strictly  necessary  has 
been  encouraged  to  an  uneconomic 
extreme  is  a  matter  to  be  ascertained 
by  unprejudiced  investigation.  But 
whether  this  be  so  or  not,  there  can  be 
little  question  as  to  the  effect  these 
enormous  issues  of  tax-exempt  bonds 
have  upon  the  business  borrowing  of 
the  country.  Bonds  better  secured 
than  those  of  the  usual  private  or  semi¬ 
public  undertaking  and,  in  addition  to 
this,  exempt  from  taxation,  are  offered 
in  abundance,  and  investors  who  for¬ 
merly  bought  public  utility  bonds,  in¬ 
dustrial  bonds  and  other  issues  from 
which  capital  for  business  enterprises 
was  largely  drawn  are  now  investing  in 
these  tax-exempt  securities.  To  secure 
the  money  it  must  have,  business  is 
forced  to  come  into  the  market  in  com¬ 
petition  with  these  favored  securities 
and  this  means  that  it  must  pay  a 
higher  rate  of  interest  than  would  other¬ 
wise  be  required. 


Not  only  must  this  higher  rate  of 
interest  be  paid,  but  even  then  the  tax- 
exempt  bond  makes  it  more  difficult  to 
place  the  bonds  of  the  ordinary  busi¬ 
ness  enterprise.  The  large  investors 
who  used  to  put  millions  into  private 
enterprise  are  now  practically  forced 
into  the  tax-exempt  security,  and  their 
money  is  no  longer  available  for  other 
investment.  Private  enterprise  must 
therefore  seek  the  smaller  investor — it 
must  work  up  a  new  clientele  and  the 
process  is  difficult  and  expensive. 

It  may  be  said,  and  truly,  that  money 
put  into  tax-exempt  bonds  is  not  with¬ 
drawn  from  circulation.  It  goes  into 
the  hands  of  national,  state,  municipal, 
and  district  authorities,  and  is  by  them 
paid  out  in  a  thousand  different  gov¬ 
ernmental  activities.  Theoretically 
this  money  is  then  again  available  for 
industry.  In  practice,  however,  it  is 
so  scattered  that  industry  has  diffi¬ 
culty  in  finding  it — at  least  in  quantity 
sufficient  to  justify  the  search.  The 
large  accumulations  of  capital  have 
been  reaped  by  the  tax-exempt  security 
— private  enterprise  must  glean  what 
it  may  from  the  harvested  fields. 

CHARTING  THE  BUSINESS 
COURSE 

OTHING  in  the  conduct  of  a 
business  is  more  vitally  important 
than  its  plans  for  the  future — the 
preparation  of  its  budgets,  its  quotas 
and  estimates,  and  the  determination 
of  its  policies  for  the  coming  period. 
And  all  this,  if  well  done,  is  as  trouble¬ 
some  as  it  is  important.  The  records  of 
the  business  and  the  experience  of  its 
executives  must,  as  a  matter  of  course, 
be  drawn  upon  as  the  immediate  basis 
of  these  future  plans.  But  in  addition, 
outside  conditions — and  not  only  pres¬ 
ent  conditions,  but  those  of  the  coming 
period  for  which  the  forecast  is  made — 
must  also  enter  in  if  the  executive’s 
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course  as  finally  charted  is  to  lead  to 
the  safe  haven  of  commercial  success. 
And  herein  lies  a  difficulty. 

The  records  of  the  business  and  the 
experienced  judgment  of  executives  are 
usually  available.  The  knowledge  of 
outside  conditions  and  of  the  “coming 
event”  is  not  usually  so  conveniently 
at  hand.  The  executive  may,  and 
should  be,  familiar  with  the  conditions 
immediately  affecting  his  business,  but 
it  is  seldom  that  he  has  the  extended 
knowledge  of  general  outside  happen¬ 
ings,  past  and  present,  to  give  him  any 
reliable  basis  for  predicting  what  is  to 
come.  Nor,  if  he  had  this  knowledge, 
would  he  usually  have  the  trained 
judgment  to  interpret  it  in  terms  of  the 
future.  He  must,  then,  depend  on 
others  for  this  general  view  of  condi¬ 
tions  and  their  trend. 

There  are  many  ready  and  willing  to 
supply  the  executive  with  information 
about  outside  conditions  and  with 
opinions  as  to  the  future.  It  is  merely 
a  question  of  choosing  that  agency 
which  will  best  serve  his  purpose.  Some 
are  reliable  and  effective;  others  are 
unreliable  and  ineffective.  In  such 
matters  the  poor  guide  is  worse  than  no 
guide  and  it  is  difficult  for  the  executive 
to  choose. 

To  supply  authoritative  informa¬ 
tion  as  to  conditions  and  trends, 
Administration ,  as  a  matter  of  service 
to  its  readers,  publishes  monthly  a  re¬ 
view  of  financial  and  general  conditions. 
Here,  three  writers,  each  an  expert 
in  his  line,  supply  the  information  of 
outside  conditions  and  the  forecast  of 
the  future  which  the  executive  must 
have  to  “point  his  course.” 

The  first  of  these  is  H.  Parker  Willis, 
editor  of  the  New  York  Journal  of 
Commerce,  a  daily  paper  keeping  in 
closest  touch  with  commercial  condi¬ 
tions.  Dr.  Willis  is  also  Professor  of 
Banking  in  Columbia  University,  was 
with  the  Federal  Reserve  Board  at 


Washington  for  many  years,  and  has 
had  long  training  in  financial  and  com¬ 
mercial  affairs.  His  department  “The 
Financial  Situation”  is  a  statement  of 
the  important  financial  happenings  of 
the  month  and  their  bearing  on  busi¬ 
ness.  As  a  matter  of  information  it  is 
accurate.  As  a  forecast  of  the  future 
it  gives  the  opinion  of  a  trained  and 
experienced  observer. 

So  much  for  financial  conditions. 
Beyond  this,  the  course  of  business  is 
largely  dependent  on  farm  conditions. 
As  the  farmer  prospers,  so  prospers  the 
country.  To  keep  the  readers  of 
Administration  in  touch  with  crop 
conditions  and  other  local  matters 
which  may  bear  upon  business,  Archer 
Wall  Douglas  contributes  each  month 
an  up-to-date  article.  Mr.  Douglas  has 
for  many  years  been  directing  the  dis¬ 
tributing  department  of  one  of  the 
well-known  businesses  of  the  country. 
It  is  his  special  province  to  keep  in 
close  touch  with  farm  and  local  condi¬ 
tions  in  every  part  of  the  United  States. 
His  articles  are  up  to  date  and  not  only 
give  local  conditions  but  portray  their 
probable  effect  upon  the  business 
future. 

Last,  in  addition  to  these  two  points 
of  view.  Administration  presents  each 
month  a  chart  prepared  by  Lewis  H. 
Haney,  showing  the  trend  of  business 
as  indicated  by  statistics.  Dr.  Haney 
is  Director  of  the  Bureau  of  Business 
Research  of  one  of  the  great  universi¬ 
ties  of  the  country.  He  is  also  a 
professor  of  economics,  author  of 
several  well-known  works  on  economic 
subjects,  and  a  specialist  in  statistical 
work.  His  chart  is  scientific  and  has 
been  proved  in  practice. 

Thus  each  month  Administration 
gives  the  present  conditions  and  the 
trend  of  events  from  three  points  of 
view.  Each  one  of  its  writers  is  working 
absolutely  independent  of  the  others. 
There  is  no  conference  or  consultation, 
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and  the  monthly  statements  of  each 
are  the  result  of  individual  study  and 
observation.  These  authorities  may 
from  time  to  time  vary  on  minor 
points,  but  when  this  is  so,  the  reason 
for  such  variation  may  usually  be 
gained  from  the  statement  of  facts 
upon  which  the  forecasts  are  made. 
As  to  the  major  facts  the  three  points 
of  view  will  be  found  in  substantial 
accord. 

STANDARD  OIL  TO  MAKE  IN¬ 
TENSIVE  STUDY  OF  ITS 
OWN  ORGANIZATION 

HE  plan  recently  announced  by 
the  Standard  Oil  Company  of 
New  Jersey  for  a  study  of  its  entire 
organization,  in  order  to  increase  the 
efficient  operation  of  its  various  divi¬ 
sions,  is  of  genuine  interest  to  execu¬ 
tives.  The  investigating  committee’s 
action  will  be  of  significance  not  only 
to  the  responsible  officers  of  other  large 
corporations,  but  also  to  many  smaller 
business  enterprises,  whose  problems 
do  not  bulk  so  large  but  are  no  less 
acute. 

Mr.  George  H.  Jones,  Vice-President 
and  Treasurer  of  this  largest  of  the 
Standard  Oil  units,  has  been  selected 
by  the  board  of  directors  to  serve  as 
chairman  of  the  general  committee  of 


investigation.  His  committee  will  be 
empowered  to  examine  departments 
and  personnel,  from  the  president  of 
the  company  and  chairman  of  the 
board  down  to  the  most  recently 
acquired  shipping-clerk  and  office  boy. 
It  will  then  recommend  changes  in 
manufacturing  processes,  sales  tactics, 
accounting,  finance,  personnel  methods 
and  so  on  to  the  end  of  its  exception¬ 
ally  broad  program  of  business  activity. 

President  Teagle,  in  a  recent  state¬ 
ment  to  the  employees,  stressed  the 
keen  competition  which  the  company 
is  likely  to  face  from  now  on.  He 
called  attention  to  rising  costs  of 
operation  and  to  the  necessity  of 
taking  urgent  measures  to  eliminate  all 
waste.  He  noted  much  duplication  in 
service  and  a  heavy  expense  for  re¬ 
search  and  clerical  work  which,  when 
done,  is  of  doubtful  benefit  to  the 
company. 

The  investigation  represents  per¬ 
fectly  the  idea  of  “analysis  and 
control  ”  for  which  Administration 
stands — analysis  of  data  as  a  basis  for 
proper  administrative  control  of  all 
operations;  then  more  analysis,  if 
required,  to  determine  and  appraise  the 
results  of  the  improved  control.  The 
Standard  Oil  Company  of  New  Jersey 
is  to  be  congratulated  upon  the 
launching  of  this  exhaustive  self¬ 
investigation. 
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The  Making  of  Index  Numbers — A 

Study  of  Their  Varieties,  Tests,  and 

Reliability.  By  Irving  Fisher,  xxxi, 

526  pp.  Houghton  Mifflin  Company. 

Reviewed  by  H.  Parker  Willis  * 

As  a  student  of  index  numbers,  Pro¬ 
fessor  Irving  Fisher  needs  no  introduc¬ 
tion  to  American  readers  who  have  to 
deal  with  problems  of  money  and 
currency.  His  “Purchasing  Power  of 
Money”  has  long  been  known  as  a 
standard  discussion  of  indexes  as  ap¬ 
plied  in  the  field  of  monetary  science. 
He  now  amplifies  his  former  studies, 
not  only  those  contained  in  the  book 
referred  to  but  also  those  presented  be¬ 
fore  the  American  Statistical  Associa¬ 
tion  in  1920.  The  object  of  the  volume, 
as  stated  by  its  author,  is  that  of  sup¬ 
plying  the  needs  of  several  different 
classes  of  readers,  including  the  spe¬ 
cialist  in  index  numbers  who  has  a 
mathematical  bent  or  ability,  the 
specialist  who  is  not  mathematical, 
the  university  student  who  is  on  the 
way  to  become  a  specialist,  the  practi¬ 
cal  user  of  index  numbers,  and  finally 
the  general  reader.  The  book  is  also 
intended  as  a  text  in  classes  in  statis¬ 
tics.  In  order  to  meet  the  requirements 
of  these  many  and  various  groups,  a 
good  deal  of  purely  technical  discussion 
is  thrown  into  appendices,  with  a 
division  in  the  treatment  such  that 
non-mathematical  readers  may  omit 
these  addenda,  while  in  the  text  of  the 
book  itself  a  distinction  is  drawn  be¬ 
tween  large  and  fine  print,  the  latter 
being  intended  for  the  specialist  or 
technical  readers,  while  the  popular 
reader  may  confine  himself  to  the  main 

*  Editor,  The  Journal  of  Commerce,  New  York  City. 


discussion.  Still  further  arrangements 
are  devised  for  the  purpose  of  segregat¬ 
ing  the  material  so  as  to  adapt  it  to 
readers  of  varying  equipment. 

Having  thus  done  his  best  to  meet 
the  needs  of  the  tired  business  man  or 
university  student,  Professor  Fisher 
proceeds  to  examine  the  whole  problem 
of  index  numbers,  devoting  his  atten¬ 
tion  primarily  to  an  examination  of 
their  qualities  from  the  professional  or 
technical  standpoint.  The  book,  that 
is  to  say,  is  a  study  of  method  rather 
than  an  effort  to  apply  this  method  to 
the  solution  of  given  problems.  In  a 
prefatory  note  the  editor  of  the  Poliak 
Publications  (of  which  this  is  one), 
calls  attention  to  the  fact  that  all 
sciences  are  characterized  by  a  close 
approach  to  exact  measurement.  Issues 
relating  to  problems  of  money  and 
prices  have  too  long  been  debated  by 
the  loose  methods  of  general  discussion. 
It  is  now  time  to  work  out  scientific 
modes  of  measurement  and  to  use 
them  in  price  consideration.  This  view 
as  stated  by  the  editor  is  evidently 
intended  to  reflect  or  restate  the 
thought  of  Professor  Fisher  himself  and 
is  in  entire  harmony  with  the  content 
and  spirit  of  the  book. 

To  attempt  to  review  or  restate  in 
brief  compass  a  discussion  of  method 
which  at  the  hands  of  a  specialist  occu¬ 
pies  many  hundred  pages  of  condensed 
material — condensed  not  only  in  style 
but  by  the  use  of  the  compact  mathe¬ 
matical  mode  of  statement — would  be 
out  of  the  question.  Since  the  book  is 
a  treatment  of  method  its  interest  is 
primarily  found  in  modes  of  analysis 
which  must  be  stated  at  length  in  order 
to  have  meaning  or  to  be  comprehen- 
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sible.  For  detail,  therefore,  the  reader 
must  be  referred  to  the  text  itself  and 
the  reviewer  must  content  himself  by 
noting  that  the  author  develops  an 
“ideal”  formula  to  be  used  in  the 
preparation  of  a  satisfactory  index 
number.  As  to  this  Professor  Fisher 
says  that  in  his  former  writings  various 
of  the  tests  already  furnished  for  index 
numbers  are  of  comparatively  little 
value  on  a  quantitative  basis,  and  that 
he  has  now  been  able  to  reach  better 
and  more  accurate  conclusions.  The 
importance  of  his  ideal  formula  and  of 
his  general  treatment  is  illustrated  by 
the  statement  that  there  are  now  many 
millions  of  workers  whose  wages  are 
adjusted  by  the  use  of  an  index  number 
method.  Certainly  there  is  no  one  who 
can  any  longer  call  the  index  number 
system  impractical  or  remote  from  the 
needs  of  everyday  business  life. 

Professor  Fisher’s  book  seems  to  the 
reviewer  to  be  the  result  of  an  infinitely 
careful  and  laborious  examination  of 
the  mathematics  of  index  numbers  in 
which  the  author  has  brought  to  bear 
the  knowledge  of  many  years  spent  in 
the  cultivation  of  a  difficult  though 
interesting  field  of  mathematico- 
economic  research.  Without  attempt¬ 
ing  any  criticism  of  the  results  obtained, 
it  is,  however,  fair  to  raise  the  question 
whether  Professor  Fisher  and  his  co¬ 
workers  in  the  same  field  have  not 
advanced  very  much  further  in  method 
of  treating  data  than  the  community 
has  advanced  in  the  gathering  of  such 
data.  It  seems  to  the  reviewer  of  little 
service  that  we  should  have  highly 
refined  methods  of  averaging  or  com¬ 
puting  figures  if  it  be  true  that  the  data 
which  we  employ  as  a  basis  for  such 
averaging  are  themselves  erroneous.  Is 
there  not  then  a  call  for  much  closer 
discussion  of  the  methods  of  obtaining, 
arranging,  classifying,  and  grouping 
prices  before  very  much  heed  is  given 
to  further  refinements  upon  mathe¬ 


matical  methods  of  working  them  out? 
It  may  be  answered,  as  some  do  answer, 
that  errors  in  the  actual  collection  of 
prices  tend  to  cancel  one  another  and 
that  in  the  long  run  figures  generally 
work  out  about  the  same  if  a  sufficient 
number  of  commodities  are  taken  as  a 
base.  Professor  Fisher  himself  has 
afforded  a  conclusive  reply  to  any  such 
comfortable  doctrine  when  he  says  that 
in  so  great  and  serious  a  problem  as 
that  of  money  and  prices  there  is  no 
excuse  for  using  anything  less  than  the 
very  best  and  most  refined  methods 
that  are  in  any  way  to  be  obtained. 
That,  of  course,  is  quite  as  true  of  the 
collection  of  data  as  it  is  of  their  com¬ 
putation. 

A  review  of  Professor  Fisher’s  volume 
would  perhaps  be  incomplete  without 
quoting  one  of  the  chief  formulae  which 
he  has  developed  for  use  in  the  com¬ 
putation  of  index  numbers  and  which 
the  representative  of  the  Poliak  Foun¬ 
dation  strongly  recommends.  The 
statement  says: 

It  is  to  be  hoped  furthermore,  that  they 
[specialists]  will  agree  in  adopting  and 
advocating  for  general  use  Formula  No. 
2153 

2  (<70+  qj)  Pi\ 

2  (go+  qi)  PoJ 

since  it  is  the  one  which  best  combines 
speed  of  calculation  with  as  high  a  degree 
of  accuracy  as  is  ever  needed  for  practical 
purposes. 

As  to  this  Professor  Fisher  remarks 
that  the  chief  practical  restriction  on 
the  use  of  many  fairly  good  formulae 
is  imposed  by  the  time  required  to 
calculate  them.  “No  formula,  for 
instance,  surpasses  appreciably  in  ac¬ 
curacy  Formula  5323.  But,”  says 
Professor  Fisher,  “2153  .  .  .  yields 
almost  as  good  a  result,  and  is  much 
more  easily  computed.” 

We  have  no  doubt  that  the  work  of 
Professor  Fisher  as  set  forth  in  this 
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volume  will  prove  of  no  little  service  to 
the  professional  student  of  index  num¬ 
bers.  Its  practical  value  must  neces¬ 
sarily  be  restricted  by  the  conditions 
which  have  already  been  mentioned 
relating  to  the  collection  of  data. 
This  in  no  way  detracts  from  the 
abstract  or  scientific  value  of  Pro¬ 
fessor  Fisher’s  work  even  though  it 
perhaps  marks  the  latter  as  ahead  of 
its  time. 

The  Control  of  Quality  in  Manu¬ 
facturing.  By  G.  S.  Radford,  Consult¬ 
ing  Engineer,  xvii,  40J/.  pp.  Ronald  Press 
Company. 

Reviewed  by  H.  H.  Titsworth* 

This  volume  is  primarily  for  the 
industrial  executive.  Its  title,  un¬ 
fortunately,  does  not  tell  the  whole 
story.  Mr.  Radford  for  years  has  not 
only  believed  but  has  proved  that 
standards  of  quality  do  not  go  hand  in 
hand  with  high  costs,  but  on  the  con¬ 
trary  tend  to  decrease  costs,  whatever 
the  grade  of  the  product.  This  volume 
is  based  primarily  on  his  own  experi¬ 
ence  during  and  since  the  war.  He  has 
recognized  the  gradually  changing 
industrial  demand  from  maximum  pro¬ 
duction  without  stress  on  quality  or 
low  unit  costs  to  effective  unit  produc¬ 
tion  per  man,  this  coming  through  that 
type  of  organization  and  personnel  able 
to  secure  continuous  control  of  quality 
standards. 

Mr.  Radford  is  right.  The  control  of 
quality  in  manufacturing  means  uni¬ 
formity  of  process  and  product,  tending 
always  toward  greater  quantity  pro¬ 
duction  per  unit.  Many  a  manu¬ 
facturer  has  finally  clamped  down  the 
cork  in  the  red  ink  bottle  by  a  right¬ 
about  face  from  the  quantity  produc¬ 
tion  of  1920,  re-analyzing  and  reorgan¬ 
izing  the  prime  factors  in  his  plant 
processes.  Mr.  Radford  has  simply 

*  Industrial  Engineer. 


marshaled  the  prime  factors  under  an 
officer  whose  rank  has  not  always  been 
recognized.  Design,  materials,  proc¬ 
esses,  workmanship  and  organization 
— all  are  properly  emphasized.  Inspec¬ 
tion — its  theory  and  function — he  has 
given  front  rank,  and  rightly  so. 

He  cites  a  wide  variety  of  industries, 
giving  the  book  much  greater  value 
thereby.  It  is  well  worth  reading  by 
plant  superintendent  or  president,  and 
is  not  too  technical  to  furnish  interest¬ 
ing  and  valuable  information  to  those 
men,  whatever  their  other  interests 
may  be,  who  sit  occasionally  around 
the  directors’  table. 

Graphic  Charts  in  Business.  By  AUan 

C.  Haskell,  viii,  250  pp.  Codex  Book 

Company. 

Reviewed  by  Frederick  C.  Mills* 

There  are  many  channels  through 
which  the  human  mind  may  be 
reached — through  which  man  acquires 
knowledge  of  the  world  outside  him¬ 
self.  Some  of  these  lines  of  communica¬ 
tion  are  direct  and  immediate,  with  no 
switchings  or  transfers,  and  some  are 
circuitous  and  involved.  In  general,  a 
message  which  is  delivered  along  a 
direct  route,  a  route  which  is  old  in 
race  history,  is  a  more  effective  stimulus 
than  one  which  creeps  in  by  a  new  and 
less  direct  channel.  The  object  in  the 
use  of  graphic  methods  for  presenting 
facts  is  the  utilization  of  the  direct 
routes  to  human  understanding. 

The  graphic  method  is,  after  all, 
nothing  new  under  the  sun.  All  writing 
had  its  origin  in  pictorial  representa¬ 
tion.  King  Tutankhamen’s  deeds  are 
recorded  in  hieroglyphics  which  are 
merely  conventionalized  pictures.  The 
American  Indian  told  of  his  doings  by 
graphic  representations  of  boats,  ani¬ 
mals,  lakes.  The  picture  sends  a  mes- 

*  Assistant  Professor  of  Business  Organization, 
Columbia  University. 


486 


ADMINISTRATION 


V* OL.  V 
No.  4 


sage  to  the  mind  through  a  direct 
channel,  using  man’s  age-old  power  to 
make  visual  comparisons  and  to  receive 
direct  visual  impressions.  The  route 
which  the  simple  visual  stimulus 
travels  has  been  in  use  for  more  than 
500,000  years.  The  roundabout  path, 
the  use  of  which  involves  the  inter¬ 
pretation  of  new  and  arbitrary  symbols 
in  the  form  of  letters  and  figures,  has 
only  recently  been  opened,  and  man 
has  not  yet  learned  fully  to  utilize  it. 
Of  far-reaching  importance  as  it  is, 
messages  coming  by  that  route  make 
a  relatively  feeble  appeal,  stimulating 
the  mind  much  less  effectively  than 
those  which  travel  old  and  well-beaten 
paths.  Graphic  methods,  as  used  for 
ordinary  business  purposes,  are  merely 
attempts  to  shortcut  to  the  mind  by 
the  use  of  a  direct  visual  stimulus. 

Mr.  Allan  Haskell  has  written  a  book 
designed  to  acquaint  the  business  man 
with  the  elements  of  graphic  methods, 
and  to  illustrate  various  applications  of 
these  methods  to  the  problems  of  busi¬ 
ness.  That  there  is  a  need  for  such 
knowledge  no  one  can  doubt  who  has 
witnessed  the  growing  use  and  mis-use 
of  graphical  and  statistical  methods  in 
business.  This  book,  which  is  written 
for  the  business  man  and  not  for  the 
engineer,  which  not  only  presents 
examples  of  the  business  use  of  graphics 
but  explains  in  some  detail  the  ele¬ 
mentary  principles  which  must  be 
understood  in  the  intelligent  making 
and  using  of  charts,  does  much  to  meet 
this  need.  The  author,  who  has  written 
an  earlier  and  more  technical  volume 
on  the  same  subject,  was  well  equipped 
for  his  task,  and  has  turned  out  a  work¬ 
manlike  product.  He  has  avoided 
mathematical  discussion,  limiting  his 
explanations  to  points  which  involve 
no  technical  mathematical  treatment. 

The  book  falls  into  two  main 
divisions,  one  dealing  with  method,  the 
other  with  applications,  though  this 


does  not  mean  that  the  treatment  of 
method  is  divorced  from  the  con¬ 
sideration  of  practical  examples.  The 
first  part  contains  explanations  of  the 
simple  line  chart,  the  bar  chart,  ratio 
chart,  organization  chart,  and  various 
other  types.  The  ratio  or  semilogarith- 
mic  chart  receives  an  exceptionally 
clear  and  comprehensive  treatment.  It 
may  be  hoped  that  this  highly  useful 
method  of  graphic  presentation  may  be 
more  fully  appreciated  by  the  business 
world  as  a  result  of  this  exposition. 

The  section  dealing  with  probability 
paper  and  the  probability  chart  is  the 
least  satisfactory  part  of  the  book.  It 
may  be  doubted  whether  anyone  not 
previously  conversant  with  the  subject 
could  use  such  a  chart  intelligently 
upon  the  basis  of  the  author’s  discus¬ 
sion.  The  desire  to  avoid  mathe¬ 
matical  treatment  is  undoubtedly  re¬ 
sponsible  for  this  deficiency.  Some 
subjects  simply  cannot  be  understood 
unless  approached  mathematically,  and 
the  theory  of  probability  is  one  of  these. 

The  last  half  of  the  book  is  replete 
with  illustrations  of  business  applica¬ 
tions  of  the  methods  developed.  Many 
instances  are  given  of  graphic  devices 
as  applied  in  accounting,  advertising, 
keeping  inventories,  in  the  control  of 
personnel,  purchasing,  selling,  forecast¬ 
ing,  and  in  various  other  classes  of  busi¬ 
ness  activity.  Much  of  the  text  in  this 
section  consists  of  quotations  from 
articles  which  have  appeared  in  various 
business  and  engineering  periodicals. 
A  useful  bibliography  is  appended. 

The  phrase  “the  language  of  graph¬ 
ics”  is  sometimes  applied  to  the 
methods  of  graphic  presentation.  A 
language  with  too  many  dialects  is,  of 
course,  a  poor  medium  of  communica¬ 
tion,  and  this  is  perhaps  one  of  the 
greatest  difficulties  encountered  in 
using  the  language  of  graphics.  Usage 
varies,  methods  of  chart  construction 
are  not  uniform,  and  as  a  result  the 
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making  and  understanding  of  charts  is 
not  as  simple  a  procedure  as  it  might 
be.  The  present  volume  may  usefully 
perform  a  double  service,  therefore. 
As  a  textbook,  imparting  a  knowledge 
of  correct  method,  it  meets  a  real  need. 
No  less  important  is  the  aid  it  can  give 
to  that  standardization  of  practice 
which  is  essential  to  the  free  use  and 
ready  interpretation  of  business  graphs. 

Money  and  Foreign  Exchange  After 

1914.  By  Gustav  Cassel.  vii,  287 
pp.  The  Macmillan  Company. 

International  Exchange  Normal  and 
Abnormal.  By  Thomas  York.  vi, 
600  pp.  The  Ronald  Press  Company. 

Domestic  and  Foreign  Exchange.  By 

Ira  B.  Cross,  xv,  572  pp.  The  Mac¬ 
millan  Company. 

Reviewed  by  George  W.  Edwards  * 

Professor  Gustav  Cassel  of  the  Uni¬ 
versity  of  Stockholm  is  well  known  in 
Europe  and  the  United  States  for  his 
lucid  interpretations  of  the  bewilder¬ 
ing  monetary  problems  which  have  be¬ 
set  the  world  since  1914.  Dr.  Cassel 
has  taken  an  active  part  in  the  many 
conferences  which  have  attempted  to 
solve  the  problems  of  international 
finance.  Although  unfortunately  little 
or  no  practical  results  have  been  de¬ 
rived  from  any  of  them,  the  most  con¬ 
structive  proposals  were  presented  at 
the  Brussels  Conference  in  1920,  at 
which  time  Dr.  Cassel  prepared  two 
memoranda  for  the  League  of  Nations. 
These  statements  were  addressed  to 
only  a  limited  group  of  financial  ex¬ 
perts  and  so  were  written  in  technical 
language.  To  present  his  views  to  a 
large  audience  Dr.  Cassel  has  re¬ 
written  this  report  as  “a  coherent 
account”  of  the  fortunes  of  the 
World’s  Monetary  Systems  from  the 

*  Assistant  Professor  of  Banking,  Columbia  University. 


outbreak  of  the  war  to  the  present 
time. 

After  1914  the  greater  part  of 
Europe  abandoned  the  gold  standard 
and  substituted  the  paper  standard, 
the  value  of  which  says  Dr.  Cassel 
“was  determined  entirely  by  the 
scarcity  of  the  currency  recognized  as 
means  of  payment  in  that  standard.” 
At  the  same  time  artificial  purchasing 
power  was  created  by  the  belligerent 
governments,  and  later  by  the  neutral 
states,  through  increasing  the  amount 
of  bank  currency.  As  a  result,  claims 
Dr.  Cassel,  prices  rose,  and  this  in 
turn  made  necessary  a  proportional 
increase  in  the  quantity  of  currency. 
As  Dr.  Cassel  thus  accepts  the  quan¬ 
tity  theory  which  in  general  holds  that 
prices  are  determined  largely  by  the 
amount  of  currency  in  circulation,  he 
seeks  to  prove  that  the  scarcity  of 
commodities  was  merely  a  contrib¬ 
utory  and  not  the  prime  factor  in  in¬ 
fluencing  price  levels.  From  this  view 
the  conclusion  is  therefore  drawn  that 
the  rise  in  prices  with  all  its  attendant 
social  disorganization  was  caused  by 
the  internal  depreciation  of  the  cur¬ 
rencies  and  the  responsibility  for  this 
policy  is  charged  directly  to  the  central 
banks  in  the  various  countries.  “The 
central  banks,”  writes  Professor  Cas¬ 
sel,  “having  during  the  war  com¬ 
pletely  lost  control  of  the  monetary 
system,  proved  only  too  anxious  to 
exonerate  themselves  from  all  re¬ 
sponsibilities,  and  with  that  object 
in  view  gave  out  that  the  bank  rate  no 
longer  had  any  influence  either  on  the 
increase  of  the  note  circulation  or  on 
the  size  in  prices.”  This  contention 
Professor  Cassel  tries  to  disprove  in  his 
discussion  of  the  discount  policy  and 
its  efficiency  as  a  regulator  of  the 
monetary  standard. 

The  writer  considers  not  alone  the 
factors  influencing  the  internal  value 
of  money  as  expressed  in  its  ability  to 
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purchase  goods  and  measured  by 
price  index  numbers,  but  also  the 
external  value  as  expressed  in  terms 
of  currencies  of  other  countries  and 
measured  by  foreign  exchange  rates. 
In  this  connection  Professor  Cassel 
expounds  his  purchasing  power  parity 
theory  which,  whether  right  or  wrong, 
has  attracted  widespread  attention  in 
recent  years.  Professor  Cassel  seeks 
to  attain  stabilization  of  foreign  ex¬ 
change  rates  of  countries  with  irre¬ 
deemable  paper  standards  by  regu¬ 
lating  the  quantity  of  money  and  so 
maintaining  a  fixed  relation  between 
the  price  levels  of  the  countries  in 
question.  The  above  sequence  of  rea¬ 
soning  is  based  entirely  upon  the 
quantity  theory  of  money  which  is 
rejected  by  many  economists  and 
bankers.  They  hold  that  prices  can¬ 
not  be  controlled  by  the  re-discount 
policy  and  so  the  responsibility  for  in¬ 
flation  cannot  well  be  attributed  to  the 
central  banks;  also  that  the  appli¬ 
cation  of  Professor  Cassel’s  purchasing 
power  parity  theory  would  merely  in¬ 
troduce  a  superficial  remedy  without 
affecting  the  underlying  causes. 
Whether  we  accept  or  reject  Professor 
Cassel’s  general  theory  it  must  be 
conceded  that  he  has  contributed  a 
most  interesting  proposal  for  currency 
stabilization. 

This  problem  is  not  of  mere  academic 
interest  for  it  affects  the  future  wel¬ 
fare  of  business  and  banking  all  over 
the  world,  and  until  it  is  solved  there 
can  be  no  real  prosperity. 

*  *  * 

The  subject  of  foreign  exchange  is 
being  examined  from  a  different  view¬ 
point  today  than  prior  to  1914.  Over 
half  a  century  ago,  when  Goschen 
wrote  his  treatise  on  “The  Foreign 
Exchanges,”  the  subject  was  studied 
with  a  view  of  discovering  the  abstract 


economic  laws  which  determine  inter¬ 
national  currency  values.  A  number 
of  years  later  Bastable  in  his  “Theory 
of  International  Trade,”  discussed 
foreign  exchange  in  relation  to  trade 
rather  than  its  place  in  monetary 
science  as  presented  by  Goschen.  Both 
writers  treated  the  subject  in  strict 
accordance  with  the  theories  of  the 
English  classical  economists  and  in 
rather  a  philosophic  manner.  In 
recent  years  there  has  been  a  reaction 
from  this  purely  theoretic  approach, 
especially  since  the  subject  has  aroused 
interest  not  alone  among  economists 
but  also  among  business  men  and 
bankers  in  general.  As  an  appeal  to 
the  last  two  groups  there  have  ap¬ 
peared  a  number  of  books  which 
describe  actual  foreign  exchange  oper¬ 
ations  with  particular  reference  to  the 
mathemetical  calculations  involved. 

In  this  class  may  be  placed  Mr. 
York’s  book  on  international  ex¬ 
change.  However,  this  work  is  su¬ 
perior  to  its  predecessors  in  several 
respects.  It  is  not  only  a  mere  hand¬ 
book  or  manual  on  foreign  exchange 
but  also  a  careful  treatise  on  the 
principles  influencing  the  fluctuation 
of  exchange  rates.  As  indicated  by  the 
title,  “International  Exchange  Normal 
and  Abnormal,”  consideration  is  given 
not  alone  to  the  factors  which  govern 
rates  under  so-called  “normal”  con¬ 
ditions  but,  in  addition,  the  author  has 
essayed  courageously,  and  it  may  be 
said  successfully,  to  chart  and  ex¬ 
plain  exchange  currents  in  the  “ab¬ 
normal”  period  since  1914.  Several 
books  recently  written  on  foreign 
exchange  are  confined  almost  exclu¬ 
sively  to  the  movements  of  pre-war 
days,  and  the  authors  have  justified 
their  refusal  to  consider  present  con¬ 
ditions  on  the  ground  that  they  are 
but  transitory  in  nature.  It  is  not 
rash  prophecy  to  state  that  few,  if  any, 
of  the  currencies  of  the  former  con- 
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tinental  belligerents  will  ever  be  re¬ 
stored  to  the  pre-war  parities.  And 
so  any  book  on  foreign  exchange  which 
is  limited  to  a  description  of  condi¬ 
tions  which  will  never  again  obtain  is 
largely  antiquarian  in  value.  Un¬ 
doubtedly  such  a  book  is  of  interest  to 
the  student  of  history  but  of  little 
value  to  the  business  man  concerned 
with  present-day  problems  of  foreign 
exchange.  For  this  purpose  York’s 
book  on  international  exchange  is  well 
adapted.  Attention  is  first  directed 
to  the  principles  of  normal  exchange, 
which  is  carefully  explained  by  the 
use  of  copious  diagrams.  Then  follows 
a  description  of  practical  exchange 
operations  including  a  comprehensive 
exposition  of  dollar  credits  and  for¬ 
ward  exchange  transactions.  Full 
attention  is  also  given  to  the  influence 
of  the  international  movement  of 
capital  and  security  dealings  which 
have  been  hitherto  neglected  in  books 
on  foreign  exchange.  The  book  con¬ 
tains  an  excellent  discussion  of  silver 
exchange  but  one  looks  in  vain  for  a 
treatment  of  the  gold  exchange  stand¬ 
ard  which  plays  so  important  a  r61e  in 
far  eastern  finance.  In  so  complete  a 
work  one  also  regrets  the  omission  of 
an  intensive  discussion  of  foreign 
exchange  under  an  inconvertible  paper 
currency. 

*  *  * 

As  does  Mr.  York,  Professor  Cross 
recognizes  the  need  of  including  a 
consideration  of  the  war  and  post-war 
currents  in  foreign  exchange.  “I 
have  frequently  questioned,”  writes 
Professor  Cross  in  his  preface,  “the 
validity  of  certain  commonly  accepted 
theories  as  tested  out  in  practice,  and 
have  urged  the  advisability  of  avoid¬ 
ing  the  customary  rigid  and  dogmatic 
application  thereof  to  the  field  of 
exchange.” 


Professor  Cross  introduces  the  sub¬ 
ject  of  foreign  exchange  by  first  treating 
it  in  relation  to  domestic  exchange. 
He  thus  follows  the  well-known  peda¬ 
gogical  rule  of  leading  the  discussion 
from  the  known  to  the  related  un¬ 
known.  This  method  of  the  writer,  in 
presenting  the  similarities  between 
domestic  and  foreign  exchange,  is 
undoubtedly  conducive  to  a  better 
understanding  of  the  subject  of  foreign 
exchange.  The  author  emphasizes  not 
so  much  the  monetary  mechanism  but 
rather  the  credit  system.  Settlement 
of  exchange  by  means  of  credit  is  per¬ 
formed  by  banks  dealing  with  one 
another,  and  Professor  Cross  begins 
his  work  with  a  consideration  of 
“Interbank  Relations.”  He  then  dis¬ 
cusses  the  credit  instruments  used  in 
domestic  and  foreign  exchange  and  the 
legal  principles  governing  their  ne¬ 
gotiability.  Then  follows  a  description 
of  the  foreign  exchange  market  in  New 
York  and  London.  A  chapter  is  de¬ 
voted  to  various  types  of  foreign  bills 
of  exchange,  including  mail  remit¬ 
tances,  cable  transfers,  bankers’  bills, 
and  finance  bills.  The  next  chapter 
discusses  import  and  export  credits 
and  various  kinds  of  transactions  are 
fully  described.  This  chapter  also 
mentions  the  collection  of  drafts 
abroad.  The  treatment  is  rather 
brief  in  view  of  the  difficulties  which 
American  banks  and  business  men 
have  experienced  within  the  past  few 
years.  Moreover,  the  forwarding  of 
drafts  for  collection  throws  the  burden 
of  financing  the  transaction  upon  the 
exporter,  and  so  this  subject  should  not 
be  treated  in  connection  with  import 
and  export  credits  which  are  methods 
of  financing  trade  by  the  importer. 
The  chapter  on  rates  of  foreign  ex¬ 
change  clarifies  many  technicalities 
which  usually  bewilder  the  layman.  In 
explaining  the  forces  which  influence 
rates  the  writer  does  well  to  include 
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not  alone  the  usual  factors  of  demand 
and  supply  arising  from  the  move¬ 
ment  of  goods,  capital,  and  services, 
but  also  such  forces  as  discount  rates, 
credit  standing  of  parties  to  the  bill, 
and  nature  of  the  goods.  However, 
the  writer  fails  to  give  sufficient  weight 
to  such  important  influences  as  ex¬ 
change  speculation.  The  huge  inter¬ 
national  balance  of  payments  since 
1914  gave  rise  to  unprecedented  move¬ 
ments  of  gold,  and  this  economic 
phenomenon  is  treated  comprehen¬ 
sively  in  Professor  Cross’s  book.  He 
gives  attention  not  alone  to  the  gold 
standard,  but  also  the  other  standards 
such  as  the  gold  exchange,  silver  and 
inconvertible  paper,  with  particular 
reference  to  the  effect  of  the  World 
War  on  monetary  systems. 

The  book  contains  a  large  number  of 
forms  and  charts  well  selected  and 
correlated  with  the  text. 

Trade  Association  Activities  and  the 
Law.  By  Franklin  D.  Jones,  xii,  360 
pp.  McGraw-Hill  Book  Company. 

Reviewed  by  Alfred  L.  Smith  * 

The  purpose  of  this  book  is  to  ex¬ 
plain  the  purpose  and  meaning  of  the 
federal  laws  regulating  competition  and 
to  present  the  lawful  and  desirable 
activities  which  trade  associations  are 
constantly  undertaking. 

Those  chapters  which  explain  the 
so-called  anti-trust  laws  present  a 
timely,  instructive  and  comprehensive, 
yet  concise,  discussion  of  the  legal 
aspects  of  collective  activity  through 
trade  associations. 

The  important  features  of  the  Sher¬ 
man  Anti-Trust  Act,  the  Clayton  Act, 
the  Webb  Act,  the  Federal  Trade 
Commission  Act,  the  Anti-Dumping 
Act  of  September  8,  1916,  and  the 
Packers  and  Stockyards  Act  of  1921, 

*  President,  American  Trade  Association  Executives. 


are  given  and  their  interpretation  by 
court  decisions  discussed  in  such  non- 
legal  phraseology  as  to  make  the  very 
valuable  chapter  on  “Collective  Activ¬ 
ities  Prohibited  by  Law”  entirely 
clear  to  the  lay  reader.  This  latter 
chapter  discusses  among  other  things 
the  legal  aspects  of  division  of  terri¬ 
tory,  allotment  of  customers,  cur¬ 
tailment  of  production  or  supply, 
restrictions  on  price,  service  and  qual¬ 
ity  competition,  price  fixing  agree¬ 
ments,  false  statements  affecting  prices, 
open  price  associations,  common  selling 
agencies,  co-operative  buying,  agree¬ 
ments  to  refrain  from  bidding,  boy¬ 
cotts,  blacklists  and  white  lists. 

The  careful  and  mentally  honest 
reader  cannot  avoid  the  conclusion 
that  the  “twilight  zone”  of  trade 
association  activities,  in  which  the  dis¬ 
tinction  between  legality  and  ille¬ 
gality  is  obscure,  is  not  very  broad 
after  all;  but  rather  that  it  is  narrow 
and  that  the  actual  dividing  line  is 
easy  to  locate  by  any  trade  association 
which  will  judge  an  activity  by  the 
test:  “Does  it  restrain  competition? 
Is  it  fair?”  With  respect  to  the  usual 
form  of  open  price  information,  that  is 
distribution  of  price  information  with¬ 
out  comment,  the  author  states  that 
“such  action  is  probably  lawful.”  But 
he  intimates  quite  properly  that  such 
an  activity  may  be  carried  with  ease 
beyond  mere  interchange  of  facts  and 
become  unlawful,  and  advises  that  “in 
the  present  state  of  the  law  the  inter¬ 
change  of  price  data  by  trade  asso¬ 
ciation  members  is  dangerous.” 

The  chapter  on  “The  Purpose  of 
Laws  Regulating  Competition”  brings 
out  the  dangers  of  unregulated  com¬ 
petition  to  both  industry  and  the 
public,  and  shows  that  the  anti-trust 
and  related  legislation  has  been  in¬ 
valuable  to  this  country.  On  the  other 
hand,  the  wastes  of  competition  are 
likewise  shown.  The  sound  conclusion 
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is  reached  that  trade  associations,  law¬ 
fully  operated,  are  valuable  instru¬ 
ments  for  the  decrease  of  the  wastes 
of  competition  and  the  preservation 
of  its  benefits  as  a  regulating  force  in 
American  industry. 

A  major  portion  of  the  text  deals 
with  such  typical  activities  of  trade 
associations  as  promotion  of  proper 
cost  accounting  methods,  standard¬ 
ization,  improved  methods  of  dis¬ 
tribution,  research,  representation  of 
employers  in  labor  matters,  co-oper¬ 
ative  advertising,  operation  of  traffic, 
credit  and  collection  bureaus,  com¬ 
mercial  arbitration  and  co-operation 
with  the  government.  These  activities 
are  presented  and  discussed  in  order  to 
“reveal  to  the  public  the  value  of 
trade  associations  in  our  national  life” 
and  to  suggest  “the  basis  on  which  a 
constructive  program  of  trade  asso¬ 
ciation  activities  can  be  formulated 
by  any  industry.”  A  more  concise 
treatment,  embracing  possibly  a  single 
chapter,  would  probably  be  as  en¬ 
lightening  and  more  interesting  to  the 
average  reader;  while  the  information 
given  is  neither  comprehensive  enough 
nor  in  sufficient  detail  to  be  of  special 
interest  or  assistance  to  experienced 
officers  or  members  of  trade  associ¬ 
ations.  This  phase  of  the  discussion 
suffers  by  comparison  with  the  high 
standard  of  that  devoted  to  the  legal 
aspects  of  association  activities.  It 
does  not  reveal  the  same  familiarity 
of  the  author  with  the  development 
of  trade  association  activities  and 
service  as  with  their  legal  aspects. 

The  book  is  made  particularly 
valuable  for  reference  purposes  by  the 
appendices  consisting  of  copies  of  all 
federal  legislation  bearing  upon  trade 
association  activities,  and  by  the 
unusually  numerous  and  complete 
references  to  court  decisions,  indict¬ 
ments,  consent  decrees,  and  trade 
association  reports. 


How  to  Use  the  Dictionary.  By  Martin 

C.  Flaherty,  v,  108  pp.  Ronald  Press 

Company. 

Reviewed  by  Estelle  L.  Liebmann* 

So  few  of  us  know  the  extent  of  the 
information  that  can  be  found  in  a 
good  English  dictionary  that  Mr. 
Flaherty’s  brief  exposition  will,  I  hope, 
stimulate  a  more  extensive  as  well  as 
intensive  use  of  that  great  book.  So 
many  people  think  of  the  dictionary  as 
only  a  glossary  or  speller! 

Mr.  Flaherty  gives  us  twelve  uses  of 
the  dictionary: 

1.  The  Spelling 

2.  The  Pronunciation 

3.  The  Derivation 

4.  The  Definition  of  Words 

5.  The  Capitalization  of  Particular 

Words 

6.  Syllabication  and  Word-Division 

7.  The  Use  of  the  Hyphen  in  Com¬ 

pounds 

8.  The  Forms  of  Inflections  of  Certain 

Words  When  These  Forms  Are  Ir¬ 
regular  or  Unusual 

9.  The  Status  of  Words  Borrowed  from 

Other  Languages 

10.  The  Question  of  Usage 

11.  Idioms  and  Idiomatic  Phrasing 

12.  Proverbial  Expressions:  Allusions 

The  dictionary  does  not  set  the  standard 
...  it  merely  records  accepted  usage. 
But  this  usage  is  the  very  thing  the  in¬ 
quirer  desires  to  ascertain.  .  .  .  Correct¬ 
ness  in  language  rests  not  so  much  upon 
prophetic  insight  as  upon  conformity  to 
present  usage. 

Every  business  house  requires  a 
standard  of  good  usage  and  why  not 
use  a  good  dictionary  as  a  manual  of 
style? 

What  is  good  use?  Upon  what 
principles  is  it  based?  “It  includes,” 
writes  the  author,  “quoting  from 
another  authority,  Present  use,  National 
use.  Reputable  use.  These  are  to  be 

*  Former  Secretary,  Speoial  Libraries  Association. 
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found  in  any  one  of  the  standard, 
unabridged  dictionaries.” 

The  discussion  of  the  use  of  idioms 
is  of  particular  value  in  a  day  of  rapid 
changes  in  language  as  well  as  in  other 
things,  especially  when  correctness  of 
language  seems  to  be  such  a  rarity.  The 
author  defines  idioms  as: 

.  .  .  forms  of  expression  peculiar  to  a 
language,  often  at  variance  with  strict 
grammar  but  having  the  sanction  of  use 
.  .  .  which  through  long-continued  use 
has  gained  a  prescriptive  right  to  take 
precedence  over  the  formal  rules  of 
grammar. 

The  author  attacks  the  views  of 
purists  whose  objections  to  idioms  on 
grammatical  grounds  he  finds  inde¬ 
fensible  when  long-continued  use  has 
made  them  part  of  the  language.  The 
difference  between  slang  and  phrases  of 
irregular  grammatical  construction  is 
also  one  of  use.  Idioms  have  the  sanc¬ 
tion  of  good  use  whereas  slang  lies 
outside  of  the  limits  of  legitimate 
speech. 

There  is  a  lively  discussion  of  the 
advantages  of  the  dictionary  over  the 
works  of  purists.  Mr.  Flaherty  writes : 

Literary  history  teems  with  examples 
of  this  personal  attitude  towards  words 
and  phrases.  Now,  if  these  preferences 
and  prejudices  are  not  shared  in,  or  acted 
upon,  by  the  majority  of  the  educated 
among  one’s  contemporaries,  they  remain 
interesting  examples  of  personal  likes  and 
dislikes  but  they  do  not  influence  the 
standard  of  usage.  This  standard  is 
based  upon  the  use  of  words  and  con¬ 
structions  which  reputable  speakers  and 
writers  as  a  body  understand  and  approve. 
In  other  words,  good  use  rests  upon  the 
consensus  of  opinion. 

As  a  final  word,  we  are  warned 
against  “pseudo-dictionaries.”  There 
are  three  standard  dictionaries  in  use 
in  this  country  at  present.  One  of  these 
has  been  notoriously  pirated  and  its 
name  used  very  generally.  Only  one 


publisher  has  had  the  right  to  publish 
the  standard  editions  of  this  work,  so 
that  wrong  editions  are  easily  identi¬ 
fied.  These  “  pseudo-dictionaries  ”  con¬ 
tain  wrong  spelling,  wrong  definitions, 
incomplete  and  inaccurate  vocabu¬ 
laries,  and  slang  is  often  accepted  as 
legitimate.  In  a  business  house,  a 
home  or  school,  these  editions  should 
be  avoided.  They  are  unsound  guides 
and  contain  misleading  information. 

The  author  also  pleads  for  more 
education  in  the  use  of  the  dictionary 
and  an  acceptance  of  it  as  a  manual  of 
style  and  usage.  Its  encyclopedic 
character  is  pointed  out. 

This  little  book  is  worthy  of  popu¬ 
larity  and  can  be  read  with  pleasure  as 
well  as  profit.  The  style  is  clear, 
flowing,  and  spirited. 

We  and  Our  Government.  By  Jere¬ 
miah  Whipple  Jenks,  Professor  of  Public 
Administration,  New  York  University; 
and  Rufus  Daniel  Smith,  Associate  Pro¬ 
fessor  of  Public  Economy,  New  York  Uni¬ 
versity.  221+  pp.  Boni  and  Liveright. 

Reviewed  by  Boone  Self  Noland  * 

“First  Aid  to  Americanization”  is 
not  too  strong  a  phrase  to  apply  to  this 
admirable  book.  It  should  be  in  the 
hands  of  every  immigrant  anticipating 
American  naturalization,  and  of  every 
social  service  worker  who  wishes  to 
give  real  help  to  the  foreign-born.  Its 
characterization  of  the  true  spirit  of 
democracy  and  its  description  of  the 
branches  of  the  government — legis¬ 
lative,  executive  and  judicial — are 
clothed  in  such  direct  and  simple 
language  that  even  the  foreigner  with  a 
limited  command  of  English  may  read¬ 
ily  understand. 

As  an  antidote  for  the  present  gen¬ 
eral  unrest,  the  authors  urge  the  im¬ 
portance  of  faith  and  good-will : 

*  Of  the  New  York  University  School  of  Journalism. 
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Mutual  confidence — confidence  in  the 
integrity,  in  the  proficiency,  in  the  honesty, 
in  the  good  intentions  of  others — is  the 
keystone  upon  which  modern  society  is 
built.  .  .  .  You  buy  an  automobile  of  well- 
recognized  make.  You  do  not  test  every 
part  of  that  machine  yourself.  You  are 
confident  that  a  machine  of  that  make  has 
been  thoroughly  tested  before  it  comes  into 
your  hands.  Confidence  is  the  basis  of 
modern  life.  The  man  or  woman  who 
attempts  to  destroy  this  confidence  by 
thoughtless,  selfish,  or  criminal  acts  is  an 
enemy  of  the  community. 

True  patriotism  is  built  on  ideas  such 
as  these.  To  them  are  joined  elementary 
and  useful  economics  and  practical  pol¬ 
itics.  The  vastness  and  richness  of 
America’s  domain,  the  privileges  of 
citizenship,  the  responsibilities  of  the 
ballot,  the  benefits  of  free  speech  and 
a  free  press — all  these  are  indicated  in 
concise  but  adequate  terms.  ./The  pro¬ 
spective  voter  is  taught  that  inasmuch 
as  his  ballot  makes  the  law,  he  must 
know  how  to  vote  intelligently. 


After  living  many  months  among  the 
Slavs,  the  present  reviewer  begins  to 
believe  that  the  great  desire  of  most  of 
the  people  of  that  race  is  to  come  to 
America.  Many  of  them  will  achieve 
their  desire,  and  fortunate  will  they  be 
if,  when  they  come,  they  chance  to 
have  placed  in  their  hands  copies  of 
“We  and  Our  Government.”  The 
book  should  be  translated  into  a 
number  of  foreign  languages  and  placed 
in  quantities  on  Ellis  Island.  Immi¬ 
grants,  while  detained  there,  could  be 
learning  the  essential  facts  concerning 
our  government.  Industrial  workers 
could  more  quickly  find  employment 
and  be  more  valuable  to  their  em¬ 
ployers  from  the  start.  Schools  created 
for  them  could  take  on  a  broader 
scope,  and  more  quickly  reach  their 
objective.  From  every  point  of 
view  this  work  by  Dr.  Jenks  and 
Professor  Smith  is  a  notable  contribu¬ 
tion  to  the  equipment  for  Americani¬ 
zation. 


BRIEF  REVIEWS 


Training  for  the  Business  of  Advertis¬ 
ing.  By  Charles  Wilson  Hoyt.  125  pp. 

George  B.  Woolson  and  Company. 

In  the  body  of  this  book  there  is  not 
a  great  deal  of  material  that  widens  or 
deepens  the  literature  of  advertising; 
but  it  would  assuredly  be  a  crime  to 
operate  for  the  removal  of  the  ap¬ 
pendix.  In  fact  it  is  not  too  much  to 
say  that  the  seven  appended  sections 
are  worth  the  “full  price  of  admission.” 
They  include  a  brief  bibliography; 
the  membership  list  of  the  American 
Association  of  Advertising  Agencies; 
qualifications  for  membership  in  na¬ 
tional  associations;  lists  of  about 
seventy  leading  national  magazines 
with  names  of  their  advertising  man¬ 


agers,  ninety  class  or  trade  publi¬ 
cations,  and  an  even  hundred  national 
advertisers,  with  names  of  their  ad¬ 
vertising  managers  and  the  agencies 
handling  their  business.  Appendix  F 
shows  the  volume  of  advertising  busi¬ 
ness  done  by  the  leading  national 
magazines  for  1919,  1920,  and  1921, 
and  the  final  section  lists  150  news¬ 
paper  representatives  generally  re¬ 
ferred  to  as  “specials,”  who  represent 
the  newspapers  all  over  the  country 
and  sell  national  advertising  for  the 
local  newspapers  which  are  on  their 
list.  This  is  an  admirable  desk  book 
for  the  executive  who  wishes  to  keep 
his  finger  on  the  pulse  of  American 
advertising. 
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Bank  Directors — Their  Duties  and 
Liabilities.  By  0.  W.  Birckhead.  78  pp. 
The  Bankers  Publishing  Company. 

A  bank  examination  which  closely 
follows  the  procedure  outlined  in  this 
little  book,  Volume  V  in  the  Bank 
Department  Series,  will  be  as  nearly 
“air-tight”  as  is  possible  under  the 
limitations  of  human  nature  and 
present-day  efficiency.  The  author 
indicates  the  correct  method  of  taking 
possession  of  assets,  preparing  the 
statement  of  condition,  counting  the 
cash,  verifying  exchanges  for  Clearing 
House,  proving  and  valuing  loans, 
checking  securities,  ascertaining  that 
the  legal  reserve  is  maintained  and 
sufficient,  and  so  on  to  the  end  of  a 
long  and  carefully  arranged  list  of 
inspection  operations.  He  sets  forth 
the  provisions  of  the  law  defining 
duties  of  directors  of  member  banks 
of  the  federal  reserve  system,  and  the 
penalties  prescribed  for  neglect  of  such 
duties.  The  concluding  chapter  con¬ 
tains  a  suggested  form  of  report  to  be 
submitted  to  the  board  of  directors  of  a 
bank  or  the  examining  committee,  a 
copy  thereof  to  be  sent  to  the  Comp¬ 
troller  of  the  Currency  or  to  the  State 
Superintendent  of  Banking,  unless,  by 
law  or  regulation,  a  different  form  of 
report  has  been  prescribed. 

Roget’s  International  Thesaurus  of 
English  Words  and  Phrases.  Re¬ 
vised  by  C.  0.  Sylvester  Mawson.  xxxvi, 
721  pp.  Thomas  Y.  Crowell  Company. 

Roget’s  Thesaurus  is  an  old  friend 
of  those  who  deal  with  the  “King’s 
English.”  It  has  also  proved  a  help  to 
innumerable  others  who  find  occasional 
necessity  for  writing  in  prose,  poetry, 
or  vers  fibre.  Given  a  thought  which 
must  be  expressed,  it  is  not  always  easy 
to  give  it  the  best  expression,  and  here 
it  is  that  the  Thesaurus  lends  its  aid. 
In  this  it  is  prodigal,  giving  synonyms 


and  antonyms,  comparative  terms, 
phrases,  and  idioms,  and  much  other 
suggestive  help  to  clearness  and  exact¬ 
ness  of  statement. 

The  preceding  edition  was  founded 
upon  Roget’s  original  work.  The 
present  edition  is  founded  on  this  re¬ 
vision,  but  the  changes  and  additions 
have  been  so  extensive  as  almost  to 
constitute  a  new  book.  As  stated  in 
the  preface: 

.  .  .  the  new  words  run  well  into  the 
thousands,  embracing  every  department  of 
knowledge.  Particular  attention  has  been 
given  to  scientific  and  technical  terms  and 
the  newer  words  of  the  schools  and  the 
street.  The  special  needs  of  the  speaker 
and  writer  have  been  kept  in  view  and  the 
aim  has  been  not  merely  to  supply  a  col¬ 
lection  of  synonyms,  but  to  suggest  ideas 
and  new  terms  of  thought. 

The  arrangement  of  the  book  is 
convenient.  It  will  take  the  place 
of  the  older  edition  to  those  who 
already  have  rt  in  their  libraries.  It 
will  be  a  welcome  assistant  to  all  who 
have  need  to  express  their  thoughts 
with  exactness  in  the  written  form. 

Mortgage  Loan  Values.  By  Benjamin 

H.  Dugdale.  248  pp.  Privately  printed. 

This  book  is  designed  primarily  to 
meet  the  needs  of  investors  in  real 
estate  mortgages,  but  is  of  value  also 
to  executives  who  may  be  required  to 
act  in  an  advisory  capacity  in  passing 
upon  the  legal  and  other  aspects  of 
real  estate  securities.  Several  of  the 
most  significant  chapters  are  devoted 
to  the  various  phases  of  loan  contracts. 
Others  cover  titles,  abstracts,  surveys, 
and  the  general  problem  of  inspection. 
The  text  is  interspersed  with  well 
selected  illustrations,  one  of  the  most 
interesting  of  which  is  a  reproduction 
of  the  oldest  known  mortgage,  a  clay 
tablet  dating  from  about  430  B.C., 
and  calling  for  the  payment  of  thirty 
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bushels  of  dates  in  the  month  of 
harvest,  in  the  thirty-fourth  year  of 
King  Artaxerxes.  The  material  of 
this  book  has  genuine  value.  A  table 
of  contents  and  an  index  are  two  con¬ 
veniences  which  are  missing,  but  will 
presumably  be  supplied  in  future 
editions. 

Success  Through  Vocational  Guidance. 

By  James  McKinney  and  A.  M.  Simons. 

270  pp.  American  Technical  Society. 

“Occupation  Analysis,”  the  sub¬ 
title  of  this  volume,  indicates  fairly 
well  its  method  and  content.  The 
introductory  chapters  state  the  general 
problem  of  vocational  guidance,  which, 
in  essence,  is  that  of  keeping  square 
pegs  out  of  round  holes.  After  brief 
treatment  of  the  professions,  (under 
which  heading  are  covered  medicine, 
law,  teaching,  journalism,  dentistry, 
and  optometry),  the  authors  pass  on  to 
engineering,  commerce,  accounting, 
advertising,  manufacturing,  banking, 
transportation,  building,  hotel  and 
restaurant  management,  mining,  for¬ 
estry,  civil  service,  social  service,  and 
agriculture.  The  practical  usefulness 
of  the  book  is  enhanced  by  good  type, 
comparatively  short  paragraphs,  sig¬ 
nificant  tables  and  charts  and  an 
index  brief  but  adequate. 

Labor — The  Giant  with  the  Feet  of 

Clay.  By  Shaw  Desmond.  251  pp. 

Charles  Scribner's  Sons. 

It  took  courage  to  write  this  book. 
The  author,  a  member  of  the  Labor 
Party  since  1906,  and  Independent 
Socialist  candidate  against  the  Right 
Hon.  John  Burns  for  the  Battersea 
division  of  London  in  the  general 
election  of  1910,  is  internationally 
known  as  a  writer  of  editorials,  novels, 
and  plays  centered  around  democracy. 
He  asserts  that  he  is  still  a  socialist, 
but  deplores  what  seems  to  him  to  be 


the  fact  that  democracy  is  being 
killed  by  democrats  the  world  over. 
Desmond  sees  some  hope  in  the  break¬ 
ing  away  of  intelligent  men  and  women 
from  the  old  labor  movement  for  the 
establishment  of  a  new  democracy, 
which  will  await  serenely  the  rise  and 
the  ultimate  collapse  of  the  material¬ 
istic  idea,  erecting  upon  its  ruins  the 
temple  of  a  new  democracy  of  the 
spirit. 

Cost  Practices  and  Problems  in  the 

Production  of  Coke.  By  C.  C.  Shep¬ 
pard.  The  National  Association  of  Cost 

Accountants,  ISO  West  1/.2  Street,  New 

York  City. 

This  discussion  should  prove  of  much 
service  to  cost  men,  particularly  those 
engaged  in  the  coke  branch  of  the  iron 
and  steel  industry. 

Three  methods  have  been,  or  are  being 
used,  in  the  manufacture  of  coke.  These 
methods  are  briefly: 

1.  Coking  the  coal  in  heaps  or  mounds, 
in  the  open  air. 

2.  Coking  the  coal  in  the  beehive  or 
round  oven  partly  enclosed,  with  the  air 
partially  excluded. 

3.  Coking  in  retort  or  closed  ovens,  with 
air  almost  entirely  excluded. 

The  first  method  has  almost  entirely  dis¬ 
appeared  owing  to  its  wastefulness,  diffi¬ 
culty  in  operation  and  limited  production. 

The  second  method  is  still  prevalent  in 
most  of  our  coking  fields  on  account  of  its 
moderate  costs  and  simplicity  of  operation. 

The  by-product  coke  oven  with  its  addi¬ 
tional  apparatus  for  saving  by-products 
affords  many  advantages  in  particular 
localities  and  under  favorable  conditions. 
Its  use  is,  however,  limited  on  account  of 
the  costly  installation  required. 

A  brief  description  of  the  operation 
of  a  by-product  coke  plant  is  given, 
followed  by  a  suggested  classification 
of  accounts,  showing  titles  for  depart¬ 
ments  or  processes,  together  with 
statistical  operating  accounts  for  the 
recovery  or  refinement  of  by-products. 
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Cost  Problems  in  the  Wrought  Iron 

Industry.  By  Carl  Jensen.  National 

Association  of  Cost  Accountants,  130 

West  1+2  Street,  New  York  City. 

This  article  deals  particularly  with 
cost  accounting  in  the  manufacturing 
of  muck  bar,  skelp,  and  pipe.  The 
cost  elements  to  be  considered  in  con¬ 
nection  with  the  puddling  process  are 
materials,  labor,  fuel,  furnace  losses, 
repairs,  and  overhead. 

The  unit  of  production  is  the  gross 
ton  (2240  lbs.)  and  all  the  elements  of 
costs  are  calculated  on  this  basis. 

The  cost  problem  consists  largely  in  se¬ 
curing  the  following  information: 

1.  Accurate  weights  of  materials  charged  by 
size  of  skelp  produced. 

2.  Accurate  weights  of  good  production  by 
sizes.  Also  recoveries 'of  crop  ends,  defective 
materials,  etc.,  as  they  affect  these  skelp  sizes. 

3.  Correct  labor  distribution  by  sizes. 


4.  Furnace  hours  of  operation  by  sizes. 

5.  Fuel. 

It  is  my  understanding  that  in  most  skelp 
mills  the  unit  cost  is  based  on  a  compilation 
of  the  total  cost  for  the  period  divided  by 
the  total  tonnage  of  good  production  of  the 
mill.  This  is  defended  occasionally  on  the 
ground  that  most  of  the  labor  is  on  a  ton¬ 
nage  basis  and,  therefore,  the  variation  be¬ 
tween  sizes  will  be  slight. 

I  contend  that  where  there  is  a  consider¬ 
able  range  of  sizes  rolled  in  a  mill  this 
average  method  is  not  sufficiently  accurate. 

The  cost  of  pipe  welding  and  the 
cost  of  finishing  the  pipe  are  treated. 
Other  items  discussed  in  the  article  are 
galvanizing,  couplings,  maintenance, 
and  service  departments,  power  and 
water,  repairs  and  new  construction, 
plant  records,  central  cost  department, 
mechanical  equipment,  staffs,  inven¬ 
tories,  reserves,  depreciation,  repairs, 
standard  costs,  etc. 
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CHRONICLE  AND  COMMENT 


THE  VALUE  OF  MANAGEMENT 

Can  a  man  “by  the  sweat  of  his 
brow” — caused  either  by  mental  or 
physical  exertion — make  £100,000  a 
year?  In  an  interesting  discussion  of 
this  question  conducted  by  correspond¬ 
ence,  Lord  Leverhulme,  of  Sunlight 
Soap  fame,  takes  the  affirmative  and 
Thomas  Kennedy,  Secretary  of  the 
Social  Democratic  Federation,  dissents. 
As  quoted  in  The  New  York  Times*  Mr. 
Kennedy  took  the  position  that  there 
was  a  vital  difference  between  making 
£100,000  a  year  by  working  for  it  and 
getting  £100,000  by  exploiting  other 
people’s  labor.  To  this  Lord  Lever¬ 
hulme  replied  “that  he  could  not  for 
one  moment  agree  that  labor  was  a 
source  of  wealth”: 

When  I  was  33  years  of  age,  [he  wrote] 
I  decided  to  go  into  the  soap  business. 
The  only  opening  was  through  a  business 
that  had  been  losing  money.  I  took  over  the 
same  staff.  These  men  had  produced 
nothing  but  losses  for  my  predecessor,  but 
from  the  moment  I  took  hold  of  the  busi¬ 
ness  the  losses  ceased  and  the  profits  be¬ 
gan.  In  the  second  year  I  found  I  had 
made  £50,000.  I  was  strongly  then  of  the 
opinion  which  you  hold,  that  I  could  not 
possibly  have  made  that  amount  of  money 
for  myself.  Reviewing  the  whole  position, 
however,  I  could  only  find  that  I  had  the 
same  staff  who  had  lost  money  for  my  pred¬ 
ecessor.  I  paid  higher  wages  and  higher 
salaries  and  had  somewhat  eased  the  hours 
of  labor.  It  was  merely  the  organization 
and  system  I  had  adopted  that  was  re¬ 
sponsible  for  turning  a  loss  of  several  thou¬ 
sands  a  year  into  a  profit  of  £50,000  a  year. 

The  valuable  feature  of  this  discus¬ 
sion  is  the  light  it  throws  on  the  value 
of  good  management.  Without  it,  “a 
loss  of  several  thousands  a  year;”  with 
it,  “a  profit  of  £50,000  a  year.” 

•  March  14,  1023. 


UNCONSCIOUS  TRAMPS  IN 
THE  BUSINESS  WORLD 

The  following  letter  discourses  in¬ 
terestingly  of  the  personal  trait  and 
the  proper  assignment  of  the  man  to 
the  job — the  fitting  of  the  round  peg 
to  the  right-shaped  hole.  It  also  em¬ 
phasizes  the  fact  that  for  every  per¬ 
sonality  there  is  a  place — a  place  where 
that  personality  is  needed — if  the 
place  can  only  be  found. 

Editor  Administration: 

It  seems  almost  grotesque  to  take 
one  type  of  our  successful  business 
man  of  today  and  stand  up  alongside 
of  him  one  type  of  hobo,  and  to  say 
that  the  same  instinct  produced  both 
men.  Yet  there  are  grounds  for  this 
belief. 

The  type  of  successful  business  man 
you  would  have  to  select  is  the  man 
who  is  restless,  ambitious,  rapid  in 
thought,  speech,  and  action;  the  typi¬ 
cal  successful  promoter.  He  is  a  man 
who  has  been  the  head  of  many 
businesses;  the  man  who  brings  about 
consolidations,  combinations,  and  who 
rides  to  success  as  the  result  of  this 
nervous  driving  force. 

The  hobo  (and  you  will  note  the 
choice  of  the  word — not  a  bum,  not  a 
loafer,  but  a  genuine  hobo )  is  a  man 
who  is  nervous,  restless,  to  whom 
sameness  and  routine  are  intolerable, 
and  who  is  driven  from  city  to  city  and 
from  job  to  job  by  what  we  may  call  a 
wanderlust. 

In  one  of  his  books,  Wilfred  Lay 
speaks  of  this  craving  for  variety;  this 
insatiable  search  for  “external  circum¬ 
stances  that  will  fit  a  condition  within 
himself.” 

He  makes  a  point  that  is  very  in¬ 
teresting  to  those  who  are  selecting 
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men.  The  adaptable  person  changes 
himself  and  his  attitude  to  suit  his 
conditions  and  environment.  The  un¬ 
adaptable  person,  the  one  with  the 
fixed  character,  must  keep  changing 
external  conditions  in  the  hope  of 
finding  an  environment  that  will  suit 
his  fixed  nature. 

We  have  not  been  hitherto  consider¬ 
ing  that  in  selecting  men,  so  far  as  the 
writer  knows.  But  it  explains  both 
the  success  and  the  failure  of  some  of 
our  selections. 

Sales  managers  frequently  complain 
of  the  instability  of  certain  of  their 
very  successful  producers  of  business. 
A  man  who  rose  to  the  position  of 
field  sales  manager  in  one  organization 
now  occupies  the  simple  place  of 
salesman  in  that  same  organization. 
During  his  rise  he  was  routed  all  over 
the  United  States,  but  as  business  con¬ 
ditions  became  more  settled,  his  ter¬ 
ritory  was  gradually  restricted  until 
he  traveled  barely  half  a  dozen  states. 

This  reduction  chafed  him  so  and 
upset  him  to  such  an  extent  that  he 
resigned  and  for  six  months  went  to 
work  in  another  business.  One  day 
he  popped  up  at  a  branch  office  and 
asked  for  a  job  as  salesman.  In  the 
past  eighteen  months  he  has  worked 
for  this  company  in  six  different 
territories,  all  the  way  from  the  Pacific 
coast  to  the  central  section. 

This  man  can  be  explained  only 
under  the  hypothesis  advanced  by 
Wilfred  Lay,  namely,  that  his  char¬ 
acter  and  nature  were  so  unadaptive 
and  so  rigid  that  the  man  is  forever 
seeking  external  circumstances  and 
environment  to  suit  his  nature. 

A  brilliant  newspaper  man  was  in¬ 
duced  to  leave  his  profession  and  join 
an  advertising  agency  where  it  was 
expected  he  would  surpass  his  former 
record.  Of  course  he  was  to  receive 
more  money,  and  everything  started 
off  beautifully. 


The  first  six  months  offered  him  such 
change  and  variety  as  to  prevent  his 
becoming  restless.  But  at  the  end  of 
that  time  he  unexpectedly  resigned  his 
position,  joined  a  newspaper  in  a 
small  city,  and  has  been  wandering 
all  over  the  United  States  ever  since. 
No  one  could  understand  what  the 
matter  was,  although  one  of  his 
assistants  in  the  advertising  agency 
shrewdly  remarked  “Newspaper-men 
are  frequently  tramps.” 

The  key-note,  of  course,  with  such 
people  is  that  they  never  know  satis¬ 
faction.  They  do  not  know  when  to 
stop,  either  in  space  or  in  time. 
Possession  and  ownership  are  static 
things  to  them — of  little  value.  Again 
you  see  the  relationship  between  the 
hobo  and  the  business  man  of  the  type 
mentioned,  for  personal  possessions  are 
of  no  moment  to  either.  Dynamic 
conditions  are  the  only  ones  that 
interest  them;  conditions  of  motion,  of 
flux,  for  those  conditions  temporarily 
confuse  the  unsatisfied  thirst. 

One  of  the  most  successful  Chamber 
of  Commerce  reorganizers  in  the 
United  States,  a  man  who  could  go 
into  a  dull  and  sordid  city,  awaken  it, 
set  it  to  work,  and  thrill  it  with  am¬ 
bition,  three  times  resigned  and  got 
out  when  people  said,  “He  was  just  at 
the  peak  of  his  success.”  One  of  his 
successors  said,  “This  man  is  a  won¬ 
derful  starter — but  he  cannot  finish 
anything.”  The  speaker,  of  course, 
was  a  good  finisher  and,  incidentally, 
was  not  much  of  a  starter. 

The  condition  of  mind  here  devel¬ 
oped  is  sometimes  mistakenly  termed 
“diseased”  and  surely  its  outward 
symptoms,  its  feverishness,  are  temp¬ 
tations  so  to  believe.  But  to  the  mind 
of  the  writer  the  condition  is  not  a 
diseased  one,  but  a  fundamental  ar¬ 
rangement  of  tendencies,  that  may  be 
mitigated,  but  that  cannot  be  wholly 
eradicated. 
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No  doubt  the  day  will  come  when  it 
will  be  possible  to  picture  the  struc¬ 
ture  of  the  various  brains  in  usable  and 
recognizable  symbols,  exactly  as  we  are 
today,  for  instance,  picturing  the 
atomic  structure  of  carbohydrates. 
In  a  sense  our  brains  parallel  the  fa¬ 
mous  C  H  O  formula.  The  tremendous 
series  of  combinations  and  permu¬ 
tations  possible  with  the  three  elements 
of  carbon,  hydrogen,  and  oxygen,  are 
being  recognized  one  by  one  and 
mastered,  and  there  may  not  be  too 
many  brain  elements  to  reduce  to  a 
formula.  However,  that  is  mere  spec¬ 
ulation. 

Practically,  this  theory  can  and 
should  be  put  to  use  by  employment 
managers,  office  managers,  and  sales 
managers. 

We  seek  a  man’s  past  history. 
What  do  we  read  from  it?  Occasion¬ 
ally  we  say,“This  man  is  a  rolling 
stone”  or  “That  man  is  too  content.” 
But  it  is  the  writer’s  belief  that  there 
is  a  place  in  business  for  the  “rolling 
stone”  just  as  there  is  for  the  immov¬ 
able  man. 

Our  fault  lies  in  our  failure  to  chart 
or  to  show  in  some  way  what  the 
qualities  are  of  the  various  positions 
in  our  institutions.  We  say  we  need 
a  foreman  for  a  department  of  auto¬ 
matic  screw  machines.  We  say  we 
need  a  man  in  charge  of  a  tool  crib. 
We  say  we  need  an  order  editor,  or 
a  correspondent,  or  a  billing  clerk. 

Well  and  good.  We  immediately 
look  for  the  obvious  thing,  namely, 
a  certain  familiarity  with  that  type 
of  work.  Your  tramp  may  be  absolute 
master  of  both  the  theory  and  tactics 
of  that  work,  and  yet  disdain  it.  You 
may  have  someone  waiting  at  your 
door  who  is  as  innocent  of  both  the 
theory  and  practice  of  the  work  as  the 
office  cat.  But  he  would  fit  into  the 
place  and  fill  it  to  your  intense  satis¬ 
faction  and  profit. 


Experience  alone  is  a  dangerous 
guide.  Nothing  is  more  irksome  than 
to  see  the  “Want”  ads  or  the  indi¬ 
vidual  who  says,  “We  must  have  an 
experienced  man.”  There  probably 
are  times  when  an  experienced  man  is 
desirable,  but  to  generalize  so  flatly 
argues  oneself  unfamiliar  with  human 
nature,  and  is  that  not  the  thing  on 
which  we  pride  ourselves  as  good 
judges? 

When  the  job  is  plotted,  when  its 
mental  qualities  are  understood,  then 
we  can  seek  those  types  of  mind  that 
will  fit. 

It  might  be  torture  to  you  to  operate 
a  punch  press  all  day  long,  mechani¬ 
cally  putting  in  and  taking  out  blanks. 
But  to  a  certain  type  of  mind  such  an 
occupation  is  heaven  because  of  its 
peacefulness  and  security,  its  un¬ 
changingness.  One  of  the  most  bovine 
of  our  factory  men  once  told  me  he 
would  like  to  be  a  traveling  salesman. 
He  had  never  really  pictured  the  life. 
But  as  I  developed  it  for  him  slowly 
and  painstakingly,  I  could  see  fear  and 
aversion  in  his  eyes.  He  never  men¬ 
tioned  the  subject  again.  He  would 
have  been  as  helpless  as  a  cripple  in  the 
flood  of  traffic  at  Times  Square. 

This  tramp  quality  needs  to  be  con¬ 
sidered  by  our  research  bureaus  with 
the  idea  of  providing  some  test  that 
will  bring  out  its  presence  in  the  in¬ 
dividual. 

Yours  very  truly, 

Ralph  Barstow 

COMMERCIAL  EDUCATION  ON 
THE  PACIFIC  COAST 

An  admirable  program  of  co-oper¬ 
ation  among  the  collegiate  schools  of 
business  administration  from  Cali¬ 
fornia  north  to  British  Columbia  was 
formulated  in  a  recent  conference  held 
at  Portland,  Oregon.  The  plan  for  the 
meeting  originated  with  the  Oregon 
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Agricultural  College,  and  was  spon¬ 
sored  by  that  institution,  the  Uni¬ 
versity  of  Oregon,  the  University  of 
Washington,  and  Washington  State 
College.  Twenty-one  delegates  were 
registered,  representing  all  of  the 
leading  educational  institutions  west 
of  the  Rocky  Mountains. 

Discussion  was  focused  on  two  chief 
topics:  subjects  for  curricula;  and 
methods  of  instruction.  The  round¬ 
table  plan  of  meeting  was  adopted  for 
all  sessions,  and  interest  in  the  topics 
discussed  was  so  keen  that  continu¬ 
ation  meetings  at  luncheon  or  dinner 
were  the  rule  rather  than  the  excep¬ 
tion. 

If  a  permanent  organization  results, 
as  seems  likely,  much  may  be  done  to¬ 
ward  raising  standards  and  unifying 
the  curricula  of  instruction  in  business 
administration.  This  first  conference 
went  on  record  as  favoring  an  ex¬ 
change  of  professors,  and  also  an  ex¬ 
change  of  literature  bearing  on  busi¬ 
ness  administration.  In  case  the  new 
organization  develops  as  its  sponsors 
hope  and  expect  it  to,  an  effort  will 
doubtless  be  made  to  secure  affiliation 
with  the  Association  of  Collegiate 
Schools  of  Business.  Such  a  con¬ 
nection  would  appear  to  be  to  the 
advantage  of  all  who  are  co-operating 
for  the  advance  of  commercial  edu¬ 
cation  in  America. 

PREVENTION  OF  CHECK 
SWINDLING 

The  total  losses  in  this  country 
through  check  forgeries  and  alter¬ 
ations  during  1922,  as  reported  by  the 


Forgery  Prevention  Bureau,  amounted 
to  nearly  $47,000,000.  More  than 
half  of  this  heavy  toll  fell  on  New  York 
City.  Chicago  suffered  to  the  extent 
of  $3,504,525;  while  Philadelphia  lost 
$2,811,250,  and  Boston  coming  next, 
lost  $2,056,625. 

It  is  stated  by  the  Bureau  that  the 
greater  percentage  of  these  losses  was 
preventable,  as  successful  swindling  of 
the  kind  is  possible  only  when  checks 
are  drawn  or  handled  carelessly.  In 
order  to  help  reduce  the  losses  the 
Bureau  has  drawn  up  the  following 
decalogue  for  check  users: 

1.  Keep  blank  checks  and  canceled 
vouchers  under  lock. 

2.  Write  checks  with  safety  ink  or  with 
a  check-writing  machine  that  shreds  the 
paper  and  impregnates  it  with  the  amount 
in  ineradicable  ink. 

3.  In  writing  checks  leave  as  little  space 
as  possible  between  the  figures  of  the 
amount,  and  start  the  written  amount  as 
close  to  the  left-hand  margin  as  possible, 
drawing  heavy  parallel  lines  through  the 
unfilled  space. 

4.  In  drawing  checks  use  only  altera¬ 
tion-proof  check  paper. 

5.  Destroy  all  checks  marred  in  drawing 
and  never  permit  a  check  to  be  issued  with 
any  erasures  on  it. 

6.  Do  not  issue  checks  to  unvouched-for 
strangers,  and  never  make  them  out  to 
“Cash”  or  “Bearer.” 

7.  Do  not  sign  blank  checks. 

8.  Scrutinize  all  certified  checks,  as  the 
stamps  are  not  difficult  to  duplicate. 

9.  Be  careful  where  and  how  you  sign 
your  banking  signature. 

10.  On  checks  you  deposit  add  to  your 
signature  “For  deposit  only,”  thus  making 
it  impossible  for  them  to  be  cashed  without 
alterations. 
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THE  FINANCIAL  SITUATION 

BY  H.  PARKER  WILLIS* 


THAT  a  genuine  business  “boom” 
is  now  under  way  practically 
throughout  the  country,  and  that  it  is 
accompanied  by  a  financial  boom  of 
nearly  equal  proportions,  has  been 
made  more  or  less  evident  by  the  move¬ 
ment  of  events  during  the  latter  part 
of  February  and  during  the  month  of 
March.  For  some  weeks  after  the 
opening  of  the  current  year,  the 
general  progress  of  business  and  credit 
seemed  to  hesitate  and  there  was  at 
least  ground  for  uncertainty  as  to 
whether  very  marked  further  growth 
would  occur.  Such  hesitation  was 
considerably  intensified  by  the  doubt 
concerning  foreign  affairs,  many  be¬ 
lieving  that  prosperity,  under  the  cir¬ 
cumstances,  was  practically  out  of  the 
question,  partly  because  our  export 
trade  must  be  expected  to  suffer  seri¬ 
ously  since  domestic  plants  producing 
for  foreign  shipment  were  cut  off  from 
their  normal  outlet.  Since  that  time 
several  conditions  have  combined  to 
give  a  new  trend  to  the  market  outlook, 
and  at  present  most  of  the  symptoms 
of  expansion,  not  to  say  inflation,  are 
being  displayed. 

II 

Bonds  and  Stocks.  There  has  been  a 
decisive  recovery  in  the  financial 
market,  which  has  been  exhibited 
largely  in  connection  with  stocks,  and 
has  now  resulted  in  a  distinctly  higher 
level  of  prices  all  around.  This  higher 
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level  of  prices  is  seen,  most  notably,  in 
the  case  of  common  stocks  which 
have  been  in  great  demand,  and  in 
some  cases  have  sold  at  rapidly 
advancing  figures.  On  the  whole,  the 
increase  has  been,  as  such  things  go, 
fairly  moderate  in  speed,  but  stocks 
are  now  very  decidedly  higher  than 
they  were  two  months  ago,  and  in 
many  cases  substantially  in  advance 
of  the  quotations  of  March  1. 

In  the  bond  market,  there  has  been 
steadiness  in  spite  of  advancing  values 
for  money,  and  the  result  has  been  to 
keep  quotations  very  nearly  up  to  their 
recent  levels.  For  the  month  of 
February  the  index  of  The  Wall  Street 
Journal  published  on  March  3  stood 
at  73.42  as  compared  with  73.76  a 
month  earlier.  Such  advances  in 
bonds,  moreover,  as  have  been  dis¬ 
tinctly  observable  during  the  past 
month,  are  attributable  largely  to 
individual  causes.  Railroad  and  copper 
bonds,  for  instance,  have  each  gained 
considerably — the  railroads  on  the 
basis  of  better  earnings,  the  coppers 
because  of  the  advance  in  the  price  of 
the  metal.  Gains  of  this  sort  have 
served  to  buoy  up  the  average  “index,” 
but  they  do  not  afford  any  reason  for 
believing  in  a  general  increase  in  the 
level  of  values  of  bonds  as  a  group. 

On  the  other  hand,  foreign  securities, 
which  had  tended  downward  earlier  in 
the  year,  have  been  tolerably  steady  of 
late,  due  to  the  fact  that  European 
troubles  have  apparently  come  to  a 
resting  place  for  the  time  being,  so  that 
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there  is  no  particular  reason  for  a 
change  in  the  quoted  values  at  this 
particular  time,  pending  the  arrival  of 
new  developments  of  one  sort  or 
another.  The  activity  in  stocks,  how¬ 
ever,  has  been  very  great,  with  many 
days  in  which  the  turnover  exceeded 
1,250,000  shares,  while  the  issues  have 
been  pretty  well  distributed  through¬ 
out  the  list,  thus  avoiding  an  unduly 
speculative  development. 

Ill 

Dividends  and  Reports.  This  im¬ 
provement  in  the  stock  market  must 
be  attributed  in  no  small  measure  to 
the  coming  forward  of  unexpectedly 
favorable  reports  of  earnings  for  the 
year  1922,  with  subsequent  optimistic 
showings  for  the  months  of  January 
and  February.  This  furnishes  both  the 
background  and  the  current  support 
for  belief  in  the  strength  of  financial 
conditions.  The  Federal  Reserve  Bank 
of  New  York  has  compiled  a  list  of  122 
concerns  whose  annual  reports  had 
been  made  prior  to  March  1,  covering 
the  year  1922.  From  the  statements  of 
these  companies  the  bank  found  that 
aggregate  1922  net  earnings  were  in  the 
neighborhood  of  $395,000,000,  as 
against  $135,000,000  for  1921.  Most  of 
these  concerns,  moreover,  show  greatly 
increased  earnings  for  January  and 
February  of  this  year,  with  prospective 
further  improvement  during  March. 
All  this  makes  a  very  hopeful  earning 
situation  in  the  industrial  field;  and 
when  to  this  is  added  a  January  earn¬ 
ing  for  Class  1  railroads  amounting  to 
5.54  per  cent  per  annum,  the  general 
situation  is  better  than  has  been  true 
for  a  long  time  past. 

Railroad  earnings  on  some  lines  in 
the  West  and  Middlewest  have  been  of 
late  better  than  for  many  years,  a  fact 
which  not  only  testifies  to  the  volume 
of  traffic  but  also  to  the  successful 


reorganization  of  internal  expenses, 
which  has  resulted  in  making  the 
balance  sheet  show  up  very  much 
better  than  would  otherwise  have  been 
possible.  Securities  prospects  thus  are 
founded  upon  a  solid  basis  of  net  earn¬ 
ings  which  appears  calculated  to  con¬ 
tinue  to  give  real  support  to  improve¬ 
ment  in  quotations,  provided  modifica¬ 
tions  of  the  wage  scale  or  of  other 
elements  in  costs  do  not  intervene  to 
throw  calculations  out  of  gear,  as  of 
course  may  be  the  case. 

IV 

Expansion  of  Business.  The  fiscal 
improvement  of  the  principal  industrial 
companies  and  railroads  is,  however, 
fundamentally  based,  not  upon  reduc¬ 
tions  in  costs,  but  upon  great  expansion 
in  trade.  Computations  which  have 
been  made  by  authoritative  observers 
within  the  past  few  weeks  have  shown 
that  the  level  of  production  has  passed 
the  high  peak  reached  in  1919-20, 
which  in  itself  was  perhaps  the  highest 
ever  reached  in  our  industrial  history. 
On  the  other  hand,  the  production  that 
is  now  going  on  appears  to  be  founded 
upon  a  reasonable  expectation  of  con¬ 
suming  power,  inasmuch  as  manu¬ 
facturers’  stocks  in  but  few  cases  show 
signs  of  undue  accumulation  or  conges¬ 
tion,  and  the  rate  of  turnover  in  both 
retail  and  wholesale  establishments  is 
higher  by  far  than  a  year  ago.  Secre¬ 
tary  Mellon,  in  a  statement  issued  to  the 
press  on  March  8,  describes  this  process 
of  distribution  as  making  up  for  the 
depletion  caused  by  the  war,  which  he 
says  is  thus  being  offset  to  the  general 
advantage  of  the  buyer  of  goods  and  of 
the  country  as  a  whole. 

Secretary  Mellon  forecasts  continu¬ 
ous  business  activity  and  prosperity 
for  a  year  or  two  to  come,  and  sees 
nothing  except  what  is  wholesome  in 
existing  conditions, — so  at  least  he  is 
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credibly  quoted.  Certainly  it  is  true 
that  the  output  of  steel,  iron,  lumber, 
cement,  textiles  and  other  fundamental 
articles  is  at  high  level,  and  that  they 
are  apparently  passing  off  steadily  and 
satisfactorily  into  consumption.  There 
is  some  evidence  of  duplication  of  new 
orders,  which  suggests  the  possibility 
of  cancellations  at  a  later  date,  but  thus 
far  suph  prospects  are  limited  and 
bankers  are  of  the  opinion  that  they 
have  not  taken  a  very  deep  root. 

V 

Rise  of  Prices.  Undoubted  alarm  is, 
however,  felt  because  of  the  steady 
growth  of  prices.  During  the  month  of 
February  wholesale  prices  were  marked 
up  2  to  5  points  on  the  average,  and  the 
total  increase  in  the  past  year  is  25  to 
30  points.  In  some  lines  of  staple  pro¬ 
duction  prices  are  twice  as  high  as  they 
were  last  year  at  this  time;  or,  in  other 
words,  price  increase  has  been  one¬ 
sided,  the  effect  of  it  being  to  exagger¬ 
ate  certain  commodity  values  at  the 
same  time  that  others  are  retarded  in 
growth,  the  outcome  being  an  aggra¬ 
vated  degree  of  unevenness  between 
commodity  values  in  various  groups. 
This  being  already  a  rather  serious  evil 
in  the  present  business  situation,  it 
threatens  some  harm  today  as  a  result 
of  the  aggravation  of  a  condition 
that  had  already  proved  trying  or 
annoying. 

Our  prices  are  now  going  ahead 
faster  than  those  of  other  countries, 
and  are  especially  outstripping  those  of 
Great  Britain.  If  this  condition  of 
affairs  should  continue  long,  it  would 
of  course  react  on  our  export  trade,  by 
making  this  country  a  less  satisfactory 
place  in  which  to  buy,  so  that  as  a 
result  we  should  sell  less  to  foreigners. 
As  things  stand,  there  seems  to  be  no 
way  of  checking  this  price  expansion, 
since  it  is  not  due  primarily  to  bank 


credit,  but  in  large  measure  to  specula¬ 
tion  and  to  the  congestion  of  gold 
shipped  into  this  country  from  other 
countries  which  have  no  other  way  of 
paying  for  the  goods  they  have 
purchased  here. 

VI 

Export  Trade  Holding  Up  Well.  In 
fact,  and  contrary  to  expectations,  our 
export  trade  has  shown  up  well,  as 
indicated  by  latest  advices.  This  does 
not  mean  that  it  has  received  no  harm; 
on  the  contrary  it  has  shown  a  level 
considerably  below  that  of  a  year  ago, 
especially  when  the  comparison  is  made 
in  units  of  product  shipped  rather  than 
in  dollars.  Viewed  from  either  point  of 
view,  the  surprising  thing  is  that  we 
are  able  to  keep  up  our  trade  as  well  as 
we  do,  when  the  nature  of  European 
difficulties  is  considered.  Of  course,  in 
this  connection,  it  must  be  remembered 
that  we  have  received  many  orders 
that  might  normally  have  gone  to 
France  or  Germany,  but  which,  on 
account  of  the  Ruhr  difficulties,  have 
been  “switched”  to  this  country.  How 
long  they  will  continue  here  is  still  to 
be  seen,  but  it  may  be  some  time  before 
we  shall  fully  feel  the  inevitable  results 
of  foreign  disturbance  of  trade  with  its 
reaction  upon  the  United  States. 

Import  statistics  continue  to  be 
delayed,  and  are  still  several^months 
behind;  so  that  it  is  impossible  to 
state  what  our  balance  is.  That,  how¬ 
ever,  has  been  somewhat  decreased, 
according  to  the  most  reliable  estimates, 
so  that  a  limited  amount  of  progress  at 
least  is  being  made  in  developing  a 
more  stable  relationship  with  foreign 
countries.  It  will  be  possible  to  form 
a  very  much  more  accurate  idea  of  our 
foreign  trade  when  we  obtain  figures 
fully  reflecting  the  up-to-date  move¬ 
ment  of  commodities  both  inward  and 
outward. 
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VII 

Financial  Adjustments.  Considerable 
satisfaction  has  been  felt  because  of  the 
eventual  adjustment  of  the  debt  fund¬ 
ing  relations  between  the  United  States 
and  Great  Britain,  Congress  having 
approved  the  Debt  Funding  Bill 
shortly  before  adjournment.  This  rati¬ 
fies  the  basis  of  British  debt  payment, 
and  accordingly  a  first  payment  is 
shortly  to  be  made  by  Great  Britain  in 
accordance  with  the  terms  of  the  con¬ 
tract.  There  is  no  immediate  prospect 
of  any  adjustment  with  France  or 
Italy.  Indeed,  the  continuance  of  the 
Ruhr  difficulty  and  the  fact  that 
reparations  are  no  nearer  a  settlement 
than  they  have  been,  practically  means 
that  no  settlement  of  France’s  budget 
is  likely  to  occur. 

Meantime,  France  proposes  to  meet 
her  enlarged  expenses  not  through 
taxation  but  through  fresh  loans 
floated  at  higher  rates,  so  that  the 
apparent  outlook  points  to  a  further 
decline  of  the  franc.  Marks  mean¬ 
while  are  gradually  pulling  up  some¬ 
what  from  the  deep  abyss  of  discredit 
into  which  they  have  fallen,  and  may 
be  expected  to  show  at  least  some 
minor  betterments — unless  a  new  turn 
to  the  controversy  should  render  their 
future  still  more  doubtful  than  it  is  at 
the  present  moment.  Actual  bank 
financing  of  foreign  trade  has  largely 
stopped,  and  there  is  little  or  no  pros¬ 
pect  of  any  new  activity  in  that  direc¬ 
tion  pending  the  settlement  of  foreign 
bank  and  currency  difficulties.  Finan¬ 
cial  observers,  Secretary  Mellon  among 
them,  are  accordingly  disposed  to  look 
forward  to  a  foreign  trade  situation  in 
which  the  level  of  business  will  be  on 
a  rather  lower  footing. 

VIII 

The  Banking  Situation.  Domesti¬ 
cally,  the  banking  situation  is  beginning 


to  assume  a  degree  of  direct  importance 
which  cannot  be  ignored.  For  a  long 
time  past  it  has  been  habitual  to  refer 
to  the  banking  position  as  being  so 
strong  that  there  need  be  no  anxiety  or 
worry  with  regard  to  it.  The  immense 
reserves  of  federal  reserve  banks,  and 
the  fact  that  but  few  of  the  larger 
member  banks  were  in  the  market  as 
discounters  has  seemed  to  most  a  good 
reason  for  thinking  that  there  was  no 
ground  for  fearing  any  banking  or 
financial  disturbances.  However,  the 
point  is  now  being  reached  at  which 
further  increments  of  demand  will  un¬ 
doubtedly  have  to  be  shifted  from 
member  banks  to  reserve  banks,  and 
the  question  of  discount  rates  at  the 
latter  will  assume  new  importance. 

The  question  is  whether  present 
rates  should  be  somewhat  increased  or 
not,  with  a  view  to  checking  credit 
expansion  and  perhaps  the  advance  of 
prices.  Tentative  advances  in  the  rate 
of  discount  at  Boston  and  New  York 
made  the  rate  4 }/%  per  cent  at  each 
institution  at  the  beginning  of  March, 
but  the  action  has  had  no  effect  what¬ 
ever  on  commercial  rates  or  volumes  of 
credit.  There  is  but  little  indication 
that  direct  pressure  is  being  exerted 
upon  reserve  banks  by  member  banks, 
hence  relatively  little  connection  be¬ 
tween  rates  of  discount  at  reserve 
banks  and  rates  charged  by  members 
or  fixed  in  the  open  market.  With  the 
portfolio  at  reserve  banks  as  small  as 
it  is,  it  is  doubted  by  many  whether 
there  is  reason  for  expecting  any  real 
control  over  rates  to  be  exerted  by 
changes  in  discount  rates  at  reserve 
banks.  This  has  probably  deferred 
action  by  the  reserve  banks  consider¬ 
ably  beyond  the  time  when  it  ought  to 
have  been  taken  and  when  it  would 
have  served  as  a  warning  against  credit 
increases  that  might  otherwise  have 
been  unwisely  permitted.  As  things 
stand,  there  is  evidently  reason  to 
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expect  a  further  advance  of  discount 
rates,  even  though  the  total  portfolio 
of  bills  of  the  twelve  reserve  banks  is 
now  only  about  $838,000,000. 

IX 

Charge  for  Money.  The  charge  for 
money,  however,  continues  moderate, 
call  funds  ranging  around  5  to  5^  per 
cent  with  time  funds  5  to  5]/i  per  cent, 
and  commercial  paper  stable  at  the 
latter  figures.  All  things  considered 
these  are  moderate  rates;  and  so  long 
as  there  is  abundance  of  funds  at  such 
charges,  little  complaint  can  be  offered 
with  respect  to  the  investment  borrow¬ 
ing  situation.  It  is  notable,  too,  that 
even  a  slight  advance  in  rates  has  until 
lately  sufficed  to  draw  a  good  deal  of 
money  from  the  interior  to  the  stock 
market,  whenever  it  is  needed  in  the 
latter  place.  Although  there  is  less 
disposition  now  to  transfer  funds  to 
Wall  Street,  all  that  the  latter  field  is 
really  entitled  to  can  steadily  be  had 
by  paying  a  moderate  increase  above 
recent  figures.  Because  of  these  facts, 
operators  who  believed  in  the  future  of 
given  stocks  have  been  able  to  pur¬ 
chase  and  hold  them,  so  that  brokers’ 
loans  are  again  well  up  towards  the 
peak,  or  perhaps  absolutely  at  that 
point,  as  compared  with  recent  years. 

The  indication  is  today,  if  anything, 
toward  distinctly  higher  levels  for 
money,  and  it  may  be  expected  that 
present  rates  will  hardly  last  should 
business  and  speculation  continue  as 
active  as  they  now  are.  The  reserve 
system  should  doubtless,  as  a  matter 
of  example,  if  nothing  more,  raise  its 
rates,  thereby  expressing  its  opinion 
with  respect  to  the  probable  trend  of 
the  money  market  in  the  near  future. 
Should  it  do  so,  as  most  now  expect, 
the  reflex  effect  of  the  action  taken 
would  doubtless  be  in  the  direction  of 
higher  rates  all  around,  and  such  in¬ 


creases  of  charges  would  tend  to  re¬ 
strict  speculation,  although  both  specu¬ 
lation  and  prices  are  today  going  ahead 
at  so  rapid  a  rate  that  no  absolute 
check  could  be  afforded  by  changes  in 
the  supply  of  money. 

X 

Important  Legislation.  Congress,  in 
adjourning  on  March  4,  left  behind  it 
several  important  items  of  legislation, 
not  a  few  of  them  adopted  during  the 
closing  hours  of  the  session,  whose 
effect  is  likely  to  be  that  of  causing 
doubt  and  lack  of  confidence,  at  least 
to  an  extent.  It  adopted  the  so-called 
Rural  Credits  Law,  which  broadens  the 
access  of  agricultural  paper  to  the 
federal  reserve  system,  and  at  the  same 
time  provides  for  the  organization  of 
three  new  kinds  of  agricultural  credit 
enterprises.  This  implies  that  an 
elaborate  process  of  financial  organiza¬ 
tion  must  be  undertaken  in  the  near 
future,  some  of  it  perhaps  under 
government  supervision  and  auspices. 
It  may  well  be  that,  in  the  working  out 
of  the  new  legislation,  the  Treasury 
will  have  to  make  very  heavy  invest¬ 
ments  in  the  stock  of  the  new  corpora¬ 
tions,  a  fact  which  would  mean  that  we 
had  pretty  definitely  embarked  upon  a 
program  of  direct  government  banking. 

Another  action  which  has  aroused  a 
good  deal  of  anxiety  is  seen  in  the  sec¬ 
tion  of  the  rural  credits  bill  providing 
for  an  all-summer  investigation  of 
banking  conditions,  and  of  the  federal 
reserve  system.  Exactly  along  what 
lines  this  will  be  prosecuted,  is  still  to 
be  seen,  but  there  are  not  a  few  who 
are  of  the  opinion  that  it  is  intended  to 
provide  a  means  for  attacking  the  par 
collection  system.  Several  other  meas¬ 
ures  adopted  by  Congress  just  before 
the  close  of  the  session,  have  added  to 
the  anxiety  and  have  made  observers 
feel  that  the  Congressional  vacation 
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may  be  productive^  of  considerable 
harm.  Of  course,  all  this  militates 
against  real  stability  of  securities  or  of 
business,  although  it  does  not  as  yet 
afford  any  concrete  basis  for  definite 
alarm.  Uncertainty  in  foreign  affairs 
and  failure  of  the  Senate  to  grant 
President  Harding  the  authority  which 
he  had  asked  for  to  have  this  govern¬ 
ment  accede  to  the  World  Court  at 
Brussels  has  an  indirect  effect  on  busi¬ 
ness  by  continuing  to  make  the  subject 
a  matter  of  discussion  whose  outcome 
is  doubtful  to  say  the  least. 

XI 

Conclusion.  Production  and  distri¬ 
bution  are  now  at  high  levels,  with  de¬ 
mand  unusually  good  and  trade  excep¬ 
tionally  active.  Freight  is  moving 
freely.  Employment  is  far  wider  and 
wages  higher.  Prices  have  started 
sharply  up  again,  and  while  there  is  as 


yet  no  reason  for  definite  anxiety,  a 
continuance  of  present  price  move¬ 
ments  for  a  long  time  would  inevitably 
cause  disaster.  The  boom  in  business 
is  being  paralleled  by  unusual  activity 
and  by  strongly  sustained  buying  of 
stocks  and  bonds.  Both  classes  of 
securities  continue  to  maintain  very 
high  levels  of  value.  In  practically 
every  line,  both  of  business  and  of 
investment,  the  season  is  showing  re¬ 
markable  return.  Not  only  the  volume 
of  business  but  the  earnings  situation 
of  many  companies  is  better  than  for 
two  years.  Increase  of  dividends  in 
many  may  reasonably  be  looked  for. 
Foreign  affairs  are  unsettled  and  may 
easily  become  more  so,  but  in  the  mean¬ 
time  our  foreign  trade  has  been  rather 
unexpectedly  good.  Congress  has  left 
several  legacies  of  trouble  in  the  form 
of  hazardous  legislation  and  “  investiga¬ 
tions”  which  may  cause  more  dis¬ 
turbance  than  now  seems  likely. 


THE  PROGRESS  OF  EVENTS 


BY  ARCHER  WALL  DOUGLAS  * 


THE  passing  of  winter  has  much 
the  same  effect  upon  men  and 
business  that  it  had  upon  the  jungle 
creatures  in  Kipling’s  story  of  the 
“Spring  Running.”  The  renewal  of 
outdoor  activity,  the  preparations  for 
earth’s  great  annual  productivity, 
bring  with  them  the  sense  of  hope¬ 
fulness  and  anticipation  that  accom¬ 
panies  all  constructive  action.  Al¬ 
ready  plowing,  seeding,  and  shipping 
early  spring  garden  products  is  follow¬ 
ing  the  sun  in  its  daily  march  north¬ 
ward.  Heavy  sales  of  farming  tools 
and  implements  during  the  winter  just 
past  gave  evidence  of  what  was  com¬ 
ing,  and  likewise  indicated  the  greatly 
increased  purchasing  power  of  the 
farmer  over  twelve  months  ago. 

Farm  labor  is  somewhat  scarcer  than 
last  season,  and  is  asking  higher  prices 
which  the  farmer  is  unwilling  to  pay. 
He  has  great  resourcefulness  in  this 
respect,  for  he  can  call  upon  his  family, 
including  sisters,  cousins,  and  aunts, 
as  he  did  during  the  war,  when  pro¬ 
duction  ran  high  in  consequence. 
Moreover,  he  has  no  8-hour  program 
to  limit  his  output,  and  works  over¬ 
time  without  the  incentive  of  one-and- 
a-half  time  pay.  Everywhere  there 
are  large  acreages  being  planted, 
especially  of  such  farm  products  as  now 
range  at  satisfactory  prices,  with 
cotton  proportionately  far  in  the  lead. 

II 

Timely  Rainfalls .  What  is  most 
needed  at  seeding  time  is  plentiful 
moisture  in  the  soil  as  reservoirs  for 
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plant  growth  during  the  dry  days  of 
summer  when  rains  fail  and  springs  go 
dry.  Of  late  there  has  been  abundance 
of  precipitation  in  practically  all 
sections.  In  northern  latitudes,  in 
the  spring  wheat  states,  this  took  the 
form  of  deep  snows  that  put  the  soil 
in  shape  for  the  seeding  that  is  now 
due.  Abundant  rains  in  the  grazing 
ranges  of  the  southwest  came  in  time 
to  prevent  serious  losses  to  the  cattle 
raisers,  while  further  eastward  they 
made  pastures  available  for  livestock 
that  would  otherwise  have  to  be  fed 
from  stored-up  supplies. 

Winter  wheat  got  great  benefit  from 
this  timely  rainfall,  and  in  the  western 
portions  of  the  Great  Plains  states  it 
came  just  in  time  to  save  the  plant  from 
widespread  winter  killing  as  the  result 
of  a  prolonged  drought  accompanied 
by  high,  cold  winds.  In  Kansas,  Ne¬ 
braska,  and  western  Oklahoma  wheat 
is  the  principal  cash  crop,  and  when 
it  fails,  the  purchasing  power  of  the 
farmer  is  seriously  impaired  and  the 
general  business  in  these  states  suffers 
accordingly. 

There  are  scattered  reports  of  dam¬ 
age  to  growing  wheat  in  various  states 
from  Indiana  to  North  Texas,  either 
by  insects  or  unfavorable  weather. 
How  serious  they  are  can  be  deter¬ 
mined  only  at  a  later  period  of  the 
growth  of  the  plant.  They  have  given 
strength  to  prices  in  the  grain  market, 
however,  and  have  added  to  the  un¬ 
certainty  of  this  year’s  production. 

Ill 

Corn  and  Hogs.  Prices  of  corn  are 
also  higher,  partly  in  sympathy  with 
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wheat  and  partly  because  farmers  are 
marketing  their  corn  largely  in  the 
shape  of  hogs,  as  this  is  the  more 
profitable  form  under  the  prevailing 
relationship  of  corn  and  hog  prices. 
These  facts  have  done  much  to  give 
impetus  to  the  business  of  distribution 
in  agricultural  regions,  as  has  also 
the  moderate  increase  in  numbers  of 
livestock.  The  only  trouble  about 
these  reports  is  that  in  the  past  they 
have  at  times  been  so  wide  of  the 
mark  that  one  can  never  be  sure  of 
how  close  to  actual  facts  they  really 
are.  The  government  is  aware  of 
this  and  is  taking  great  pains  to  over¬ 
come  the  trouble.  There  is  no  doubt, 
however,  of  the  large  number  of  hogs 
in  the  country,  as  that  is  testified  to 
by  the  enormous  daily  shipments  to 
packing-house  markets.  They  bring 
in  large  amounts  of  cash  to  the  farmers 
and  account  for  much  of  the  good 
business  in  the  corn  belt  in  the  west 
and  middlewest. 

IV 

Retail  Trade  in  the  South.  Similarly 
in  the  South  the  steadily  appreciating 
price  of  cotton  is  stimulating  general 
buying  as  nothing  else  could  do.  In 
all  sections  buying  of  automobiles  and 
radios  is  a  significant  feature  of  the 
situation.  It  indicates  how  the  recep¬ 
tive  nature  of  the  people  and  their 
widespread  intelligence  make  a  ne¬ 
cessity  of  articles  of  convenience  and 
pleasure,  after  a  fashion  that  does  not 
obtain  in  any  other  country.  This  is 
illustrated  also  in  the  purchase  of  all 
articles  of  outdoor  sports  by  the  retail 
trade  which,  of  course,  is  in  closer 
touch  with  the  consumer  than  any 
other  form  of  selling.  Since  the  first 
of  the  year  this  buying,  in  antici¬ 
pation  of  a  demand  from  the  consumers 
when  the  season  opens,  has  completely 
swamped  the  ability  of  the  manu¬ 


facturers  to  take  care  of  orders.  It  is 
also  another  evidence  of  the  manner  in 
which  the  portion  of  the  business 
world  which  is  close  to  the  soil  and  to 
the  ultimate  consumer,  has  settled 
down  to  the  study  and  analysis  of  its 
immediate  environment  and  those 
who  people  it,  and  for  the  time  being 
are  paying  little  attention  to  the  rest 
of  the  world.  This  is  about  the 
usual  attitude  in  the  times  we  call 
“normal,”  and  it  is  generally  dictated 
by  the  familiar  truth  that  charity 
begins  at  home.  Another  feature  of 
the  local  development  that  is  going  on 
in  the  country  districts  is  the  great 
sale  of  electric  lighting  and  power 
plants  for  farms. 

Among  farmers  it  is  being  realized 
that  the  horse  will  always  be  one  of 
the  necessary  adjuncts  of  farm  life,  as 
a  supplement  to  the  tractor  and  other 
forms  of  mechanical  power.  This 
promises  a  longer  span  of  life  to  the 
great  business  of  the  manufacture  of 
horse  trappings,  and  also  makes  evident 
that  the  tractor  has  certain  limitations, 
more  especially  on  small  farms. 

In  general,  scarcity  of  goods  and 
the  oversold  condition  of  practically  all 
manufacturing  plants  are  accompanied 
by  still  unsatisfactory,  though  im¬ 
proving  transportation  conditions.  Re¬ 
tail  buying  is  not  urgent  so  far  as  lay¬ 
ing  in  stocks  to  anticipate  advances 
in  prices  is  concerned.  There  is  much 
skepticism  as  to  the  permanence  of 
higher  prices,  though  at  the  same  time 
there  is  a  general  belief  that  the  present 
improvement  in  business  will  continue 
for  the  immediate  future  unless  it 
results  in  price  inflation  and  brings 
about  that  buyers’  strike  which  still 
lingers  largely  in  the  public  mind. 

V 

Political  Discontent.  There  is  a  feel¬ 
ing  of  discontent,  however,  with  much 
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that  is  prevalent  in  political  life  where 
it  assumes  economic  form  and  con¬ 
sequently  becomes  a  factor  in  business 
life.  It  is  one  of  those  manifestations 
of  public  feeling  which  is  only  in  the 
incipient  stage,  but  steadily  gathering 
force  and  headway.  It  decries  govern¬ 
ment  interference  in  business  and 
government  support  of  class  privilege 
in  any  fashion  whatsoever.  It  is  most 
democratic  in  its  spirit  and  purpose, 
and  ultimately  will  come  to  grips 
with  some  of  the  economic  methods 
and  creeds  which  have  passed  muster 
as  sacred  inheritances  up  to  the  present 


time.  It  lacks  form  and  cohesion  at 
present,  but  it  is  crystallizing  in 
purpose  as  time  goes  on.  Like  most 
questions  of  the  hour  it  probably  will 
get  ultimately  into  politics,  though  its 
principal  effect  will  be  largely  in  the 
economic  field. 

In  the  main,  it  is  the  constructive 
desire  of  many  common-sense  and 
sober-minded  people  to  bring  into 
public  life  such  reforms  as  will  lead  us 
out  of  the  maze  in  which  we  are 
wandering.  Its  interest  to  us  at  present 
lies  in  the  effect  which  it  will  gradually 
exert  upon  business  in  the  near  future. 


THE  BUSINESS  TREND— A  BAROM 


EXPLANATION  OF  BAROMETER. 

The  trade  barometer  shown  above  is  so 
constructed  that  when  business  is  in  the 
stage  either  of  boom  and  expansion  or  is 
moving  downward  in  the  early  stages  of 
crisis,  the  curves  and  vertical  bars  are  in 
the  upper  area.  When  the  general  busi¬ 
ness  condition  is  that  of  depression  or  the 
beginning  of  recovery,  the  curves  and  bars 
are  in  the  lower  area. 

The  light  line  shows  the  course  of  the 
interest  rate  on  prime  commercial  paper, 
with  adjustment  for  normal  seasonal  vari¬ 
ation.  It  is  based  on  an  index  number,  100 
equaling  5  per  cent.  The  broken  line  shows 
the  federal  reserve  bank  ratio  of  cash  re¬ 
serves  to  note  and  deposit  liabilities,  the 
curve  being  inverted  so  that  an  increase  in 
the  ratio  causes  a  fall  in  the  curve.  The 
heavy  line  shows  the  relation  between  the 
price  level  (Bradstreet’s  index  number  of 
wholesale  prices)  and  the  physical  volume 


Prepared  by  Lewis  H.  Haney, 

of  trade  (car-loadings  X  tons  per  car). 
The  bars  projecting  above  or  below  the 
normal  zone  indicate  the  movement  of 
business  failures  (Dun’s).  Bars  pro¬ 
jecting  above  the  “normal”  area,  show  a 
smaller  number  of  failures  than  normal; 
bars  projecting  below  show  an  excess  of 
failures  over  normal;  the  absence  of  any 
bar  would  show  that  failures  are  normal. 
The  arrows  pointing  up  or  down  from  the 
center  line  of  the  normal  zone  show  by  their 
direction  the  course  of  a  special  six-com¬ 
modity  price  index.  The  stars  indicate 
the  probable  trend  of  the  curves  during  the 
current  month;  the  dotted  bar  the  prob¬ 
able  trend  of  failures. 

THE  BUSINESS  TREND  IN 
FEBRUARY  AND  MARCH 

The  unfavorable  factors  in  the  indus¬ 
trial  situation  which  were  referred  to 
last  month  are  further  accentuated  by 
the  barometer  reading  in  February  and 


per  cent  («urve  plotted  on  inverted  scale)  ;  for  failures  ■=■  trend  during  40  years . 
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Director ,  New  York  University  Bureau  of  Business  Research 


March.  It  seems  just  now  that  funda¬ 
mental  conditions  are  no  longer  getting 
better.  We  are  either  going  to  have 
inflation,  or  the  tendency  to  inflation 
is  going  to  require  a  rather  drastic 
check.  The  outlook  now  appears  to 
involve  a  growing  realization  that  the 
demand  for  products  is  about  to 
diminish;  first  in  one  line,  then  in 
another.  Probably  less  favorable  re¬ 
ports  of  net  earnings  will  begin  to 
appear.  Failures  may  increase. 

There  is  still  time  to  pull  the  situa¬ 
tion  out  of  the  fire  for  the  unsound 
developments  have  not  gone  too  far, 
but  either  inflation  must  be  expected, 
with  an  ultimate  severe  reaction,  or 
production  must  be  readjusted. 

1.  Prices  have  resumed  their  advance. 
The  sensitive  six-commodity  index  has 
shown  advances  each  month  since  De¬ 


cember,  but  the  general  level  of  prices, 
as  shown  by  the  Bradstreet  and  the  Dun 
indices,  was  nearly  stationary  in  January 
and  February.  On  March  1,  however,  the 
general  level  was  up  about  2  per  cent  from 
February  1.  The  six-commodity  index 
(based  on  1921)  for  February  was  128.6, 
compared  with  125.6  in  January,  and 
promises  to  rise  further  in  March. 

2.  The  interest  rate  (on  commercial 
paper)  has  continued  upward  as  the  volume 
of  business  has  grown,  and  the  interest- 
rate  curve  is  now  nearly  in  the  center  of 
the  normal  area.  This  indicates  business 
expansion.  Furthermore,  it  is  reassuring 
that  the  advance  of  the  rate  has  not  been 
more  rapid,  and  that  no  scarcity  of  funds 
is  shown.  It  is  to  be  noted,  however,  that 
the  steady  advance  if  continued  may  soon 
indicate  a  check  on  expansion  by  reason  of 
higher  money  rates.  Already  advanced 
Reserve  discount  rates  have  caused  hesi¬ 
tation. 


512 


ADMINISTRATION 


Vol.  V 
No.  4 


3.  Business  failures  in  February,  after 
allowance  for  normal  growth  and  seasonal 
variation,  showed  a  marked  decline.  This 
condition  was  accompanied  by  numerous 
favorable  earnings  statements  and  by 
several  resumptions  of  dividend  payments. 
It  reflects  the  improved  state  of  industry 
attending  higher  prices.  But  the  outlook 
for  March  is  not  so  good.  Present  indi¬ 
cations  are  for  a  large  number  of  failures. 

4.  The  reason  for  this  fact  is  to  be  found 
in  the  PV  line,  which  continues  its  down¬ 
ward  trend.  Railway  tonnage  has  in¬ 
creased  phenomenally,  while  prices  have 
lagged  relatively.  Apparently,  we  are 
approaching  a  severe  test  of  our  industrial 
stability.  Can  our  mills,  factories,  and 
mines  continue  to  pour  forth  such  a  volume 
of  products  without  a  fall  in  values?  Will 


demand,  measured  in  terms  of  money, 
hold  up  much  longer  if  the  physical  volume 
of  trade  continues  to  increase?  Will  the 
net  earnings  statements  of  the  second 
quarter  of  1923  hold  up?  It  is  to  be 
doubted.  It  seems  not  improbable  that  the 
irregularity  which  has  been  so  character¬ 
istic  of  the  stock  market  in  March  is  based 
upon  some  such  feeling. 

5.  The  reserve-ratio  curve  shows  a  sharp 
rise,  caused  by  growing  trade  activity. 
There  has  been  a  small  loss  in  gold  re¬ 
serves  and  a  considerable  increase  in  dis¬ 
counts.  Deposits  show  a  large  increase  in 
the  last  available  statement.  It  seems 
probable  that  the  curve  will  now  begin  to 
rise.  If  so,  some  check  on  speculative 
activity,  from  a  tendency  to  contract 
credit,  may  be  expected. 


ADMINISTRATION 

The  Journal  of  Business  Analysis  and  Control 
MAY,  1923 


THE  REWARDS  OF  MANAGEMENT 

BY  CHARLES  M.  SCHWAB* 


THAT  business  executives  on  both 
sides  of  the  Atlantic  are  keenly 
interested  in  the  debate  in  England 
between  Lord  Leverhulme  and  Thomas 
Kennedy,  Secretary  of  the  Social 
Democrat  Federation,  on  the  question 
of  large  financial  rewards  for  business 
management,  is  a  fact  that  requires 
little  if  any  explanation.  Salary  and 
wage  schedules  are  a  vital  factor  in 
any  business,  and  it  is  not  to  be 
wondered  at  that  we  who  have  to 
struggle  with  them  year  after  year 
are  quick  to  react  to  anything  that 
promises  to  shed  new  light  upon  the 
problem. 

The  specific  question  at  issue  be¬ 
tween  the  famous  soap  manufacturer 
and  his  adversary  is  whether  a  man 
can  honestly  and  fairly  earn  for  him¬ 
self  so  large  an  amount  as  £100,000  a 
year.  Lord  Leverhulme  upholds  the 
affirmative  side  of  the  debate,  and 
Mr.  Kennedy  speaks  spiritedly  for  the 
negative,  basing  his  argument  on  the 
contention  that  a  man  cannot  realize 
so  large  an  annual  return  as  £100,000 
except  by  exploiting  the  labor  of  his 
less  fortunate  fellow-workers.  Per¬ 
sonally  I  believe  not  only  that  Lord 
Leverhulme  is  in  the  right,  but  that 

""Chairman  of  the  Board,  Bethlehem  Steel  Cor¬ 
poration. 


he  might  double  his  figure,  or  more, 
and  still  be  within  the  bounds  of 
reason. 

II 

Generous  Rewards,  But  Not  as  Salary. 
However,  I  would  qualify  this  state¬ 
ment  by  saying  frankly  that  while 
I  might  be  glad  to  pay,  as  indeed,  I 
have  paid,  an  exceptional  executive 
more  for  a  year’s  work  than  the  amount 
specified,  I  should  never  willingly  pay 
it  as  salary.  Such  an  amount  should 
be  given  only  as  a  reward  for  definite 
operation  results  accomplished,  man¬ 
ufacturing  costs  reduced,  waste  elim¬ 
inated,  metallurgical  and  other  proc¬ 
esses  simplified,  new  and  cheaper 
sources  of  raw  materials  discovered — 
in  a  word,  for  the  achievement  of 
what  is  expressed  in  that  much 
abused  but  none  the  less  potent  phrase, 
business  efficiency. 

An  illustration  may  be  taken  from 
the  steel  industry,  in  which  I  have 
spent  my  life.  Suppose  that  I  am 
about  to  choose  and  hire  a  man  to 
take  charge  of  a  plant  for  the  produc¬ 
tion  of  pig  iron.  He  may  feel  that  he 
should  have  an  annual  salary  of 
$10,000  for  the  work,  but  I  should 
much  prefer  to  make  him  an  offer 
something  like  this: 


514 


ADMINISTRATION 


Vol.  V 
No.  6 


“  Let  us  make  the  salary  not  $10,000, 
but  $3,000.  In  addition  to  that  I  will 
give  you  a  percentage  on  all  you  save 
in  manufacturing  costs,  based  on  an 
average  of  $1.50  a  ton  for  putting  the 
material  into  pig  iron.  If  you  cut 
the  cost  to  $1.45,  I  will  give  you  one 
per  cent  on  the  amount  saved;  if 
to  $1 .35,  two  per  cent,  and  so  on.  Thus 
you  may  be  able  to  earn  for  yourself 
not  ten  thousand  dollars,  but  twenty- 
five,  fifty  or  seventy-five  thousand, 
or  more.  You  devote  yourself  to 
cutting  costs  and  making  money  for 
the  company,  and  the  company  will 
play  fair  with  you.  In  that  way  you 
will,  in  effect,  determine  your  own 
salary  every  year.” 

This  principle  was  closely  followed 
in  the  case  of  one  of  the  largest  in¬ 
dustrial  combinations  ever  formed  in 
this  country.  The  man  who  was 
chosen  to  manage  the  associated 
manufacturing  units  was  offered  a 
salary  of  $250,000  a  year.  He  politely 
but  firmly  refused  it,  saying: 

“I  have  never  worked  on  a  salary 
basis  and  do  not  care  to  begin  now. 
I  have  told  you  what  I  believe  the 
new  company  can  reasonably  expect 
to  make  in  net  profits.  If  I  cannot 
do  better  than  that  I  do  not  want  a 
cent  of  pay  for  my  work.  If  you  will 
pay  me  one  per  cent  on  all  net  profits 
above  the  estimated  figure,  I  will  tackle 
the  job.” 

The  financier  who  engineered  the 
merger  agreed  to  the  arrangement, 
and  as  a  result  the  manager  received 
something  over  a  million  dollars  for 
his  first  year’s  work. 

Lord  Leverhulme’s  own  career  also 
illustrates  this  idea.  When  he  was  in 
the  early  thirties  he  decided  to  go  into 
the  business  that  had  been  losing 
money  steadily  for  several  years.  Lord 
Leverhulme  took  over  the  plant  and 
staff  exactly  as  they  were,  reorganized 
the  operation  methods  and  made  a 


substantial  profit  the  first  year.  In 
the  second  year  he  made  £50,000.  He 
had  used  exactly  the  same  personnel 
as  before,  paid  higher  wages  and 
salaries  and  even  shortened,  for  certain 
overworked  operatives,  the  hours  of 
labor.  But  the  net  result  of  his 
scientific  management  was  the  turning 
of  a  loss  into  a  steady  and  satisfactory 
profit.  No  one  can  reasonably  deny 
that  for  service  of  this  type  the  per¬ 
former  is  emphatically  “worthy  of  his 
hire,”  nor  can  anyone  begrudge  the 
skilful  manager  an  abundant  financial 
return  for  saving  a  business  and  putting 
it  on  its  feet,  to  the  lasting  benefit 
of  the  many  people  dependent  on  it  for 
their  physical  comfort  and  their  peace 
of  mind. 

Ill 

Contingent  Payments  Encourage  Ini¬ 
tiative.  A  contingent  arrangement  is  a 
wonderful  spur  to  a  manager.  The 
Eastman  Kodak  Company,  in  one  of 
its  publications,  has  called  attention 
to  the  experience  of  a  hustling  young 
solicitor  for  a  farmer’s  magazine  who 
was  out  in  a  rural  community  trying 
to  make  two  subscriptions  grow  where 
but  one  grew  before.  He  encountered 
an  old  gentleman  resting  against  a  tree 
in  front  of  a  farmhouse.  A  scraggle  of 
beard  bloomed  on  his  chin,  bobbing 
up  and  down  as  he  chewed  reflectively 
on  a  wisp  of  timothy.  “My  paper 
will  be  of  great  value  to  you,”  said  the 
solicitor  earnestly.  “By  reading  it 
you  will  be  able  to  do  better  farming, 
more  economically,  and  will  naturally 
make  more  money.”  The  old  man 
listened  to  the  story.  “Nope,”  he 
finally  answered,  “it  ain’t  no  use  for 
me  to  read  your  paper,  cause  I  ain’t 
farming  now  as  good  as  I  know  how.” 

Business  and  production  managers 
who  “ain’t  farming  as  good  as  they 
know  how”  appear  to  acquire  energy, 
enthusiasm,  and  ideas  when  they  are 


May 

1923 


THE  REWARDS  OF  MANAGEMENT 


515 


put  on  a  small  salary  with  large  con¬ 
tingent  possibilities.  It  brings  out  all 
there  is  in  them  of  resourcefulness, 
without  which  quality  a  business 
executive  is  a  total  loss  with  no  in¬ 
surance.  If  it  is  true  that  “a  company 
is  known  by  the  management  it  keeps,” 
it  is  possible  to  appraise  any  going 
concern  by  inspecting  the  men  who 
are  in  active  charge  of  its  operations, 
and  rating  them  in  respect  to  their 
driving  powrer,  perseverance,  fidelity, 
and  courage.  This  last-named  quality 
is  possibly  the  most  important  of  all 
in  the  makeup  of  the  able  executive. 
Weak  managers,  confronted  by  “lions 
in  the  path,”  stop  short  or  run  for 
cover.  Strong  ones,  scenting  the 
opportunity  of  taking  a  new  rug  home 
to  the  wife,  give  chase.  The  lions,  at 
first  sight  so  formidable,  take  their 
choice  of  dying  on  the  spot  or  disap¬ 
pearing  in  the  jungle. 

My  contention  is  that  the  strong 
men  are  entitled  not  only  to  any  lion 
skins  they  may  "win  in  the  path,  but  to 
a  generous  share  of  the  profits  they 
make,  and  particularly  of  the  savings 
they  effect  in  operation.  Indeed,  I 
should  like  to  ask  Mr.  Kennedy,  if 
there  were  an  opportunity,  how  he 
would  go  to  work  in  this  day  of  large 
corporate  enterprises  to  get  men  capa¬ 
ble  of  doing  the  big  jobs  without 
holding  out  the  prospect  of  generous 
rewards.  The  individualist  is  bound 
to  say:  “Why  should  I  work  for  you 
at  all,  unless  you  pay  me  well?  I  can 
go  out  for  myself,  select  my  own 
associates  and  control  my  own  profits. 
Why  should  I  submerge  my  person¬ 
ality  in  a  crowded  organization  unless 
you  offer  me  a  large  financial  return  as 
an  offset?”  Why,  indeed? 

IV 

Covered  Losses  of  Bad  Management. 
Casing  compensation  on  results 


achieved  involves,  of  course,  scientifi¬ 
cally  established  standards.  In  Lord 
Leverhulme’s  case  the  standard  prac¬ 
tically  determined  itself.  He  started 
with  an  operating  loss  and  shifted  to 
a  profit  basis  within  a  year.  But  take 
the  case  of  the  company  that  is  making 
$50,000  net  profit  and  ought  to  be 
making  $250,000.  This  is  an  entirely 
different  problem,  and  a  much  more 
difficult  one.  The  author  of  “Financ¬ 
ing  an  Enterprise”  calls  attention  to 
what  he  terms  the  “unseen  losses  of  in¬ 
efficient  management.”  He  submits 
that  failure  to  make  the  profits  that 
might  be  secured  by  good  management 
is  as  real  a  loss  and  as  costly  a  blunder 
as  to  lose  money  actually  in  hand; 
that  a  manager  who  fails  to  increase 
profits  when  they  might  be  increased 
is  losing  money  for  the  concern  just  as 
surely  as  is  the  manager  who  depletes 
its  assets.  Both  lose  money  and  it  is 
only  a  question  of  amount.  But  the 
manager  who  fails  to  make  money  that 
might  reasonably  be  made  is  perhaps 
the  more  dangerous  so  far  as  the  future 
of  the  business  is  concerned,  for  his 
failure  is  difficult  to  discover.  The 
books  of  account  will,  if  properly  kept, 
show  unfailingly  any  loss  of  capital 
assets,  but  they  cannot  show  how 
much  is  lost  through  profits  that  might 
have  been  made,  but  were  not.  It  is 
through  these  unrecognized  losses  that 
bad  management  deals  some  of  its 
heaviest  blows  to  business,  and  they 
must  therefore  be  given  due  con¬ 
sideration  in  every  compensation  ar¬ 
rangement  that  is  made  on  a  contingent 
basis. 

It  is  necessary,  then,  first  to  estab¬ 
lish  what  constitutes  the  reasonably 
expected  result  of  a  given  year’s 
operation;  then  to  decide  the  rate  of 
the  manager’s  premium  upon  profits 
above  the  determined  level,  or  his 
percentage  on  cost  cuts  below  the 
level.  This  seems  to  me  to  be  an 
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arrangement  eminently  fair  to  all  the 
parties  concerned,  including  the  wage- 
earners  whose  activities  the  manager 
directly  or  indirectly  supervises.  I 
cannot  believe  that  Mr.  Kennedy’s 
position  concerning  the  exploiting  of 
labor  is  sound.  I  do  not  mean  to  claim 
that  labor  has  always  and  everywhere 
had  a  square  deal.  Far  from  it!  But 
I  do  firmly  believe  that  labor  is  rapidly 
approaching  the  point  of  receiving 
just  and  fair  treatment  from  capital, 
and  Mr.  Kennedy’s  charge  of  ex¬ 
ploitation  seems  to  me  to  be  without 
solid  foundation  of  fact. 

V 

Enlisting  the  Co-operation  of  Helpers. 
There  appears  to  be  no  good  reason 
why  the  operative  should  not  know 
that  his  superior  officer’s  compen¬ 
sation  is  arranged  on  a  contingent 
basis.  In  fact,  not  a  few  concerns 
have  recently  begun  to  take  the  rank 
and  file  of  their  employees  into  their 
confidence  concerning  many  of  the 
financial  aspects  of  the  business.  The 
General  Electric  Company,  for  ex¬ 
ample,  makes  its  financial  and  oper¬ 
ating  policies  clear  to  its  workers  by 
means  of  an  employees’  magazine; 
charts,  diagrams,  and  tables  are  thrown 
on  the  screen  and  explained;  the 
organization  and  development  of  the 
company  are  described  in  detail.  The 
responsibilities  of  the  management  are 
outlined.  Complete  annual  reports, 
expressed  in  terms  that  the  workers 
understand,  are  put  before  them. 
General  facts  concerning  corporation 
policy  and  financing  are  explained  in 
such  a  way  that  the  interest  of  the 
employees  is  obtained  and  held.  What 


is  more,  their  real  co-operation  is 
secured,  and  when  you  have  a  big 
organization  with  everybody  doing 
teamwork,  from  the  chairman  of  the 
board  down,  you  have  a  dynamic 
machine  whose  steady  progress  nothing 
can  stop. 

VI 

Compensation  More  Valuable  Than 
Money.  Is  $500,000  a  year  too  much? 
The  mining  interests  that  paid  a  dis¬ 
tinguished  engineer  and  super-pros¬ 
pector  a  million  a  year  regarded  him  as 
a  most  fortunate  acquisition  at  the 
price,  the  “best  bargain”  they  had 
on  their  enormous  pay-roll.  A  few  of 
the  big  men  are  doubtless  overpaid, 
but  for  every  one  of  them  I  can  point 
to  a  score  who  actually  earn  far  more 
than  they  receive,  even  if  the  amount 
does  run  to  six  figures.  In  fact  I  doubt 
whether  the  qualities  required  in  the 
successful  management  of  a  great 
manufacturing  or  mining  enterprise, 
a  world-circling  oil  company,  an  insur¬ 
ance  company  of  international  scope, 
a  great  banking  house,  can  be  fully 
recompensed  on  any  money  basis.  Nor 
does  your  really  big  man  wish  that 
they  might  be  so  rewarded.  Deep 
down  in  his  heart  he  knows  that  he  is 
working  for  something  finer  and  of 
more  lasting  satisfaction — conscious¬ 
ness  of  the  power  to  achieve,  the 
pleasure  of  contacts  with  cosmopolitan 
minds  and  world  problems,  and,  let  us 
be  generous  enough  to  admit,  the 
privilege  of  rendering  worth-while  ser¬ 
vice  to  his  fellow  men  and  women  and 
thus  contributing  something  to  that 
mysterious,  rhythmic  movement  that 
for  lack  of  a  better  name  we  call  civili¬ 
zation. 


SHALL  WE  MODIFY  OUR  VIEW  OF  THE 
BUSINESS  CYCLE? 

BY  CARL  SNYDER* 


AT  the  present  time  we  read 
JT \.  variedly  of  the  “tremendous” 
recovery  in  business,  the  “enormous” 
increase  in  production,  and  much  else 
in  the  same  tenor.  All  this  rests  upon 
the  supposedly  great  increase  in  the 
volume  of  the  nation’s  business,  com¬ 
pared  with  that  done  during  the 
severe  depression  of  a  year  or  more 
ago. 

Yet  even  as  late  as  last  fall,  we  were 
still  thinking  very  much  in  terms  of 
that  depression  and  talking  of  its  great 
depth.  A  really  tremendous  change, 
such  as  is  here  implied,  could  scarcely 
be  realized  in  the  space  of  six  months 
or  so  in  a  nation  of  over  a  hundred 
millions,  perhaps  the  most  highly 
equipped  and  with  the  most  varied 
resources  of  any  nation  in  the  world. 
It  is  for  this  reason  that  the  writer 
ventures  to  question  whether  such 
expressions  and  the  ideas  based  upon 
them  are  really  justified  by  the  facts, 
and  to  suggest  the  need  of  some  more 
accurate  measure  of  the  total  volume 
of  business  activity,  or  of  the  nation’s 
trade,  than  we  now  possess. 

It  is  clear  that  almost  every  man’s 
judgment  of  this  year’s  probable  busi¬ 
ness,  or  next  year’s,  will  be  very  much 
influenced  by  his  ideas  as  to  last 
year’s  business,  and  that  of  the  year 
just  preceding.  It  is  of  vital  interest, 
therefore,  that  he  should  know  defi¬ 
nitely  just  what  last  year’s  business 
was,  and  what  this  year’s  business  is 
up  to  the  present  time.  The  per¬ 
plexing  thing  is  to  find  the  available 

♦  Genp’-al  Statistician  of  the  Federal  Reserve  Bank 
of  New  ¥ork. 


data  so  often  conflicting  that  there  is 
little  justification  for  any  dogmatic 
judgment. 

II 

Changes  in  Actual  V olume  of  Busi¬ 
ness.  Measured  in  many  ways,  the 
country  emerged  last  year  from  one  of 
the  severest  depressions  we  have 
known.  If  indicators  like  the  pro¬ 
duction  of  pig  iron  and  some  other 
important  products,  railway  traffic, 
and  the  volume  of  bank  clearings,  are 
taken,  this  depression  might  be  con¬ 
sidered  the  sharpest  in  at  least  50 
years.  Yet  a  patient  study  of  other 
facts  will  strongly  suggest  that  if  we 
could  eliminate  the  influence,  first  of 
price  changes,  and  then  of  speculation, 
and  confine  ourselves  to  the  actual 
volume  of  trade,  that  is,  of  goods  sold 
and  services  rendered,  we  should 
fail  to  find  decisive  evidence  that  the 
total  of  trade  for  the  country  was,  in 
any  measurable  way,  very  much 
greater  last  year  than  in  1921,  or  in 
1921  very  much  less  than  in  the  boom 
year  of  1920.  As  this  conclusion  is  so 
directly  at  variance  with  popular 
ideas,  it  is  well  to  set  forth  the  present 
facts. 

Take  the  years  of  boom  and  col¬ 
lapse.  There  was,  beginning  in  1920 
and  continuing  through  1921,  a  fall  in 
wholesale  prices  apparently  without  a 
parallel  in  a  hundred  years;  and,  to 
a  less  degree,  in  retail  prices  as  well. 
There  is  no  way  of  measuring  the 
average  level  of  all  prices  including 
retail  prices,  wages,  rents,  salaries, 
securities,  etc.;  and  so  there  is  no  in- 
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dex  with  which  to  allow  for  the  in¬ 
fluence  of  this  fall  in  prices  in,  for 
example,  the  total  of  bank  clearings. 
Studies  that  have  been  made  have  led 
us  to  the  idea  that,  in  the  so-called 
cost-of-living  index,  there  is  a  very 
crude  approximation  to  this  average 
of  all  prices,  to  be  taken  with  large 
reservations,  but  certainly  far  more 
trustworthy  than,  for  example,  the 
widely  fluctuating  average  of  whole¬ 
sale  prices. 

Now,  if  this  cost-of-living  index  is 
taken,  and,  as  it  is  said,  bank  clearings 
for  1920  and  1921  are  corrected  in  this 
way  it  will  be  found,  relatively  to 
1920,  the  total  volume  of  transactions 
outside  of  New  York  City  was  only  6 
per  cent  less  in  1921.  Of  course,  if  the 
average  of  wholesale  prices,  which  fell 
so  much  more,  is  used,  this  difference 
would  entirely  disappear  and  the 
total  for  1921  would  be  actually  above 
that  of  1920. 

Next,  it  is  well  known  that  in  these 
bank  clearings  purely  speculative  trans¬ 
actions  play  a  considerable  if  unmeas¬ 
urable  role.  If,  in  a  year  of  riotous 
speculative  mania,  as  in  1920,  we 
estimate  this  at  but  10  to  20  per  cent 
of  the  total,  we  shall  hardly  exaggerate. 
But  if  we  consider  that  the  reduction 
in  the  actual  volume  of  strictly  busi¬ 
ness  transactions  from  1920  to  1921 
amounted  to  no  more  than  half  this, 
or  from  5  to  10  per  cent  of  the  total, 
then  we  should  be  forced  to  the  con¬ 
clusion  that  the  volume  of  business, 
after  allowing  for  the  difference  in 
prices  and  speculation,  may  have  been 
rather  larger  in  1921  than  in  1920;  or 
if  not  actually  greater,  at  least  of  no 
measurable  difference. 

Ill 

Corroborative  Data.  Now  if  this 
were  true,  we  should  expect  to  find  at 
least  some  supporting  evidence  in  other 


data,  as,  for  example,  the  volume  of 
retail  sales.  It  is  not  known  what 
these  were  for  the  whole  country,  but 
there  are  accurate  figures  as  to  sales  in 
the  department  stores  of  New  England, 
and  in  the  New  York  and  other  federal 
reserve  districts.  And  here  there  is  the 
very  remarkable  result  that  even  if  the 
smallest  possible  allowance  is  made 
for  the  difference  in  retail  prices,  the 
total  quantity  of  goods  that  passed 
over  the  counters  in  these  stores  of  the 
East,  measured  not  in  dollars  but  in 
yards  and  pounds  and  pieces,  was  very 
clearly  larger  in  1921  than  in  1920. 

Of  course  it  is  not  known  that  the 
sales  of  these  large  department  stores 
are  fully  representative  of  all  retail 
sales.  But  in  the  New  York  district 
there  are  now  64  of  the  largest  stores 
reporting  their  dollar  sales,  month  by 
month,  and  it  is  beyond  any  question 
the  best  evidence  available. 

But  there  are  also  available  figures 
for  over  120  of  the  largest  wholesale 
establishments  in  the  New  York  dis¬ 
trict,  which  send  their  goods  all  over 
the  country.  These,  too,  report  their 
dollar  sales,  month  by  month,  and 
here  again  the  evidence  seems  clear 
that,  making  due  allowance  for  the 
difference  in  wholesale  prices,  the 
total  of  shipments  at  wholesale  (the 
actual  quantities)  in  1921  were  up  to  if 
not  above  1920. 

It  will  be  objected  that  this  may 
all  be  true  of  sales  of  dry-goods  and 
groceries  and  other  necessities;  but 
consider  the  drastic  slump  in,  for 
example,  railway  traffic,  the  sharpest 
in  1921  of  any  year  in  a  record  that 
extends  back  nearly  half  a  century. 
But  here  again  there  is  evidence  that, 
in  what  may  be  termed  the  necessities 
of  life,  freight  shipments  in  1921  were 
above  those  of  1920  rather  than  below. 
The  great  slump  was  in  coal,  coke, 
lumber,  ores  and  the  like,  mostly 
things  that  are  used  in  manufacturing 
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i  and  construction  rather  than  in  im¬ 
mediate  consumption.  Loadings  of 
grain  and  grain  products,  of  livestock 
and  merchandise,  and  shipments  in 
less-than-carload  lots,  were  heavier  in 
the  year  of  so-called  depression  than 
in  the  year  of  great  prosperity. 

IV 

Comparison  of  Manufacturing  Activ¬ 
ity.  The  writer  does  not  know  and 
does  not  believe  that  there  is  any  way 
of  determining  how  large  a  part  in  the 
total  of  the  nation’s  transactions  is 
formed  by  the  production  and  trans¬ 
portation  of  mineral  products  and  the 
like;  but  he  believes  that  there  is 
evidence  to  suggest  that  it  is  relatively 
small,  possibly  not  more  than  15  or 
20  per  cent.  And  yet  these  make  up 
a  considerable  part  of  the  total  of  our 
manufacturing  activity.  It  seems  to 
be  generally  assumed  that  a  measure 
of  this  manufacturing  activity  is  al¬ 
ways  a  trustworthy  index  of  the  total 
volume  of  the  nation’s  business.  In 
the  writer’s  opinion  any  such  assump¬ 
tion  would  be  a  mistake. 

But  even  when  we  consider  manu¬ 
facturing  activity  only  we  meet  with 
equally  surprising  facts.  Comparing 
the  two  years  it  is  found  that  the  pro¬ 
duction  of  anthracite  coal,  for  example, 
in  1921  was  equal  to  that  of  the  pre¬ 
vious  year,  and  petroleum  and  gasoline 
some  4  or  5  per  cent  above.  Cement 
was  slightly  above  and  so  were  live¬ 
stock  slaughtered  and  sugar  meltings. 
Wool  consumption  was  12  per  cent 
higher,  wheat  flour  18  per  cent  more, 
and  silk  imports,  to  take  but  an  ex¬ 
ample  from  the  import  field,  40  per 
cent  greater. 

Even  the  average  of  about  50  of  the 
most  important  basic  products  and 
indices,  including  crops,  for  which 
quantitative  measurements  are  avail¬ 
able,  showed  a  decline  of  only  about 


14  per  cent  in  1921  from  the  previous 
year;  and  if  the  facts  could  be  known, 
it  would  probably  be  found  that  the 
production  of  basic  materials  forms  a 
minor  and  not  a  major  part  of  the 
colossal  total  of  the  nation’s  trade,  and 
in  extreme  years  these  basic  materials 
may  not  necessarily  be  a  reliable  index 
of  the  country’s  total  trade. 

V 

Crops  and  Other  Indices.  To  follow 
these  indices  blindly  would  be  as  mis¬ 
leading  as  if  we  took  the  yield  of  the 
farms.  The  total  of  the  ten  principal 
crops,  weighted  by  their  value,  was 
nearly  15  per  cent  less  in  1921  than  in 
1920,  and  the  total  yield  of  the  farms 
and  plantations  at  least  10  per  cent 
less.  But  this  was  scarcely  the  effect 
of  any  “business  cycle,”  but  rather  of 
Providence.  The  actual  area  har¬ 
vested  in  the  two  years,  according  to 
the  Agricultural  Department’s  final 
estimate,  varied  only  about  0.3  of  1 
per  cent,  or  vastly  less  than  the  prob¬ 
able  error  of  the  data.  Yet,  to  these 
variations  in  the  total  yield,  and  there¬ 
fore  in  the  food  and  cotton  supply  of 
the  country,  both  the  nation  and  the 
farm  population  adjusts  itself  with¬ 
out,  as  a  rule,  much  friction,  just  as 
they  do  to  a  certain  variation  in  pro¬ 
duction  in  other  industries. 

To  take  two  other  indices  which  did 
not  show  any  wide  variation  in  the 
two  years  any  more  than  the  acreage 
harvested,  we  find  that  postal  re¬ 
ceipts,  which  are  not  affected  by 
changes  in  price  level,  were  in  1921, 
100  per  cent  of  1920;  and  the  number 
of  long-distance  or  toll-line  telephone 
calls  in  the  country  differed  in  the  two 
years  by  only  1.6  per  cent.  And  to 
consider  only  two  other  conspicuous 
items,  in  1921,  a  year  of  supposedly 
deep  depression,  there  was  a  tremen¬ 
dous  outburst  of  building  activity; 
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and  in  this  same  year  the  nation  still 
had  a  capacity  to  purchase  a  million- 
and-a-half  of  motor  cars  and  trucks,  to 
add  to  the  ten  million  cars  on  hand. 

It  seems,  therefore,  that,  in  the 
face  of  all  such  facts  as  these,  we  must 
somewhat  modify  the  current  picture 
of  the  depression  of  1921,  and  also  of 
the  boom  year  of  1920. 

VI 

Coincidence  of  “Cycle”  With  Years 
Taken.  It  may  be  said  that  only  two 
calendar  years  have  been  selected  and 
that  the  so-called  “cycle”  did  not 
coincide  with  these.  But  to  a  very 
considerable  extent  the  “cycle”  did  so 
coincide.  For  example,  while  the  fall 
in  prices  began  in  the  spring  of  1920,  it 
did  not  become  precipitous  until  to¬ 
ward  the  end  of  the  year;  and  the 
decline  in  the  Bureau  of  Labor’s 
averages  from  the  calendar  year  of 
1920  to  that  of  1921  was  37  per  cent,  or 
more  than  three-fourths  of  the  decline 
from  the  peak  to  the  lowest  month. 

Moreover,  while  some  lines  of  in¬ 
dustry  and  trade  began  to  show  a 
sharp  falling  off  in  1920,  there  was  no 
slump  in  railway  traffic  until  December. 
The  fall  traffic  of  1920  was  the  highest 
on  record.  And  this  seems  clearly  to 
illustrate  the  difficulty  of  defining 
sharply  when  the  so-called  cycle  begins 
and  when  it  ends. 

VII 

Rhythmic  Swings  in  General  Trade 
Volume.  To  sum  up,  it  seems  to  the 
writer  that  in  selecting  a  few  striking 
indices  which  are  subject  to  the  widest 
variation  and  the  deepest  depressions, 
and  in  assuming  that  these  are  repre¬ 
sentative  or  barometric  of  the  whole, 
we  have  been  very  much  misled.  It  is 
quite  certain  that  neither  the  stock 
market  nor  the  pig  iron  market,  nor 


any  other  indices  of  the  kind  are  an 
accurate  or,  at  times,  even  a  fairly 
reliable  index  of  national  trade. 

If  this  be  true  of  what  was,  accord¬ 
ing  to  these  same  barometrics,  a  year 
of  sharpest  depression  in  perhaps  half 
a  century,  does  not  this  suggest  an 
equal  caution  in  accepting  the  pictures 
that  have  been  drawn  of  years  of 
previous  crises  and  depressions?  And 
if  the  things  set  forth  are  true  as  to 
so  sharp  a  depression  as  that  of  1921, 
shall  we  not  be  led  to  similar  reser¬ 
vations  as  to  the  amplitude  and  im¬ 
portance  of  the  waves  of  the  so-called 
“business  cycle”?  After  a  good  many 
years  of  what  he  believes  has  been 
fairly  patient  attention  to  the  subject, 
the  writer  has  found  it  more  and  more 
difficult  to  discover  any  such  clear 
rhythm  or  regularity  of  alternations  in 
business  activity  as  would  justly 
answer  to  the  idea  embodied  in  the 
phrase  “business  cycle.” 

That  there  are,  in  particular  lines, 
such  alternating  phases  of  activity  and 
often  fairly  even  rhythm,  such  as  has 
been  so  well  set  forth  in  Professor 
Mitchell’s  able  work,  and  in  the 
investigations  of  the  Harvard  Bu¬ 
reau,  must  be  evident  to  anyone. 
And  the  writer  yields  to  no  one  in  his 
admiration  of  the  untiring  research 
carried  out  by  Professor  Persons  of 
Harvard  and  his  coadjutors  in  this 
field.  But  he  feels  that  the  careful 
and  cautious  conclusions  which  they 
have  derived  from  this  work  have,  by 
others,  been  carried  to  a  rather  un¬ 
justifiable  extreme. 

Indeed,  if  the  writer  were  forced  to 
put  down  in  set  terms  an  estimate  of 
the  real  amplitude  of  variation  in  the 
nation’s  business,  he  would  imagine 
it  perhaps  never  more  than  5  per  cent 
(for  a  whole  year)  above  the  normal 
line  of  growth,  even  in  the  late  war,  and 
rarely  if  ever  more  than  5  to  8  per  cent 
below  the  normal,  with  accent  on  the 
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5.  This  is  very  much  Professor  Per¬ 
sons’  view. 

That  there  are  wide  and  often  curi¬ 
ously  regular  cycles  in  particular  in¬ 
dustries  there  is  no  question.  It  is 
unquestionable  that  these  ups  and 
downs  in  the  various  industries,  the 
rise  and  fall  of  building  and  con¬ 
struction  of  every  kind,  the  rhythm 
of  iron  and  steel  production,  and  of 
endless  other  trades,  may  to  a  large 
extent  be  anticipated,  and  that  this 
may  be  of  enormous  importance  to  the 
individual  manufacturer  and  business 
executive.  It  is  here  that  there  is 
a  great  field  for  the  most  valuable 
research,  and  here  that  careful  antici¬ 
pation  may  be  of  unquestioned  service 
to  the  directors  of  industrial  and  com¬ 
mercial  enterprises. 

But  that  these  wide  movements  often 
coincide  in  sufficient  number  to  pro¬ 
duce  a  wide  and  regular  rhythm  in  the 
total  of  the  whole  nation’s  activity  is 
very  much  to  be  doubted.  There  are 
wide  and  often  quite  rhythmic  swings 
in  prices,  and  especially,  as  Professor 
Mitchell  has  pointed  out,  in  profits. 
The  so-called  “business  cycle”  seems 
more  a  price  cycle,  as  Professor  Per¬ 
sons  phrases  it,  than  a  wide  variation 
in  the  actual  volume  of  trade. 

VIII 

Steady  Growth  of  Business.  It  is 
from  this  point  of  view  that  we  have 
need  of  a  thorough  review  of  the  cycle 
idea.  Mitchell,  Moore,  Persons  and 
others  of  the  Harvard  group,  Mr. 
Andrew’s  able  workers,  and,  just 
lately,  Hansen  and  Ogburn,  to  men¬ 
tion  only  some  of  the  more  recent 
workers,  have  made  notable  contri¬ 
butions  to  the  subject.  But  their 
results  have  not  as  yet  such  concord¬ 
ance  as  to  enforce  general  acceptance. 
The  calculations  of  Moore  show  an 
eight-year  cycle,  of  Persons  about  a 


three-and-a-half-year  cycle,  and  of  Axe 
and  Ogburn  an  irregular  wave  move¬ 
ment  that  bears  little  relation  to  the 
other  two. 

In  sum,  then,  the  conclusion  the  writer 
feels  bound  to  suggest  is  this:  That 
business,  production,  transportation, 
trade,  grow  at  an  amazingly  even  pace 
from  year  to  year,  undisturbed  by 
hysterical  headlines  and  with  scant 
courtesy  to  the  “tipsters”  who  prey 
upon  a  gullible  public  and  make  a 
farce  of  business  research  and  business 
counsel. 

At  capriciously  irregular  intervals 
which  can  seldom  be  foreseen  more 
than  a  few  months  in  advance,  come 
major  and  minor  crises  like  those  of 
1893,  1907,  and  1920-1921.  In  our 
present  knowledge  we  seem  far  from 
able  to  foresee  with  certainty  whether 
the  depressions  which  ensue  will  be 
short  or  long,  even  within  such  wide 
limits  as  from  one  year  to  six  years; 
nor  the  fashion  in  which  these  de¬ 
pressions  will  affect  different  industries. 

We  may  guess,  we  may  speculate; 
but  we  do  not  know. 

It  is  to  be  hoped  that  we  may  soon 
begin  to  clear  up  the  obscurity  which  as 
yet  shrouds  this  interesting  field  of 
research.  Apparently  we  are  beginning 
to  see,  if  still  dimly,  the  major  forces 
whose  coincidence  determines  these 
irregular  movements  of  industry  and 
trade;  and  we  may  make  a  fair  guess 
as  to  the  larger  lines  of  this  movement. 

IX 

Business  Mans  Interest.  But  the 
average  business  man  has  little  interest 
in  these  essentially  social  and  economic 
problems.  When  he  asks  about  next 
year’s  business,  or  tells  about  this 
year’s  business,  he  is  thinking  not  in 
terms  of  the  social  service  which  he 
performs  and  its  possible  effect  upon 
the  general  welfare,  but  of  prices  and 
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profits.  Now  the  singular  thing  about 
these  latter  is  that  since  the  war  they 
have  ceased  to  be  purely  questions  of 
business,  or  of  supply  and  demand  in 
the  strict  sense,  but  very  largely 
questions  of  credit  supply,  which  un¬ 
happily  have  become,  in  considerable 
measure,  governmental  and  political 
problems,  in  which  certain  forecast  is 
impossible.  We  may  only  have  a  cool 
judgment  as  to  the  balance  of  prob¬ 
abilities. 

But  these  are  matters  that  may  not 
be  entered  into  here.  And  so,  as 
regards  this  year’s  business,  it  seems  to 
the  writer  that  we  can  only  say  with 
any  great  certainty  that  the  sum  total 
will  be  within  a  very  few  per  cent  of 
last  year’s  business  as,  apparently, 
that  year’s  business  was  of  the  pre¬ 
ceding  year’s. 

Beyond  doubt  this  is  widely  at 
variance  with  popular  ideas  and,  it 
may  be  added,  those  of  most  statis¬ 
ticians.  The  question  will  soon  be  de¬ 
termined  by  a  new  index  of  the  volume 
of  trade,  now  in  preparation,  which 
will  combine  a  highly  representative 
series  of  data  into  an  index  that  it  is 
believed  will  very  closely  register  the 
actual  state  of  the  nation’s  trade  from 
month  to  month.  But  it  seems  now 
clear  that  the  belief  in  wide  differ¬ 
ences  between  “good”  years  and 
“bad”  years  stands  on  all  fours  with, 
for  example,  the  still  widespread  idea 
that  iron  is  an  excellent  “barometer” 


of  trade,  or  that  the  yield  of  the  farms 
is  still  the  dominating  factor  in  the 
prosperity  of  the  country.  Iron  we 
now  know,  is  a  fairly  good  “ther¬ 
mometer”  of  trade,  and  its  erratic 
peaks  and  depressions  usually  reg¬ 
ister  about  the  tops  and  bottoms  of 
business  feeling.  But  it  assuredly  gives 
no  prophecies,  save  that  perhaps  a 
sustained  rise  in  iron  production  is 
almost  always  characteristic  of  an 
era  of  prosperity.  But  it  lags  behind 
rather  than  forecasts  such  movements. 

And  the  total  income  of  the  farms 
of  the  nation,  including  the  cotton 
plantations,  we  now  know  probably 
does  not  much  exceed  20  per  cent  of 
the  total  average  income  of  the  nation. 
The  crops  are  no  longer  a  dominating 
factor. 

But  when  we  come  to  the  business 
man’s  idea  of  business — a  matter  of 
prices  and  profits — it  is  clear  we  have 
another  story,  but  one  of  such  vital 
import,  that  he  may  ignore  it  only  at 
his  peril.  That  is  why  the  writer  ven¬ 
tured  to  suggest  a  year  or  two  ago  that 
in  such  times  as  these  the  business  man 
cannot  go  along  doing  business,  and 
calculating,  and  making  his  needful 
anticipations  on  former  or  pre-war  lines. 
He  has  need,  as  at  no  other  time,  of  the 
trained  business  pilot  whose  special 
knowledge  may  help  to  guide  him 
through  the  difficult  shoals  and  shifting 
channels,  which  we  have  learned  to 
know  at  such  cost  in  the  past  four  years. 


HOW  THE  WALWORTH  COMPANY  LOOKS  AHEAD 


BY  JOSEPH  H.  BARBER* 


“/^vUR  business  is  different.  You 
can  never  anticipate  conditions 
in  a  business  like  ours.  Our  only  salva¬ 
tion  is  quickly  to  redispose  forces  when 
the  tide  of  battle  changes.  It  would 
never  pay  to  ‘get  statistics’  on  so  much 
detail.”  So  ran  the  confirmed  argu¬ 
ment  not  many  years  ago. 

Our  answer  is: 

1.  Walworth  business  is  “different.” 

2.  We  are  learning  how  to  anticipate 
sales  for  the  vitally  necessary  control  of  a 
complete  inventory. 

3.  We  are  convinced  that  when  the  tide 
is  changing  it  is  too  late  profitably  to  re¬ 
dispose  forces. 

4.  The  slight  expense  incurred  becomes 
an  investment,  in  the  light  of  profits  that 
are  not  lost  and  losses  that  we  really  profit 

by- 

The  discussion  to  follow  will  gain  in 
interest  if  we  indicate  briefly  some  of 
the  conditions  and  peculiarities  of  the 
business  in  which  the  Walworth  Man¬ 
ufacturing  Company  is  engaged. 

Our  full  line  comprises  23,000  items. 
It  includes  steamfitters’  and  plumbers’ 
staple  supplies,  such  as  cast  and  malle¬ 
able  iron  fittings,  brass  valves  and  pipe 
tools.  Every  item  is  catalogued  and 
carried  in  stock  for  distribution  direct 
to  the  trade  through  seven  branch 
houses,  to  jobbers  through  our  eastern 
and  western  sales  divisions,  and  to 
foreign  ports  through  an  export  com¬ 
pany.  An  inventory  must  be  carried 
against  annual  sales  tonnages,  varying 
from  year  to  year  as  greatly  as  50  per 
cent,  and  seasonally  from  December  to 
January  as  greatly  as  35  per  cent.  A 
ten-year  expansion  under  new  man- 

*  Staff  Assistant  to  the  President,  Walworth  Manu¬ 
facturing  Company,  Boston,  Mass. 


agement  to  eight  times  the  pre-war 
volumes  resulted  in  no  “comparable” 
pre-war  years,  and  a  post-war  average 
year  not  at  all  like  any  particular  year. 
Yet,  by  the  nature  of  our  business,  we 
must  determine  policies  in  the  light  of 
calendar  years,  which  even  business 
cycles  so  little  respect  that  no  two  are 
exactly  alike. 

We  had  for  many  years  an  impreg¬ 
nable  defense  against  the  rapidly 
developing  interest  in  “statistical  an¬ 
alysis  and  control  of  business,”  which 
early  found  its  adherents  in  so  many 
other  lines  of  business.  And  yet  in 
those  days  our  developing  organi¬ 
zation  had,  to  advantage,  added  many 
new  tools  to  its  management  control 
kit:  factory  order  scheduling;  balance 
of  stores  control;  simple,  yet  adequate, 
cost  accounting  by  only  40  product 
classes;  individual  monthly  balance 
sheets  for  each  corporation  unit;  a 
financial  budget  for  expense  and  cash 
control.  Why  not  include  in  the  tool 
kit  an  instrument  to  measure  and  in¬ 
sure  the  effective  use  of  all  the  other 
tools  of  management? 

At  about  that  time  we  began  ex¬ 
ploitation  of  the  Genuine  Walworth 
Stillson  Wrench.  This  tool  of  our  own 
manufacture  had  previously  been  a 
permanent  occupant  of  nearly  every 
plumber’s  shop,  and  the  invited  but 
unwelcome  temporary  guest  of  many 
homes  in  the  plumber’s  neighborhood. 
We  found  that  the  tool,  because  of  a 
hundred  newly  discovered  uses,  readily 
became  a  welcomed  permanent  resi¬ 
dent  in  the  homes  of  the  poor,  of  the 
middle-class — and  of  plumbers.  And 
then  we  reversed  the  implication  and 
queried:  Could  not  “Statistics”  be 


524 


ADMINISTRATION 


Vol.  V 
No.  5 


put  to  many  valuable  uses  in  the  man¬ 
agement  tool-kit  of  the  Walworth 
organization? 

II 

Preliminary  Research  Work.  The 
first  six  months’  research  by  two 
clerks,  under  the  supervision  of  a  staff 
assistant,  developed  some  very  handy 
“rules.”  For  instance,  the  marked 
ebb  and  flow  of  total  annual  volumes 
is  accompanied  by  fluctuations  at  the 
same  time,  in  the  same  direction,  and 
to  the  same  extent,  in  all  the  sub¬ 
ordinate  product  classes,  and  in  indi¬ 
vidual  items  of  product.  Over  a  period 
of  war  and  other  years  of  greatly  vary¬ 
ing  sales  volume,  no  single  year’s  sales 
of  one  of  our  lines  of  product  varied  in 
points  more  than  0.5  from  its  average 
of  10.3  per  cent  of  total  tonnage;  no 
single  year’s  sales  of  another  line  of 
product  varied  in  points  more  than 
2.0  from  its  average  of  26.7  per  cent 
of  total  tonnage;  and  no  single  year’s 
sales  of  \}/2  in.  black  cast  iron  ells 
varied  in  points  more  than  0.3  from  its 
average  of  10.6  per  cent  of  total  sales  of 
all  sizes  of  black  cast  iron  ells.  Further, 
practically  all  product  classes  and  items 
responded  to  the  general  conditions  of 
any  one  of  our  many  sources  of  demand, 
no  single  source  of  demand  consti¬ 
tuting  even  the  bulk  of  demand  of  any 
one  product  class.  And  by  the  nature 
of  our  product,  those  external  general 
conditions  of  demand  were  the  pre¬ 
dominating  influence  affecting  our  sales 
volumes. 

These  are  no  more  than  the  usual 
“very  interesting  statistics”  which 
many  companies  compile  for  storing 
on  shelves  after  a  brief  inspection. 
From  that  first  six  months’  investment 
in  research  we  profited  most  in  some¬ 
thing  too  intangible  to  record  on  the 
balance  sheet.  The  statistical  product 
of  this  preliminary  research  work  is 


proving  helpful  at  many  points  in 
current  study.  However,  if  any  evalu¬ 
ation  of  the  preliminary  work  were  to 
be  based  solely  upon  the  quantity  of 
facts  or  figures  recorded  in  statistical 
tables,  then  the  preliminary  research 
may  have  proved  the  usual  expense 
instead  of  a  valuable  investment.  By 
far  the  most  significant  outcome  of  the 
early  work  is  not  masses  of  figures  care¬ 
fully  tabulated;  not  a  series  of  serv¬ 
iceable  forms;  nor  is  it  a  hundred 
and  one  carefully  designed  charts. 
The  big  asset  standing  to  the  credit  of 
the  company  today,  because  of  ex¬ 
penditures  covering  experimental  re¬ 
search  that  first  six  months,  is  the 
development  of  a  new  habit  of  thought. 

Ill 

Using  Precedent  as  a  Guide.  This 
new  habit  of  thought  developed,  in 
a  certain  sense,  because  it  had  to 
develop.  There  was  ample  argument 
to  support  the  early  assurance  that 
forecasting  could  not  be  effective  in  our 
line  of  business;  yet  the  other  modern 
management  methods  could  serve  most 
usefully  when  they  aided  in  true  fore¬ 
casting,  so  significantly  defined  by 
Webster : 

Anticipation  of  consequences  and  pro¬ 
vision  against  them. 

The  assurance  underlying  our  new 
habit  of  thought  is  found  in  a  principle, 
early  incorporated  as  a  part  of  the 
present  system  of  management,  that 
the  moderately  large  business  must 
remain  in  practice  as  simple  in  organ¬ 
ization  and  control  as  the  smaller 
successful  concern.  That  this  is  so 
may  be  indicated  by  the  fact  that  the 
fundamental  control  of  all  units  is  now 
adequately  exercised  by  review  of  a 
master  budget  covering  a  single  sheet 
of  letter  paper.  The  arrangement  pro¬ 
vides  analysis  of  each  unit  as  an  inde- 
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pendent  business  in  the  same  instant 
that  reference  may  be  made  to  its  inter¬ 
relations  with  the  whole.  In  our  organ¬ 
ization,  under  the  general  adminis¬ 
tration,  the  lines  of  control  are  clearly 
marked:  sales,  production,  finance.  All 
other  apparent  divisions  are  created 
but  for  the  better  conduct  of  these 
three,  and  all  other  activities  are 
necessarily  interpreted  in  the  light  of 
their  contribution  to  these  three  major 
subdivisions  of  business  under  admin¬ 
istration. 

Do  we  now  face  a  problem  of  sales? 
Many  sales  problems  were  faced  in  the 
early  days.  Is  there  labor  shortage 
limiting  production?  Shortage  of 
foundry  labor  every  summer  has  al¬ 
ways  argued  for  provision  of  ample 
supplies  of  cast  goods  to  carry  over  the 
summer.  Are  spring  commitments  in 
excess  of  income?  Temporary  financ¬ 
ing  can  be  liquidated  as  that  excess  of 
production,  placed  in  inventory  for  a 
time,  becomes  liquidated  by  summer 
shipments.  But  always  there  are  the 
further  questions:  Just  when?  How 
certainly?  And  to  what  extent?  Be¬ 
cause  the  nature  of  our  business  is 
fundamental  to  human  comfort,  be¬ 
cause  the  desire  of  our  consumers  can 
be  met  only  in  view  of  immediate 
limitation  upon  their  natural  incli¬ 
nation  to  satisfy  the  desire,  and  be¬ 
cause  in  the  past  we  could  not  long 
have  continued  to  relieve  ourselves  of 
what  people  were  not  inclined  to  buy, 
it  develops : 

1.  That  at  some  time  in  the  past  there 
must  have  evolved  problems  just  like  those 
we  meet  today. 

2.  That  that  combination  of  require¬ 
ments  which  demands  a  definite  decision 
today,  probably  bears  a  family  resemblance 
to  a  like  set  of  requirements  upon  which 
some  definite  past  decision  was  made. 

3.  That  the  decision  of  the  past  was 
followed  by  some  very  definite  conse¬ 
quences. 


Could  we,  then,  but  withdraw  the 
curtain  from  that  little  combination  of 
circumstances  so  like  our  present 
situation,  the  wise  decision  at  that 
time  made  might  assure  us  that  like 
pleasing  consequences  might  again 
follow  a  similar  decision.  And  should 
the  consequences  not  have  been  all  that 
could  be  be  desired,  we  should  have 
not  only  a  definite  instruction  not  to 
repeat  the  folly,  but  undoubtedly  in 
addition  a  definite  suggestion,  in  view 
of  our  present  light  and  knowledge  of 
all  the  facts,  of  how  the  decision  should 
have  been  rendered. 

IV 

Present  Experience  Recorded  for  Fu¬ 
ture  Use.  There  are  many  valuable 
precedents  of  the  past  not  easily 
discovered,  but  there  is  now  in  our 
hands  to  mold  that  which  shall  be 
the  past  of  the  future.  Within  the 
limits  of  private  economy,  then,  the 
present  purpose  of  Walworth  is  so  to 
observe  and  record  the  present  situ¬ 
ations  as  they  develop  for  executive 
decision,  so  to  associate  with  each 
record  thereof  such  past  similar  situ¬ 
ations  as  may  be  discoverable  within 
the  allowable  limits  of  expenditure, 
and  so  definitely  to  include  in  the 
records  the  resulting  consequences, 
that  the  company  of  the  future  will 
find  invaluable  its  source  of  precedents 
for  executive  action.  We  do  not  aim 
to  assemble  vast  quantities  of  statis¬ 
tical  compilation.  Our  list  of  active 
charts  currently  maintained  for  central 
control  does  not  number  in  excess  of 
25,  with  possibly  75  completed  charts 
of  reference.  Only  the  statistics  es¬ 
sential  to  control  are  recorded  in  ad¬ 
dition  to  the  auditor’s  current  postings 
always  available. 

Statistical  refinement  is  not  our  aim; 
statistical  judgment  and  freedom  from 
bias  are  demanded.  We  have  yet  to 
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meet  the  actual  necessity  for  higher 
mathematics.  The  arithmetical  equa¬ 
tion  is  our  nearest  approach  to  algebra. 
Perhaps  most  essential  from  the  stand¬ 
point  of  internal  economy  is  our  de¬ 
termination  to  consume  no  time  with 
research,  the  results  of  which  will  not 
find  a  direct  application  to  our  needs. 
Direct  assimilation  of  our  research  is 
assured  because  none  is  attempted 
which  cannot  be  assimilated  in  the 
final  plan  of  control.  Now  that  such  a 
viewpoint  has  become  an  accustomed 
habit  of  thought,  two  assistants  under 
supervision  provide  basic  control  data 
which  could  not  be  obtained  with  ten 
clerks  who  lacked  the  proper  mental 
reaction  to  our  real  needs. 

V 

Fund  of  Executive  Precedents  De¬ 
veloped.  So  the  habit  of  thought  back 
of  Walworth  control  has  developed  an 
acceptance  of  the  “case  method” 
applied  to  its  own  research.  This 
method  has  been  incorporated  as  a 
definite  plan  of  procedure.  No  re¬ 
search  is  initiated  except  it  relates  to 
a  tangible  “case”  arising  for  executive 
decision,  but  when  such  a  “case”  has 
become  the  subject  of  research,  there  is 
recorded  not  only  the  preliminary  find¬ 
ings  and  statistical  methods  but  also 
the  actual  consequences  resulting  from 
such  decisions  as  are  made.  We  are 
already  feeling  the  benefit  of  such  a 
series  of  recorded  problems,  each  with 
its  analysis  of  facts,  statement  of  de¬ 
cision,  and  verification  of  performance 
against  expectancy.  As  such  records  are 
accumulated  it  should  develop  a  fund 
of  executive  precedents,  tried  and  true 
standards  of  normal  reactions  under  re¬ 
curring  combinations  of  circumstances. 
Each  case,  when  completed,  will  em¬ 
body  in  its  record  all  that  is  essential 
for  future  usefulness. 

Already  there  is  an  established 
manner  of  meeting,  solving,  and  con¬ 


cluding  cases.  In  essence,  the  cases 
can  always  represent  a  question  and 
an  answer.  It  is  our  experience,  in 
meeting  management  problems  touch¬ 
ing  at  many  points  upon  complex  de¬ 
tail,  that  to  state  the  question  clearly 
is  in  itself  a  fair  start  toward  a  solution. 
It  is  seldom  that  such  a  statement  of 
the  problem  fails  clearly  to  define  the 
next  step :  What  are  the  few  vital  facts 
that  really  control  the  conditions  de¬ 
fined?  The  solution  becomes  yet  more 
apparent  when  the  facts  are  so  arranged 
that  the  resulting  comparisons  can  be 
only  of  those  facts  that  have  much  in 
common.  Then  inferences  drawn  by 
analogy  and  supplemented  by  present- 
day  judgment  as  to  future  “exceptions” 
readily  form  the  basis  of  forecasting 
in  the  full  sense:  “Foresight  of  con¬ 
sequences  and  provision  against  them.” 
And,  since  the  measure  of  progress  is 
determined  by  the  degree  in  which  we 
profit  from  past  experience,  no  Wal¬ 
worth  “case”  has  been  considered 
completed  until  the  final  result  has 
been  carefully  checked  against  the 
forecast. 

It  being  presumed  that  the  planning 
and  statistics  section  has  available  a 
certain  fund  of  co-ordinated  facts,  and 
in  addition  has  access  to  statistics  on 
file  in  the  general  auditor’s  or  any  other 
office  of  the  company,  the  sequence  of 
action  during  the  process  of  solution  of 
each  case  may  for  convenience  be 
coded  in  order  as  given  in  the  list 
below : 


1.  Recognize 

2.  Crystallize 

3.  Scrutinize 

4.  Analyze 

5.  Columnarize 


6.  Visualize 

7.  Generalize 

8.  Definitize 

9.  Utilize 

10.  Summarize 


But,  since  familiarity  with  this 
sequence  of  thought  enables  progress 
to  be  made  upon  two  or  more  phases  of 
the  research  at  one  time,  the  complete 
sequence  may  be  more  simply  stated 
as  in  the  following: 
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1.  The  problem. 

2.  The  facts. 

3.  The  decision. 

4.  The  results. 

Such  phrases  are  not  new.  They 
are  but  our  attempt  to  aid  the  mem¬ 
ory.  The  ideas  expressed,  however, 
have  seldom  been  as  definitely  rec¬ 
ognized  in  graphic  analysis  and  pres¬ 
entation  as  they  have  in  statistical 
tabulation. 

One  of  the  most  valuable  aids  in  the 
analysis  of  our  cases  has  been  the  free 
use  of  ratio  plotting,  enabling  us  to 
make  definite  comparisons  by  pre¬ 
senting  in  columns  and  in  close 
proximity  to  each  other  only  those 
portions  of  curves  which  cover  exactly 
or  nearly  similar  time  or  other  ele¬ 
ments.  Under  our  conditions,  such 
graphic  comparison  is  an  invaluable 
aid  for  adequately  observing  the  full 
significance  of  the  assembled  facts. 
Our  factors,  which  are  so  subject  to 
extreme  seasonal  or  cyclic  fluctuations 
that  usual  graphic  forecasting  fails  to 
present  an  adequate  portrayal  of  facts 
and  probabilities,  become  definitely 
suggestive  when  ratio  curves  are 
“listed  in  columns,”  in  the  manner 
adopted  for  Figure  2,  as  shown  on 
page  531,  illustrating  the  second  of 
the  typical  cases  to  be  presently 
described. 

That  we  have  adopted  a  new  manner 
of  approach  to  our  business  problems 
is  possibly  of  general  interest  because 
of  similar  possibilities  for  other  com¬ 
panies  of  at  least  moderate  size.  To 
illustrate  that  the  statistical  practices, 
by  which  very  satisfactory  results  have 
been  secured,  are  so  simple  that  they 
may  be  employed  by  others  with  little 
expenditure  and  likewise  satisfactory 
results,  a  few  typical  “cases”  are  here 
described  in  connection  with  the 
graphic  presentations  which  are  so 
commonly  used  by  us  to  aid  concep¬ 


tion  and  solution  of  our  control  prob¬ 
lems. 

VI 

The  Walworth  Business  Cycle  and 
Forecasting  Index.  The  problem  in 
this  case  was  basic: 

Where  do  we  at  this  moment  stand  with 
relation  to  our  own  average  or  “to  be 
reasonably  expected  ”  general  business  con¬ 
ditions? 

It  then  became  apparent  that  such  a 
question  could  not  be  asked  without 
there  following  immediately  the  further 
question:  “Is  our  present  general  con¬ 
dition  what  it  ought  to  be  in  view  of 
external  general  conditions?” 

Just  as  we  had  observed  a  value  in 
recording  Walworth  cases  in  the  man¬ 
ner  now  used  for  general  business  cases, 
so  we  saw  probable  truth  in  the  state¬ 
ments  of  a  growing  number  of  econo¬ 
mists  and  statisticians  who,  believing 
in  a  theory  of  general  business  cycles, 
claimed  that  each  individual  enterprise 
had  its  own  cycles  of  business.  Such 
business  cycles,  either  general  or  in¬ 
dividual,  need  not  be  invariably  four, 
seven,  or  ten  years  in  their  duration. 
But  within  any  given  number  of 
calendar  years,  it  would  be  expected 
that,  in  equal  lengths  of  time,  the  in¬ 
dividual  business  and  business  in 
general  would  each  complete  its  re¬ 
spective  round  of  the  usual  sequences 
of  cyclic  conditions.  If  there  be  but 
partial  truth  in  such  an  assumption, 
there  remains  to  be  found  only  the  pre¬ 
sumably  equal  number  of  months  by 
which  the  varying  conditions  of  the 
particular  business  anticipate  or  lag 
behind  the  varying  conditions  of 
general  business. 

Fortunately  this  first  fundamental 
case  found  ample  facts  at  hand.  They 
had  been  at  hand  continuously  since 
1872,  the  first  year  of  incorporation. 
However,  so  generally  accepted  was 


This  Walworth  Business  Cycle  and  Forecasting  Index  has  become  the  basis  for: 

1.  Correlation,  as  is,  with  Babson  General  Business  Barometer.  2.  Calculation  of  +  and  —  deviations  for  correlation  with  “B”  Curve  of  Harvard  Index  of  General 
Business  Conditions.  3.  Correlation,  as  is,  with  Dodge  Building  Contracts  Awarded,  Dollars,  Corrected  for  Seasonal  Variations.  4.  Selection  of  most  nearly 
comparable  calendar  years  of  the  business  cycle. 
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i  the  usual  habit  of  comparing  the  year’s 
business  only  with  the  business  of  the 
most  recent  years  that  the  exact  sig¬ 
nificance  to  us  in  the  present  of  those 
“ dead  statistics  ”  was  never  visualized. 
But,  when  presented  as  in  Figure  1 
in  the  form  of  the  company’s  own 
“Business  Cycle  and  Forecasting  In¬ 
dex,”  (a  simple  12-month  moving 
average,  centered,  plotted  against  a 
5-years’  moving  average,  centered), 
there  is  graphically  emphasized  the 
cyclic  activities  of  our  total  sales 
in  dollars,  corrected  for  seasonal 
tendency. 

Having  thus  defined  our  first  prob¬ 
lem  and  having  available  the  internal 
facts  presented  in  Figure  1,  we  have  a 
partial  basis  for  decision  as  to  our 
present  position  in  the  reasonably  con¬ 
sistent  Walworth  business  cycle.  We 
can  statistically  measure  the  direction, 
probable  extent  and  duration  of  the 
current  trend.  And,  most  important 
because  of  our  “different”  conditions 
and  because  the  average  of  all  years 
represents  no  particular  year,  we  can 
now  select  very  definite  calendar  years 
which  have  many  cyclic  activities  in 
common  with  the  present.  In  terms 
of  this  cycle  index,  as  a  standard  of  our 
conditions  in  general,  we  can  in  turn 
interpret  the  conditions  obtaining  in 
the  various  component  parts  of  the 
business  by  determining  the  usual 
number  of  months  by  which  orders,  for 
instance,  anticipate  the  index,  or, 
again,  by  which  collections  lag  behind. 

Further,  to  revert  to  the  original 
analogy  once  more,  our  kit  of  tools 
would  not  be  complete  if  we  failed  to 
add  a  yardstick  by  which  continuously 
to  check  up  our  performance  against 
those  varying  external  business  con¬ 
ditions  which  are  the  cause  of  Wal¬ 
worth  cycles.  Our  Index  correlates 
well  with  the  Babson  Barometer  In¬ 
dex  with  a  varying  three  to  nine 
months’  “lag.”  When  expressed  in 


terms  of  “deviation  from  normal,” 
it  correlates  exactly  in  direction,  in 
point  of  time,  and  to  approximately 
60  per  cent  of  the  deviation  extent,  with 
the  corresponding  curve  of  the  Har¬ 
vard  Index  of  General  Business  Con¬ 
ditions.  With  exceptions,  which  are 
explainable  by  known  circumstances 
easily  to  be  anticipated  should  they 
recur  in  the  future,  there  is  very  good 
correlation  with  F.  W.  Dodge  Total 
Contracts  Awarded,  in  dollars,  cor¬ 
rected  for  seasonal  variations. 

VII 

Value  of  Forecast  of  General  Condi¬ 
tions  in  the  Business.  In  this  first 
Walworth  case,  the  “decision”  in¬ 
volved  is  a  definite  forecast  of  general 
Walworth  conditions.  The  value  of 
such  a  decision  is  found  in  its  influence 
upon  whatever  forecasting  may  be 
necessary  as  an  aid  in  the  solution  of 
current  cases  as  they  arise  for  considera¬ 
tion.  In  all  forecasts  we  are  careful  to 
observe  the  precept:  “Interpret  your 
past  in  the  light  of  the  present  to  con¬ 
trol  the  future.”  For  constant  touch 
with  internal  conditions,  daily  sales, 
production  and  financial  reports  are 
supplemented  by  simple  yet  adequate 
quarter-monthly  and  monthly  reports, 
each  completed  within  a  few  days 
after  the  close  of  the  period  covered 
and  provided  with  sufficient  detail  for 
full  analysis  of  present  trend  in  all 
phases  of  the  business.  To  bring  to 
bear  upon  each  forecast  the  influence 
of  external  business  conditions,  we 
avail  ourselves  of  the  best  advices  to 
be  derived  from  the  complete  fore¬ 
casting  services  furnished  by  several 
professional  statistical  organizations  in 
addition  to  those  already  mentioned. 

When  the  results  of  this  first  case  are 
recorded,  they  must  of  necessity  in¬ 
clude  the  values  arising  from  the 
definite  knowledge  gained  in  the  so- 
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lution  of  specific  problems  of  manage¬ 
ment.  Definite  application  of  this 
knowledge  has  aided  in  determining 
annual  sales  quotas,  annual  production 
policies,  quarterly  production  require¬ 
ments  by  product  classes  to  be  broken 
down  to  items  at  the  works,  control  of 
that  portion  of  clerical  expense  which 
increases  with  sales,  current  financing, 
excess  production  over  present  re¬ 
quirements  in  anticipation  of  later 
increased  orders,  maintenance  of  de¬ 
sirable  inventory  turnover  in  spite  of 
declining  orders,  etc. 

VIII 

Provision  of  Additional  Production 
Facilities.  In  the  second  case  the 
problem  might  be  stated: 

Has  Walworth  facilities  for  producing  in 
sufficient  quantity  adequately  to  satisfy 
the  demand  for  every  class  of  product? 
And,  if  there  is  a  shortage,  is  the  increased 
demand  for  that  particular  product  suffi¬ 
ciently  certain  to  indicate  the  wisdom  of 
increasing  capacity? 

This  case  will  be  interesting  not  be¬ 
cause  it  may  be  suggestive  to  others 
who  may  now  be  facing  similar  prob¬ 
lems — it  is  probably  too  late  to  be  of 
such  assistance — but  chiefly  because  of 
the  manner  of  presentation  of  a  por¬ 
tion  of  the  facts  bearing  upon  its  de¬ 
cision.  Figure  2  shows  a  typical 
method  of  considering  the  most  nearly 
comparable  cycle  years  when  deter¬ 
mining  the  effect  of  probable  1923 
requirements  upon  production  facil¬ 
ities.  The  calendar  years  most  com¬ 
parable  as  to  their  position  within  the 
business  cycle  are  shown  for  com¬ 
parison  in  vertical  columns.  Ratio 
plotting  provides  for  fair  comparison 
of  widely  separated  pre-war  and  post¬ 
war  volumes  and  in  addition  clearly 
represents  the  relative  violence  of  the 
fluctuations.  It  is  observed  that  in  no 
two  of  the  partially  comparable  years 


is  there  exact  correspondence  between 
either  the  general  trends,  as  repre¬ 
sented  by  the  Walworth  business 
index  line,  or  the  seasonal  variation 
areas  in  like  seasons  of  the  various 
years.  Nor  is  there  inference  that  the 
calendar  year  1923  will  be  the  exact 
reproduction  of  any  calendar  year  in 
the  same  column.  Before  forecasting 
1923  conditions,  from  analysis  of  the 
chart,  possible  exceptions  to  the  in¬ 
ference  that  history  will  repeat  itself 
are  given  quite  as  much  weight  as 
direct  inference  to  be  derived  from 
lining  up  calendar  years  in  such  a 
columnar  arrangement.  When  total 
requirements  have  been  forecast,  after 
having  determined  and  incorporated 
the  desirable  adjustments,  the  appli¬ 
cation  of  the  known  product  class 
ratios  to  the  forecast  totals  provides  a 
forecast  of  the  tonnage  requirements  of 
each  product  class. 

A  verification  of  these  product  class 
requirements  against  present  produc¬ 
tion  facilities,  some  months  ago  (while 
it  was  yet  eight  months  in  advance  of 
the  anticipated  1923  peak  of  demand), 
did  indicate  the  wisdom  of  immediate 
execution  of  completed  plans  for  in¬ 
creased  facilities  for  producing  one 
class  of  product,  the  increased  demand 
for  which  bids  fair  to  be  sustained  at 
permanently  higher  levels. 

IX  I 

Excess  Production  in  Anticipation  of 

Orders.  Our  third  case  is  possibly  of 
more  general  interest  because  the 
statement  of  the  problem  we  then 
faced  may  be  a  fair  statement  of  the 
problem  many  are  facing  even  as  late 
in  the  period  of  recovery  as  the  present 
month : 

If  the  1922  third  quarter  sales  are  an¬ 
ticipated  27  per  cent  greater  than  those  of 
the  second  quarter,  should  we  not  produce 
the  excess  during  the  second  quarter  under 
lower  cost  and  better  labor  conditions? 
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Figure  2.  Typical  Method  of  Considering  the  Most  Nearly  Comparable  Cycle 
When  Determining  the  Effect  of  Probable  1923  Requirements 
Upon  Production  Facilities 


532 


ADMINISTRATION 


Vol.  V 
No.  5 


The  facts  in  favor  of  excess  pro¬ 
duction  included  the  alluring  prospect 
of  realizing  a  definite  profit,  the  mag¬ 
nitude  of  which  was  discoverable  in 
advance,  in  addition  to  the  prospect 
of  better  service  to  customers  when 
the  demand  matured.  However,  one 
of  the  severe  tests  of  executive  courage 
is  involved  in  the  decision,  six  months 
in  advance  of  anticipated  require¬ 
ments,  to  produce  an  excess  over  pres¬ 
ent  requirements  to  the  extent  of  in¬ 
creasing  inventory  by  25  per  cent. 
Even  with  the  alluring  prospect  of 
desirable  profits,  it  must  be  a  convinc¬ 
ing  forecast,  based  on  sound  fact  and 
careful  analysis,  which  will  convince 
the  directors  of  the  wisdom  of  risking 
an  extra  half-million  requiring  tem¬ 
porary  financing. 

The  decision  was  favorable.  The 
treasurer  was  instructed  to  care  for  the 
necessary  financing.  Works  managers 
arranged  additional  storage  space  for 
accomodating  an  unusually  heavy  in¬ 
ventory.  Perhaps  the  most  interesting 
— the  most  humanitarian — influence 
bearing  upon  the  decision  was  this: 
That  it  would  enable  immediate  re¬ 
employment  of  a  large  number  of 
previous  Walworth  workers.  But,  in 
addition,  it  was  possible  to  begin  im¬ 
mediately  to  produce  in  equal  monthly 
portions  the  full  amount  of  product 
that  would  be  required  by  sales  before 
the  end  of  the  calendar  year.  The 
conservative  group,  recalling  the  re¬ 
quirement  that  the  financial  balance 
sheet  must  be  in  a  liquid  condition  at 
the  end  of  the  calendar  year,  acceded 
to  the  plan  in  view  of  the  definite  fore¬ 
cast  of  a  third  quarter  opportunity  to 
liquidate  inventories  of  second  quarter 
production. 

Figure  3  ( b ),  which  is  exhibited  in 
connection  with  our  fourth  case,  page 
534,  graphically  shows  the  results  of 
the  decision  recorded  in  this  third 
case,  but,  of  course,  in  that  case  those 


results  appear  as  some  of  the  “actual” 
past  facts.  It  is  interesting  to  note, 
first,  how  definitely  the  shape  of  the 
input  curve  from  March  to  July 
anticipated  the  shipments  curve  of 
July  to  October;  how  the  necessary 
excess  production  was  completed  be¬ 
fore  the  unavoidable  curtailment  of 
production  in  summer  due  to  shortage 
of  foundry  labor;  and  how  the  pro¬ 
duction  (and  labor  employed)  remained 
at  a  fairly  constant  level  for  the  balance 
of  the  year.  We  now  feel  that  our 
business  need  not  follow  the  erratic  in¬ 
flow  of  orders,  and  that  our  workers 
may  be  assured  more  continuous  labor 
throughout  the  year.  In  figures,  the 
record  stands  that  the  second  quarter 
actual  production  exceeded  the  actual 
second  quarter  shipments  by  28  per 
cent  (against  an  estimate  of  27  per 
cent),  and  approximated  within  0.4 
per  cent  the  third  quarter  anticipated 
orders. 

This  case  was  so  satisfactorily  con¬ 
cluded  that,  with  a  great  saving  of 
time  in  research,  its  methods  of  analy¬ 
sis  and  computation  were  definitely 
utilized  as  a  precedent  in  the  solution  of 
a  similar  problem  pertaining  to  the 
first  quarter  of  1923.  Use  of  the  case 
as  a  precedent  necessitated  manipu¬ 
lation  of  figures  representing  greater 
volumes  at  a  later  stage  of  the  cycle, 
but  the  problem  subjected  itself  to 
a  like  analysis  and  solution,  which 
is  destined  to  prove  equally  as 
satisfactory  as  the  similar  solution 
of  1922. 

X 

Control  of  Inventory  During  Declining 
Orders.  The  problem  faced  in  the 
fourth  case,  is  typical  of  that  which 
many  wise  business  men  face  as  a 
problem  for  their  solution  in  the  near 
future : 

In  view  of  the  forecasts  of  declining 
orders,  to  what  extent  may  we  safely 
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maintain  production  during  the  fourth 
quarter,  1922,  and  yet  not  exceed  desirable 
inventory  limits  at  the  close  of  the  financial 
year  in  December? 

This  case  is  the  sequel  of  the  pre¬ 
vious  case:  It  is  a  poor  control  which 
cannot  work  both  ways.  If  a  deci¬ 
sion  to  build  up  inventory  in  anticipa¬ 
tion  of  requirements  requires  courage, 
then,  under  declining  sales  condi- 
ditions,  reduction,  or  limitation  upon 
inventory  increase  requires  the  exer¬ 
cise  of  an  executive  conviction  ar¬ 
rived  at  by  facing  all  the  facts.  So 
often,  when  such  a  condition  is  sensed, 
it  temporarily  seems  most  expedient 
to  let  the  inventory  accumulate — to 
evade  the  problem  that  at  some  time 
must  be  solved. 

The  facts,  in  this  case,  were  con¬ 
sidered  in  the  light  of  that  tradition  in 
the  business  which  suggests  the  wis¬ 
dom  of  presenting  a  desirable  balance 
sheet  to  the  stockholders  at  the  end  of 
the  fiscal  and  calendar  year.  Even 
though  the  demands  the  following 
spring  might  be  anticipated  at  higher 
levels  than  those  of  December,  it  has 
still  been  a  matter  of  permissible  and 
desirable  expediency  that  no  December 
31  inventories  should  be  over-heavy 
from  the  viewpoint  of  the  then  exist¬ 
ing  turnover.  There  has  usually  been 
the  compensating  natural  advantage, 
however,  that  the  following  January 
and  February  demands  have  not  been 
excessively  heavy;  before  spring  peaks 
have  arrived  there  has  been  ample 
opportunity  to  anticipate  spring  re¬ 
quirements  by  January  to  March  pro¬ 
duction  in  excess  of  requirements  for 
those  months.  There  has  been  in  our 
business  the  further  established  habit 
of  referring  to  the  inventory  tonnage 
of  the  previous  December  31,  as  a 
standard  against  which  current  in¬ 
ventory  tonnage  may  be  referred. 
Any  increase  or  “increment”  of  the 
current  inventory  tonnage  over  that  of 


the  “standard”  inventory  must  justify 
its  existence,  or  be  eliminated  before 
the  next  December  31.  In  1922,  then, 
the  first  fact  of  importance  considered 
was  that  only  that  increment  might  be 
permitted  which  would  not  bring  the 
turnover  rate  less  than  four-and-one- 
half  times  a  year — a  fair  turnover  for 
our  line.  On  October  1  there  was  a 
more  favorable  turnover  rate;  but  on 
December  31,  1922,  an  increment  over 
December  31,  1921,  representing  a 
four-and-one-half  turnover  rate  would 
be  allowable. 

XI 

Problem  Reduced  to  Simple  Factors. 
There  can  be  but  two  factors  oper¬ 
ating  to  increase  or  decrease  that  in¬ 
crement  of  inventory  above  or  below 
that  desired  level : 

1.  That  which  goes  into  the  inventory. 

2.  That  which  goes  out  of  the  inventory. 

The  first,  or  “input,”  represents 
production  (plus  purchased  finished 
goods);  the  second,  or  “outflow,”  is 
shipments  out  of  stock.  Since  the 
known  desirable  turnover  rate,  to  be 
attained  on  December  31,  is  figured  in 
terms  of  the  going  shipment  rate  on 
that  date,  a  definite  forecast  of  that 
factor  will  limit  the  only  other  factor — 
the  rate  of  input,  or,  essentially,  the 
production  rate.  At  any  particular 
time,  this  outflow  through  shipments 
cannot  be  predicted  without  an  analy¬ 
sis  of  the  diminishing  fund,  or  in¬ 
ventory,  of  unfilled  orders.  Here, 
again,  there  are  the  same  two  factors 
operating  to  increase  or  decrease  the 
inventory  of  unfilled  orders. 

In  this  case  the  first,  or  “input,” 
represents  net  orders  (i.e.,  gross  orders 
less  cancellations)  and  the  second,  or 
“outflow,”  is  shipments.  It  is  noted 
that  the  single  factor,  shipments,  is 
the  outflow  factor  operating  to  reduce 
at  one  time  both  the  unfilled  orders  in- 
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Figure  3.  Charts  Showing  Inventory  Control,  (a)  Inventory  of  Unfilled  Orders.  ( b )  Inventory  of  Finished  Goods 


May 

1923 


HOW  WALWORTH  COMPANY  LOOKS  AHEAD 


535 


ventory  and  the  increment  of  the 
material  inventory.  Such  reasoning, 
in  a  case  of  this  kind,  makes  it  possible 
to  forego  for  the  moment  consider¬ 
ation  of  the  materials  inventory.  Then, 
after  consideration  of  the  anticipated 
rate  of  incoming  net  orders,  and  the 
limit  to  which  the  unfilled  orders  in¬ 
ventory  or  “cushion”  may  be  reduced, 
we  may  inquire  to  what  extent  the  rate 
of  shipments  will  necessarily  decrease 
in  view  of  declining  orders.  (It  may 
be  interjected  at  this  point  that  the 
inventory  of  unfilled  orders  arises  early 
in  the  year,  consists  of  many  jobbers’ 
orders  for  future  shipments,  acts  as  a 
“cushion”  for  smoothing  out  the  ship¬ 
ments  curve,  and  can  seldom  at  any 
time  be  reduced  to  less  than  an  amount 
representing  about  ten  days’  orders 
pending  requisition,  assembly,  packing, 
and  shipment.) 

Although  analysis  of  the  problem 
outlined  reduces  the  conditions  to  two 
sets  of  simple  factors,  a  graphic  pres¬ 
entation  as  in  Figures  3  (a)  and  3  (b) 
is  very  helpful.  The  technique  of  the 
chart  may  be  briefly  described.  About 
the  outflow  curve  is  plotted  the  input 
curve.  The  current  effect  of  these  two 
opposing  factors  is  indicated: 

1.  When  input  exceeds  outflow,  the  in¬ 
ventory  (or  inventory  increment)  is  in¬ 
creased  by  the  exact  amount  of  the  excess. 

2.  When  outflow  exceeds  input,  the  in¬ 
ventory  (or  inventory  increment)  is  re¬ 
duced  by  the  exact  amount  of  the  excess. 

Just  when  either  condition  exists  is 
readily  brought  out  graphically  by  a 
convention  of  shading.  In  order  that 
the  chart  may  yield  a  graphic  im¬ 
pression  of  the  effect  of  current  vari¬ 
ations  in  the  factors,  there  is  super¬ 
imposed  above  the  outflow  line  an 
area  vertically  shaded,  the  upward 
limit  of  which,  in  any  month,  repre¬ 
sents  the  total  fund  from  which  the 
shipments  may  flow.  This  upper  line 


of  Chart  3  (a),  showing  changes  in  the 
unfilled  orders  inventory,  represents 
each  month  the  input  of  orders  during 
that  month  plus  any  orders  brought 
over  from  the  previous  month.  The 
shipments  of  the  month,  plotted  at 
some  lower  level,  will  always  leave  an 
increased  or  decreased  remaining  in¬ 
ventory,  to  be  carried  forward  for 
plotting  in  the  next  following  month. 
Similarly,  the  upper  line  of  Chart  3  (b), 
showing  changes  in  the  increment  of 
materials  inventory,  represents  the  pro¬ 
duction  input  of  the  month  plus  the 
balance  of  inventory  increment  of  the 
previous  month.  In  either  chart 
the  variations  in  the  width  of  the  ver¬ 
tically  shaded  area  (including  areas 
vertically  and  horizontally  shaded) 
graphically  portray  the  rates  with 
which  tonnage  is  being  added  to,  or 
withdrawn  from,  the  inventories. 

XII 

Solution  of  Problem.  At  this  point, 
after  like  considerations  in  October 
1922,  the  solution  of  the  problem 
neared  completion.  The  trend  of  the 
current  net  orders  curve  referred 
against  the  Walworth  forecasting 
index,  suggested  the  trend  of  orders 
shown  for  October,  November,  and 
December  on  Figure  3  (a).  It  then 
required  only  a  little  manipulation 
with  a  pair  of  draftsman’s  dividers, 
in  carrying  forward  inventory  balances 
from  one  month  to  the  next,  to 
determine  the  only  shipments  curve 
which  would  result  in  the  minimum 
allowable  inventory  at  the  end  of  the 
year.  This  forecast  shipments  curve, 
so  derived,  was  then  transferred  to 
Figure  3  (6).  The  maximum  per¬ 
missible  increment  in  materials  in¬ 
ventory  having  then  been  calculated, 
a  little  further  manipulation  with  the 
dividers  determined  whether  produc¬ 
tion  at  September  rates  could  be  main- 
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tained  throughout  the  fourth  quarter 
without  increasing  the  vertically  shaded 
area  beyond  desirable  limits. 

The  decision  based  on  such  reasoning 
indicated : 

1.  That  production  might  be  maintained 
at  September  levels  during  October. 

2.  That  curtailment  of  November  and 
December  production  would  be  sufficient 
if  we  but  failed  to  replace  workers  who  were 
dismissed  or  who  left  of  their  own  accord. 
(There  is  a  natural  heavy  labor  turnover 
at  that  time  of  the  year.) 

The  results  in  this  case  may  be 
briefly  stated  as  very  satisfactory. 
Production  was  maintained  at  desired 
levels.  Orders  came  in  and  shipments 
went  out  as  anticipated.  Unfilled 
orders  were  not  reduced  to  such  an 
extent  that  an  even  flow  of  orders 
through  stockrooms  and  clerical  offices 
was  impaired.  And,  most  important, 
we  closed  the  year  with  an  inventory 
at  the  predetermined  turnover  rate, 
and  with  a  financial  balance  sheet 
representing  an  excellent  cash  position. 


XIII 

Facing  and  Acting  Upon  the  Facts. 
It  has  not  been  our  purpose  to  sug¬ 
gest  that  Walworth  forecasting  methods 
have,  under  difficult  circumstances, 
proved  useful  for  control  because  of  the 
simplicity  of  the  particular  statistical 
methods  employed.  It  is  definitely 
suggested  that,  for  us,  “anticipation  of 
consequences  and  provision  against 
them”  has  become  possible  without 
the  expenditure  which  would  be  inevi¬ 
table  if  refined  statistical  methods  had 
been  insisted  upon.  Refinement  of 
methods  will  be  attempted  when  it 
becomes  clear  that  such  refinement  will 
further  assist  control.  Refined  method 
will  not  reveal  the  truth  if  there  is  not 
a  real  desire  to  face  and  act  upon  the 
truth;  on  the  other  hand,  we  are 
assured  that  if  there  be  within  an 
organization  the  desire  to  discover  and 
be  governed  by  the  truth,  then  sim¬ 
plicity  or  the  lack  of  it  will  not  be  the 
determining  factor  in  subsequent 
conduct. 


(Mr.  Barber  s  second  article  on  the  Walworth  budgeting  methods ,  “ Determining 
the  1923  Sales  ‘ Dead  Line ’  and  Quota,”  will  appear  in  the 
June  number  of  “ Administration .”) 
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III — Factors  in  the  Grading  Scale 

BY  FORREST  A.  KINGSBURY* 


THE  conditions  which  determine 
the  relative  importance  of  differ¬ 
ent  jobs  in  any  business  establishment 
will  vary  to  some  extent  with  the 
nature  of  that  business.  In  some  kinds 
of  business  the  degree  of  trade  skill 
or  technical  knowledge  required  by 
each  job  will  be  a  primary  determining 
factor.  In  some  kinds  of  work  the 
mere  physical  strength  or  endurance 
demanded  by  different  jobs  may  serve 
to  differentiate  them.  In  salesman¬ 
ship  jobs  still  other  factors  will  stand 
out  when  we  undertake  to  make 
distinctions  of  grade.  In  office  work 
the  requirements  of  technical  training 
and  physical  strength  may  have  rela¬ 
tively  little  weight,  while  other  types 
of  personal  qualification  demanded  by 
the  work  will  have  much  more. 

We  are  not  yet  in  a  position  to  say 
in  detail  how  great  is  this  variation 
between  different  kinds  of  business. 
But,  as  has  been  shown  in  an  earlier 
article1,  we  can  point  out  with  con¬ 
siderable  confidence  the  factors  which 
go  to  determine  the  relative  im¬ 
portance  of  different  jobs  in  a  large 
banking  institution  and  for  most 
kinds  of  office  work  the  job-differenti¬ 
ating  factors  will,  probably,  not  be 
greatly  unlike  these.  Nevertheless,  it 
should  be  borne  in  mind — as  will  be 
shown  more  explicitly  in  a  later  article 
— that  we  must  not  take  such  a  list 
of  factors  and  carry  it  over  to  a  differ¬ 
ent  kind  of  business  without  first  sub¬ 
mitting  each  item  to  critical  test  and 

*  Assistant  Professor  of  Psychology,  University  of 
Chicago. 

1  Administration  for  March,  1923. 


revision,  to  make  certain  that  the 
resulting  grading-scale  is  really  adapted 
to  that  particular  business. 

II 

The  Grade  Index.  The  character¬ 
istics  which  we  should  take  into 
account  in  determining  the  relative 
importance  or  “grade”  of  jobs  in  a 
large  bank  have  been  described  as 
eleven  in  number2,  as  follows: 

1.  Degree  of  complexity  of  duties. 

2.  Degree  of  executive  responsibility 

involved. 

3.  Degree  of  responsibility  for  money  or 

negotiable  instruments. 

4.  Personal  contacts  with  public  in¬ 

volved. 

5.  Sex  required. 

6.  Minimum  age  at  which  workers  will 

ordinarily  be  accepted. 

7.  Minimum  general  education  neces¬ 

sary. 

8.  Minimum  special  training  necessary. 

9.  Previous  experience  demanded. 

10.  Personal  qualities  considered  es¬ 

sential. 

11.  Minimum  degree  of  general  intelli¬ 

gence  necessary. 

Such  a  list  of  factors  constitutes  the 
framework  of  the  job-grading  scale. 
But  before  we  can  use  such  a  scale  in 
measuring  jobs  it  is  necessary  to  know 
how  to  assign  the  proper  amount  of 
weight  to  each  of  these  factors  in  each 
job.  That  is  the  question  which,  with 
reference  to  banking  jobs,  this  article 
endeavors  to  answer. 

Grading  jobs  has  previously  been 

1  Administration  for  March,  1923. 
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shown3  to  be  a  process  of  giving  to 
each  job  a  numerical  index-number  by 
means  of  which  it  can  be  directly  com¬ 
pared  in  importance  with  any  other 
job.  This  numerical  indicator  has 
been  termed  the  “grade-index,”  and  is 
the  sum  of  the  weights  assigned  to  the 
various  factors  in  the  job  description. 
Such  assignment  of  weights  cannot 
be  left  to  individual  opinion.  Some 
factors  are  much  more  significant  than 
others.  Moreover,  to  insure  such 
uniformity  of  practice  in  grading 
different  jobs  as  shall  make  grade- 
index  comparisons  reliable,  it  is  neces¬ 
sary  to  have  the  various  degrees  of 
weight  for  each  factor  defined  in  terms 
as  accurate  and  objective  as  possible. 
The  preparation  of  such  a  series  of 
definitions  must  be  a  matter  of  grad¬ 
ual,  experimental  development  and 
revision  and  of  constant  verification 
for  the  business  being  investigated, 
until  it  can  be  shown  that  the  assign¬ 
ment  of  weights  in  accordance  with 
these  directions  can  be  done  impartially 
and  accurately,  yielding  reliable  grade- 
indexes  for  every  job. 

That  the  definitions  here  given  are 
by  no  means  perfect  will  readily  be 
admitted.  Even  the  grading-scale  it¬ 
self,  as  will  be  shown  later,  is  open  to 
possible  abbreviation  and  simplifi¬ 
cation.  Nevertheless,  these  definitions 
did  serve  in  their  present  form  to  pro¬ 
duce  a  satisfactorily  high  degree  of 
reliability  in  the  gradings.  We  shall 
consider  each  of  the  eleven  types  of 
factor  in  order,  presenting  the  defini¬ 
tions  and  following  these  with  sug¬ 
gestions  as  to  the  significance  of  the 
factors  and  the  definitions. 

Ill 

Grade  of  Duties.  The  relative  com¬ 
plexity  of  the  duties  of  each  job  is 
weighted  as  follows: 

» Ibid. 


Weight  1.  Routine  duties 

Weight  2.  Varied  duties 

Weight  3.  Highly  varied  duties 

The  distinctions  between  “routine,” 
“varied,”  and  “highly  varied”  are, 
of  course,  not  sharply  drawn.  Never¬ 
theless,  these  terms  proved  to  be 
applicable  with  little  difficulty  to  the 
jobs  in  the  two  banks  investigated,  and 
with  a  degree  of  certainty  which  in¬ 
creased  as  the  task  proceeded  and 
standards  became  more  definitely  form¬ 
ulated.  The  job-to-job  comparison 
method,  described  in  the  following 
section,  makes  relatively  simple  the 
task  of  deciding  what  weight  to  assign 
this  factor  in  any  job. 

There  is  little  difficulty  in  defining 
what  is  meant  by  a  “routine”  job. 
The  majority  of  jobs  in  a  large  bank  or 
office  involve  comparatively  few  oper¬ 
ations.  These  operations  are  repeated, 
with  minor  variations,  from  hour  to 
hour  and  day  to  day.  They  may  be 
half-a-dozen  in  number,  or  they  may 
be  twenty.  The  important  thing  is, 
they  are  routine  in  character;  there  is  a 
definite  way  of  doing  them;  they  are 
covered  by  definite  rules  or  practices; 
and  once  one  has  learned  them,  as  he 
usually  does  in  a  comparatively  few 
days,  he  carries  them  on  without  the 
necessity  of  further  instruction  or 
guidance,  save  in  exceptional  in¬ 
stances  which  he  refers  for  decision  and 
advice  to  his  superiors.  In  fact,  so 
characteristic  is  this  condition  that  in 
at  least  one  institution  it  is  a  common 
practice  to  classify  jobs  as  “routine 
jobs”  or  “judgment  jobs.”  To  the 
routine  jobs  one  point  weight  is  as¬ 
signed. 

The  phrase  “varied  duties”  repre¬ 
sents  not  merely  a  greater  number  of 
different  tasks,  but  a  different  type  of 
job — one  in  which  each  moment  may 
possibly  bring  new  kinds  of  work,  new 
decisions  to  be  made,  new  crises  to  be 
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met.  These  jobs,  to  which  a  weight  of 
two  points  is  assigned,  include  the 
minor  executive  positions — assistant 
managers  of  departments — or  other 
responsible  positions,  such  as  many 
of  the  tellers’  jobs,  some  types  of 
superior  clerical  work,  or  some  secre¬ 
tarial  work. 

Three  points’  weight  is  assigned  to 
those  jobs  the  duties  of  which  are  de¬ 
scribed  as  “highly  varied.”  Since  this 
differs  from  the  “varied”  grade  only 
in  degree,  it  is  not  feasible  to  make  a 
sharp  line  of  distinction  between  them. 
In  general,  this  highest  degree  of 
weight  is  assigned  to  positions  of  such 
executive  responsibility  that  it  is  im¬ 
possible  to  enumerate  all  the  types  of 
task  which  may  come  in  the  course  of 
a  day  or  a  week.  Managers  of  large 
and  important  departments,  respon¬ 
sible  assistants  in  the  auditing  depart¬ 
ment,  new  business  representatives — 
all  these  jobs  may  be  thus  described. 

It  is  hardly  necessary  to  point  out 
that  this  factor  is  not  wholly  distinct 
from  those  which  follow.  In  fact,  the 
assigning  of  such  weights  duplicates 
to  a  considerable  extent  the  weighting 
of  the  other  factors.  This  is  true  of 
many  other  phases  of  the  scale.  Its 
theoretical  significance  has  been  de¬ 
scribed  in  an  earlier  article.4  When 
we  refer  to  these  as  “factors,”  we  do 
not  mean  distinct  and  mutually  ex¬ 
clusive  parts  of  the  job.  We  mean 
rather  a  certain  aspect  of  the  job,  an 
angle  from  which,  for  the  time  being, 
we  find  it  well  to  view  it.  Experience 
shows  that  it  is  worth  while  to  view 
the  job  from  this  particular  angle,  as 
well  as  from  others,  and  to  assign 
weight  in  accordance  with  relative 
complexity  of  the  duties,  since  con¬ 
ceivably  that  may  be  the  one  thing 
which  differentiates  one  job  from  some 
other — that  the  higher  grade  job  is 
higher  because  it  involves  a  greater 

4  See  Administration  for  April,  1923,  p.  393. 


variety  of  tasks.  But  ordinarily,  of 
course,  such  a  difference  between  jobs 
will  imply  other  differences  as  well, 
which  will  lead  to  the  assignment  of 
added  weight  to  some  other  factors. 

IV 

Degree  of  Executive  Responsibility 
Involved.  From  zero  to  six  points 
weight  are  assigned  to  each  job  on  the 
basis  of  the  executive  responsibility  it 
demands  of  its  incumbent: 

Weight  0.  No  executive  responsibility 
involved. 

Weight  1.  (a)  Apportions  and  oversees 

work  for  work-group,  but 
within  limited  range  and 
under  supervision.  Not 
responsible  for  choice  of 
methods  used.  Refers  de¬ 
cisions  outside  routine  to 
superior. 

( b )  Assigns  duties  or  rout¬ 
ings  to  messengers,  office 
boys,  or  assistant,  within 
limited  range  and  under 
supervision.  Not  respon¬ 
sible  for  choice  of  methods 
used.  Refers  decisions 
outside  routine  to  superior. 

Weight  2.  (a)  Supervises  employees  and 

work  of  ordinary  depart¬ 
ment  or  division  of  large 
department  under  over¬ 
sight  of  manager.  Re¬ 
sponsible  for  department 
or  division  for  short 
periods  during  manager’s 
absence. 

( b )  Manager  of  department, 
independent  but  minor, 
having  limited  and  largely 
routine  duties.  Little 
executive  ability  required. 

Weight  3.  (a)  Manager  of  large  di¬ 

vision  within  department 
having  considerable  range 
of  duties. 

(&)  First  assistant  manager 
of  larger  department. 
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(c)  Manager  of  department 
having  more  responsibility 
than  minor  department, 
but  supervising  employees 
directly  instead  of  through 
assistants. 

Weight  4.  (a)  Manager  of  ordinary  de¬ 

partment  having  respon¬ 
sibility  for  methods  and 
supervision  of  workers 
through  assistant  manager 
or  division  manager. 

(b)  Acting  manager  of  large 
department  under  officer 
or  assistant  officer. 

Weight  5  or  6.  Managers  of  a  few  of  the 
largest  departments  whose 
work  is  of  central  im¬ 
portance  or  covers  the  en¬ 
tire  concern. 

From  the  above  description  it  will 
be  clear  that  an  equal  degree  of  execu¬ 
tive  responsibility  may  attach  to  jobs 
where  the  precise  nature  of  the  re¬ 
sponsibility  or  the  titles  attached  to 
the  respective  jobs  may  be  quite 
different.  Hence  under  each  separate 
weight  two  or  even  three  alternative 
definitions  may  be  necessary. 

Certain  implications  of  the  above 
definitions  should  be  made  clear.  They 
imply  a  thoroughly  departmentalized 
organization.  The  departments  vary 
greatly  in  size  and  importance.  It 
was  found  convenient  to  classify  them 
as  “minor,”  “ordinary,”  “superior,” 
and  “very  superior,”  depending  not 
only  on  their  size  but  on  the  central 
importance  of  their  functions  to  the 
general  function  of  the  bank.  Ex¬ 
amples  of  the  less  important  depart¬ 
ments  which,  though  of  course  indis¬ 
pensable,  are  classified  as  minor, 
would  be  cancelled  vouchers  depart¬ 
ment,  guards  department,  telephone 
department,  and  the  filing  depart¬ 
ment;  examples  of  the  ordinary  are 
the  city  or  country  books  depart¬ 
ment  and  the  clearings  department; 
of  the  superior,  the  paying  and  re¬ 


ceiving  tellers  and  the  general  books 
departments;  of  the  very  superior, 
the  auditing  and  credit  departments. 
Some  of  the  larger  of  these  depart¬ 
ments  consist  of  two  or  more  divisions, 
each  having  its  semi-independent  or¬ 
ganization  but  under  a  common  man¬ 
agement.  Each  department  has  a 
manager  and  one  or  more  assistant 
managers,  to  each  of  whom  are  assigned 
certain  executive  responsibilities,  vary¬ 
ing  in  importance  with  the  rank  of  his 
position. 

V 

Procedure  in  Assigning  Weights.  In 
grading  the  jobs  which  involve  any 
executive  responsibility  in  a  bank  or 
office  it  is  desirable  wherever  possible 
to  utilize  a  comparative  procedure  in 
assigning  weights.  A  list  of  depart¬ 
ments  should  be  prepared,  classified  as 
“minor,”  “ordinary,”  etc.,  in  a  way 
appropriate  to  the  particular  office  in¬ 
volved.  A  list  of  all  positions  involving 
any  degree  whatever  of  executive 
responsibility  should  also  be  made. 
These  positions  should  be  ranked  as  to 
the  amount  of  executive  responsibility 
involved,  partly  with  the  aid  of  the 
classification  of  departments  and  the 
foregoing  definitions,  but  largely  by 
direct  comparison  of  job  with  job, 
putting  together  those  positions  which 
seem  to  involve  equal  degrees  of 
responsibility  as  they  are  compared 
with  one  another.  Finally,  with  the 
guidance  of  these  definitions  the  nu¬ 
merical  weight  will  be  assigned  to 
each  position  which  such  a  compara¬ 
tive  examination  seems  to  justify. 

In  this  way  the  decision  on  this 
particular  factor  can  be  made  quite 
reliable,  independent  of  the  weight  of 
the  other  factors.  Indeed,  such  a 
comparative  method  of  assigning 
weights  to  any  factor  possesses  de¬ 
cided  advantages;  and  it  is  well  to 
make,  before  the  grading  is  finished, 
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as  many  comparative  lists  of  jobs  as 
there  are  factors  weighted,  in  order 
that  the  advantages  of  a  direct  com¬ 
parison  of  job- with- job  may  be  utilized. 
Among  other  merits,  such  a  method 
eliminates  the  possible  danger  of  an 
unconscious  change  in  the  rigidity 
with  which  one  assigns  weights  to  the 
jobs  first  graded  and  those  graded 
later;  for  in  spite  of  the  objectivity 
of  the  definitions,  details  of  jobs  vary 
so  that  there  are  places  where  individ¬ 
ual  opinion  may  warp  them  a  point  one 
way  or  the  other. 


VI 


Degree  of  Responsibility  for  Money 
or  Readily  Negotiable  Instruments.  In 
assigning  responsibility  for  money  or 
readily  negotiable  instruments  from 
zero  to  four  points  weight  are  assigned : 


Weight  0. 


Weight  1. 


Weight  2. 


Weight  3. 


Weight  4. 


No  responsibility  for  care  of 
money  or  readily  nego¬ 
tiable  instruments  in¬ 
volved. 

Responsibility  involved  for 
improper  withdrawal  of 
balances. 

(a)  Full  responsibility  in 
person  for  small  amounts. 

(b)  Responsibility  under 
check  or  supervision,  but 
indirectly,  i.e.,  through 
assistants,  for  large 
amounts. 

Responsibility  in  person, 
under  check  or  supervision, 
for  large  amounts. 

Full  responsibility  in  person 
for  large  amounts. 


What  constitutes  a  large  or  a  small 
amount  is  a  question  which  ordinarily 
must  be  determined  within  each  in¬ 
stitution  for  itself.  It  is  evident  that 
responsibility  in  this  connection  is  a 
term  which  calls  for  qualification  in 
several  ways.  A  worker  in  a  given 
position  may  be  responsible  either  in 
person  for  funds  and  securities  which 
pass  through  his  hands,  ot  he  may  be 


responsible  for  funds  and  securities 
handled  by  his  subordinates  but  not 
by  himself.  This  was,  in  the  preceding 
article,  referred  to  as  the  “directness” 
of  the  responsibility.  Again,  he  may 
be  responsible  under  some  constant 
check  or  supervision,  or  he  may  be  in  a 
position  where  he  has  “full”  respon¬ 
sibility;  that  is,  where  there  is  no 
direct  check  upon  him,  at  least  of  any 
constant  or  immediate  sort.  This  was 
referred  to  as  the  “extent”  of  his 
responsibility.  Moreover,  this  factor 
has  been  defined  to  include  respon¬ 
sibility  for  the  improper  withdrawal  of 
balances  and  thus  possible  loss  before 
the  mistake  could  be  discovered  and 
prevented. 

The  significance  of  this  factor,  par¬ 
ticularly  in  a  large  bank,  needs  no 
comment.  The  term  “readily  ne¬ 
gotiable  instruments”  in  this  con¬ 
nection  has  not  been  interpreted  to  in¬ 
clude  all  securities  nor  even  those 
which  are  negotiable  by  endorsement, 
such  as  checks  and  notes,  but  merely 
such  valuable  instruments  as  coupons 
or  bonds  which  pass  almost  as  freely 
as  money  from  hand  to  hand  without 
the  formalities  that  would  safeguard 
the  title  to  their  possession. 

Among  those  whose  work  involves 
this  responsibility  in  some  degree 
higher  than  one  point  weight  are  the 
messengers,  the  clerks  who  handle 
currency,  coin,  coupons,  bonds,  or 
mail,  particularly  registered  mail,  sev¬ 
eral  managers  and  assistant  managers, 
a  few  typists  and  stenographers,  and, 
in  major  degree,  the  various  tellers. 
The  “job-to-job  comparison  list”  pro¬ 
cedure  is  especially  advantageous  in 
assigning  weight  to  this  factor. 

VII 

Public  Contacts  Involved.  Where  pub¬ 
lic  contact  is  involved  the  two  follow¬ 
ing  weights  are  used: 
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Weight  0.  No  direct  contacts  involved, 
or  contacts  only  through 
work. 

Weight  1.  Personal  contacts  with  public 
involved. 

Weight  is  assigned  to  this  factor  only 
in  jobs  where  the  employee  is,  as  a 
regular  part  of  his  work,  brought  into 
personal  contacts  with  customers,  ac¬ 
tual  or  potential,  of  the  bank.  Such 
indirect  or  non-personal  contacts  as 
characterize  the  work  of  many  cor¬ 
respondents,  telephone  or  telegraph 
operators  and  clerks,  mail  addressers, 
and  others  whose  contact  is  through 
their  work  rather  than  in  person,  are 
ordinarily  not  given  weight,  although 
exception  has  been  made  in  a  few  cases 
where  the  unusual  character  of  such 
contact  seems  to  warrant  it.  Examples 
of  such  exceptional  cases  would  be  cer¬ 
tain  correspondents’  positions,  whose 
work  is  far  from  the  stereotyped, 
formal  type  of  other  correspondent 
jobs,  or  a  clerical  position  where 
the  principal  duty  is  to  straighten 
out  difficulties  or  soothe  ruffled  cus¬ 
tomers  over  the  telephone.  But  these 
are  the  exceptions  to  the  rule.  Com¬ 
monly  only  direct  contacts,  in  the 
bank  or  in  the  customer’s  offices,  are 
weighted. 

The  importance  of  this  factor, 
particularly  in  a  bank,  is  at  once 
apparent.  More  than  any  other 
business,  perhaps,  does  the  welfare  of  a 
bank  depend  on  the  good-will  of  the 
public;  and  that  good-will  is  ordinarily 
determined  more  by  the  appearance, 
bearing,  courtesy,  and  tactfulness  of 
the  employees  whom  the  customer 
meets  than  by  any  other  considera¬ 
tion.  This  qualification  is  one  which 
is  ordinarily  very  carefully  weighed 
in  selecting  an  employee  for  such  a 
position.  Indeed,  it  is  so  important 
that  the  query  may  be  raised — 
“Why  give  it  only  one  point  weight?” 


The  answer  is  that  the  additional 
weight  given  to  the  requisite  personal 
qualities  of  courtesy  and  good  appear¬ 
ance — to  be  mentioned  later — amount, 
in  practice,  to  increasing  the  weight 
for  this  factor. 

VIII 

Sex  Demanded.  Where  the  question 
of  sex  enters  into  the  proper  discharge 
of  the  duties  of  a  position,  the  follow¬ 
ing  weights  are  employed: 

Weight  0.  Man  not  required  for  the  job. 

Weight  1.  Man  required  for  the  job. 

Jobs  may  require  a  man,  require  a 
woman,  or  be  open  to  either.  The 
reasons  are  varied;  some  are  good, 
some  are  of  doubtful  value;  but  the 
requirement  is  an  accepted  thing. 
Certain  positions  are  traditionally 
reserved  for  men  usually  because 
customers  who  deal  with  employees  in 
these  positions  dislike  to  confide  their 
financial  affairs  to  women,  or  because 
employees  would  resent  working  under 
a  woman  executive.  Some  other 
positions  are  by  their  very  nature  tra¬ 
ditionally  reserved  for  women.  In  still 
other  cases,  some  peculiar  personal 
predilections  or  local  practices  may 
determine  the  condition.  In  many 
minor  positions  there  is  no  specific  sex 
requirement.  Weight  (one  point)  is 
given  only  if  the  particular  job  requires 
a  man. 

IX 

Minimum  Age  Required  for  Admis¬ 
sion  to  the  Job.  The  age  below  which 
candidates  will  ordinarily  not  be  con¬ 
sidered  for  the  job  in  question  is  given 
weight  as  follows: 

Weight  1.  Under  16  years. 

Weight  2.  16  or  17. 

Weight  3.  18  or  19. 

Weight  4.  20  or  21. 
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Weight  5.  22,  23,  or  24. 

Weight  6.  25  or  26. 

Weight  7.  27,  28,  or  29. 

Weight  8.  30  or  31. 

Weight  9.  32,  33,  or  34. 

Weight  10.  35  or  above. 

One  is  immediately  impressed  with 
the  relatively  great  weight  that  attaches 
to  this  constituent  of  the  scale.  It  is 
perhaps  the  most  important  single 
factor  by  which  managers  gauge  the 
relative  importance  of  jobs.  They 
ordinarily  respond  to  this  question 
with  more  definiteness  and  assurance 
than  to  most  other  inquiries  in  the 
job-analysis.  If  an  executive  has  had 
considerable  experience  in  overseeing 
workers  in  a  variety  of  positions,  there 
is  rarely  occasion  to  take  issue  with  his 
opinion. 

When  such  an  executive  says  he 
would  not  consider  a  man  for  a  given 
position  of  responsibility  who  is  undet 
25  years  of  age,  he  does  not  mean 
simply  that  to  be  a  good  worker  one 
must  have  lived  at  least  a  quarter  of 
a  century.  He  implies  a  great  many 
other  expected  qualifications — a  cer¬ 
tain  background  of  training  or  ex¬ 
perience  or  both,  a  certain  maturity  of 
judgment,  a  stability  of  disposition 
and  seriousness  of  purpose,  and  other 
qualifications  which  “25  years”  ordi¬ 
narily  suggests.  True,  one  may  be  25 
and  yet  lack  these  qualifications;  or 
one  may  perhaps  have  acquired  them 
in  adequate  degree  at  an  earlier  age. 
But  the  manager  believes  that  as  a  rule 
this  age  is  likely  to  imply  these  qual¬ 
ities — or  to  be  more  accurate,  that  one 
need  not  ordinarily  look  for  the 
other  necessary  qualifications  before 
25. 

The  significance  of  this  factor  may 
be  expressed  by  saying  that  on  the 
first  sixty  jobs  analyzed  this  factor  was 
found  to  correlate  with  the  total  grade- 
index  with  a  coefficient  of  about  +0.80. 
Hence,  the  weight  given  to  it  does  not 


seem  too  great,  particularly  when  we 
remember  that  comparatively  few 
positions — and  those  almost  all  ex¬ 
ecutive  positions  of  high  grade-index — 
give  more  than  six  points  weight  to 
this  factor. 


X 


Minimum  General  Education  De¬ 
manded.  The  amount  of  general 
education  which  is  ordinarily  required 
of  anyone  selected  to  fill  a  given  job  is 
weighted  as  follows,  in  the  final  form 
of  the  scale: 


Weight  1. 
Weight  2. 

Weight  3. 
Weight  4. 

Weight  5. 


Common  school  completed. 

Two  years  high  school  or 
junior  high  school. 

High  school  completed. 

One  or  two  years  college  or 
university. 

College  or  university  com¬ 
pleted. 


In  the  first  of  the  two  banks  in¬ 
vestigated  a  slightly  different  weight¬ 
ing  was  given  to  this  factor;  but  the 
net  difference  seems  negligible,  and  the 
above  system  seems  preferable. 

One  may  be  impressed  with  the 
relatively  slight  weight  given  to  this 
factor — rarely  over  three  points — as 
compared  with  some  others.  Two 
things  may  be  said  in  this  connection 
which  are  relevant. 

1.  It  is  true  that  the  general  edu¬ 
cational  requirement  in  bank  work  is 
not  usually  so  high  as  educational  en¬ 
thusiasts  believe  it  should  be,  al¬ 
though  educational  employment  stand¬ 
ards  the  country  over  are  probably 
rising;  at  any  rate,  in  both  banks 
examined  this  is  definitely  the  case. 
But  much  of  routine  bank  work  has 
little  direct  need  for  the  products  of 
education  above  the  common  branches. 
Many  successful  bank  executives  have 
had  nothing  more  than  common-school 
education,  and  this  doubtless  affects 
to  some  extent  the  standards  they  set 
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for  employees.  Of  course,  for  winning 
promotion  to  higher  positions  further 
education  is  desirable;  but  we  are  not 
justified  in  including  in  the  analysis 
and  grading  of  a  given  job  facts  which 
pertain  primarily  to  other  jobs  be¬ 
yond. 

2.  In  actual  effect,  more  weight  is 
given  to  this  factor  than  at  first 
appears,  specifically  in  connection  with 
the  weight  for  “minimum  degree  of 
general  intelligence,”  since  there  is 
usually  a  considerable  relationship 
between  the  grade  of  school  attained 
and  the  degree  of  general  intelligence. 

XI 

Minimum  Special  Training  Courses 
Necessary.  Weight  1  for  each  special 
training  course  required.  This  factor 
might  also  be  called  “technical  skill  or 
knowledge,”  but  it  has  been  found  con¬ 
venient  to  measure  it  in  terms  of 
“special  training  courses”  which  are 
demanded  in  order  to  be  able  to  do  the 
work  of  the  job.  One  point  weight  is 
given  for  each  course.  At  first  this 
may  seem  a  loose  and  inaccurate  unit 
of  measurement,  since  “courses”  vary. 
Doubtless  it  is,  and  it  is  hoped  that  this 
requirement  may  be  better  standard¬ 
ized.  But  the  procedure  described  has 
been  found  in  practice  to  work  unex¬ 
pectedly  well. 

In  bank  work  there  is  a  fairly  limited 
number  of  such  courses  which  reappear 
frequently,  all  of  roughly  equal  time 
value.  These  include  shorthand,  typ¬ 
ing,  correspondence,  accounting,  busi¬ 
ness  law  (or  negotiable  instruments 
law),  elementary  banking  (the  Ameri¬ 
can  Institute  of  Banking  course  in 
this  subject  as  standard),  and  Special 
Accounting  courses  (such  as  Income  Tax 
Accounting  and  other  highly  specialized 
types).  A  few  others — as  Foreign 
Language  for  Translators — occur  oc¬ 
casionally.  Secretarial  and  Filing 


courses  are  also  mentioned  in  the  job- 
analysis  questionnaire,  but  they  seem 
of  doubtful  merit  as  job-grading  factors 
since  secretaries  ordinarily  are  ste¬ 
nographers  of  superior  personal  quali¬ 
fications  but  of  little  or  no  specialized 
secretarial  training,  and  the  filing 
courses  are  of  too  slight  extent  to 
warrant  this  much  weight. 

The  number  of  special  training 
courses  weighted  in  the  two  banks 
varied  from  none  to  five  or  six  per  job, 
although  it  was  rarely  more  than  three 
or  four,  and  a  good  many  positions 
were  given  no  such  weighting.  Ste¬ 
nographic  jobs  were  weighted  two 
points  (shorthand,  typing).  Most 
machine  operation  jobs  (adding,  bill¬ 
ing,  or  bookkeeping  machines)  were 
not  weighted,  since  expert  skill  is  not 
ordinarily  demanded,  no  special  train¬ 
ing  courses  are  provided,  and  the 
ability  ceases  to  have  grade  value  in 
the  higher  jobs  to  which  these  machine 
jobs  ordinarily  promote.  There  are, 
however,  exceptional  cases  in  which 
circumstances  seem  to  warrant  weight¬ 
ing  the  machine-operation  skill  re¬ 
quirement. 

No  thorough  differentiation  was 
made  between  those  courses  which  call 
for  special  outside  school-training  and 
those  where  the  specialized  knowledge 
and  skill  can  be  gained  through  actu 
bank  experience,  and  no  reason  has 
appeared  for  believing  that  such  differ¬ 
entiation  must  necessarily  be  made,  at 
least  in  the  job-grading. 

XII 

Previous  Experience  Required.  It  has 
been  found  most  expedient  to  measure 
the  amount  of  experience  demanded, 
not  in  terms  of  time  but  in  terms  of  the 
number  of  banking  jobs  through  which 
a  worker  must  have  passed  (whether 
rapidly  or  slowly)  in  order  to  fit  him  to 
do  the  work  of  the  job  in  question. 
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Weight  0. 
Weight  1. 


Weight  2. 
Weight  3. 
Weight  4. 


Weight  5. 


Weight  6 


No  previous  experience  re¬ 
quired. 

(a)  Some  business  experi¬ 
ence;  or 

(b)  One  banking  job;  or 

(c)  Equivalent  in  special 
training  in  business  prac¬ 
tice  in  school. 

One  or  two  different  jobs  in 
bank. 

Three  to  five  different  jobs  in 
bank. 

Five  or  more  different  jobs  in 
bank.  This  weight  as¬ 
signed  to  such  positions  as 
paying  and  receiving 
tellers,  assistant  managers 
of  ordinary  departments, 
or  managers  of  minor  de¬ 
partments. 

Banking  experience  of  ex¬ 
ecutive  grade,  or  ex¬ 
tended  amount  of  expert 
training.  Assigned  to 
assistant  managers  of  su¬ 
perior  departments,  man¬ 
agers  of  ordinary  depart¬ 
ments,  and  certain  tech¬ 
nical  experts. 

or  7.  More  extended  execu¬ 
tive  experience  or  excep¬ 
tional  form  of  expert  train¬ 
ing.  Weight  6  assigned 
to  managers  of  superior 
departments  or  assistant 
managers  of  very  superior 
departments;  weight  7  to 
executives  of  official  rank 
or  the  equivalent  and  to 
other  managers  of  most 
important  departments. 


It  is  especially  desirable  that  in 
weighting  this  experience  requirement 
lists  of  jobs  should  be  made,  and  job- 
to-job  comparisons  should  be  made  in 
the  way  previously  described. 


XIII 

Personal  Qualities  Necessary  for  Job. 
Of  all  the  personal,  social,  and  physical 
qualities  about  which  the  question¬ 


naire  asks,  eight  were  found  consistently 
to  characterize  high-grade  as  distinct 
from  lower-grade  jobs.  Every  other 
was  found  to  appear  almost  if  not 
quite  as  frequently  in  certain  of  the 
lower-grade  jobs  as  in  those  of  higher 
importance.  One  point  weight  is  as¬ 
signed  to  each.  They  are : 


Weight  1. 

Weight  1. 

Weight  1. 
Weight  1. 

Weight  1. 

Weight  1. 

Weight  1. 

Weight  1. 


Superior  personal  appear¬ 
ance. 

Superior  vitality  or  physical 
stamina. 

Superior  tact  and  courtesy. 

Superior  perseverance;  dis¬ 
position  to  stick  to  difficult 
tasks. 

Judgment;  ability  to  make 
decisions  on  questions  not 
covered  by  rules. 

Superior  adaptability;  power 
of  quick  and  efficient 
adaptation  to  new  tasks. 

Initiative  in  inquiring  into 
reasons  or  undertaking 
work  independently. 

Directing  ability;  ability  to 
lay  out  work  for  others,  to 
teach  them,  to  secure  their 
co-operation,  to  judge 
their  fitness. 


For  the  sake  of  convenience  these 
separate  weights  are  summed  up  and 
treated  together  as  a  single  type^of 
factor,  in  spite  of  their  diversity  of 
character;  so  we  may  speak  of  a  job 
as;  being  weighted  from  zero  to  eight 
points  on  “personal  qualities.” 

While  these  are  qualities  that  per¬ 
tain  to  the  man  rather  than  to  the 
job,  in  practice  it  is  easy  to  show  that 
the  nature  and  conditions  of  work  in  a 
given  job  do  or  do  not  demand  each  of 
these  particular  qualities.  The  same 
thing  is  equally  true  of  the  numerous 
other  qualities,  enumerated  in  the  job- 
analysis  questionnaire,  which  are  not 
given  weight  in  the  grading  scale — the 
“unweighted  qualities”  as  they  may 
be  termed.  Hence  it  seems  not  only 
justifiable  but  in  some  ways  prefer- 
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able  to  describe  the  job  in  these  “per¬ 
sonal”  terms,  the  more  so  since  in  a 
bank  or  office  these  personal  qualities 
must  often  play  a  primary  role  in  con¬ 
sidering  the  fitness  of  individual  em¬ 
ployees  for  promotion  or  transfer  to 
certain  positions. 

It  has  been  objected  to  by  some  that 
these  personal  qualities,  whether 
weighted  or  unweighted,  are  too  specific 
in  their  relations  to  justify  their  being 
treated  as  general  qualifications.  What 
is  meant  is  this;  Loyalty,  judgment, 
industry,  perseverance,  and  the  like 
are  held  to  be  functions  of  specific  sit¬ 
uations,  specialized  habits,  evoked  by 
certain  stimuli  and  not  by  others;  and 
the  fact  that  one  is  industrious  or  per¬ 
severing  on  a  job  he  likes,  or  a  good 
judge  about  things  he  understands,  or 
loyal  to  an  employer  he  likes,  does  not 
guarantee  that  he  will  show  perse¬ 
verance  or  loyalty  or  industry  or  judg¬ 
ment  in  the  same  degree  in  different 
positions. 

There  is  a  large  element  of  truth 
in  this.  These  qualities  do  depend  in 
part  on  the  special  situation  which 
calls  them  forth.  But  they  depend  also 
on  the  established  character  or  per¬ 
sonality  of  the  worker.  To  regard 
these  qualities  as  wholly  specific,  and 
limited  by  the  special  circumstances 
of  the  job  would  be  to  imply  that  we 
can  never  predict  a  man’s  tendencies 
in  one  situation  by  observing  how  he 
behaves  in  others;  that  absolute 
honesty  by  industriousness  in  one  job 
does  not  create  any  presumption  of  his 
honesty  or  industriousness  in  another. 
Experience  shows  that  we  can  and  do 
make  such  predictions,  and  that  we 
are  right  often  enough  to  warrant  us 
in  continuing  to  do  so.  The  fact  is  that 
different  business  situations  do  have 
many  circumstances  in  common  and 
those  common  circumstances  serve  to 
stimulate  in  an  individual  similar  be¬ 
havior. 


Moreover,  these  qualities — loyalty, 
industry,  accuracy,  appearance,  neat¬ 
ness,  courtesy — need  not  be  mere  un¬ 
conscious  habits.  They  may  be  and 
often  are  conscious  ideals  or  attitudes , 
and  hence  of  a  wide  range  of  applica¬ 
bility.  Such  abilities  as  judgment, 
adaptability,  initiative,  perseverance, 
etc.,  are  also  general  in  their  applica¬ 
bility,  as  the  wide  usefulness  of  general 
intelligence  tests  has  demonstrated. 
Hence,  there  is  little  justification, 
either  theoretical  or  practical,  for  the 
extreme  position  which  would  attempt 
to  exclude  these  general  personal 
qualities  as  factors  in  personnel  in¬ 
vestigations. 

Another  problem  concerning  these 
personal  qualities  is  that  of  degree. 
Every  quality  may  appear  in  indi¬ 
viduals  in  any  degree,  from  very  high 
down  to  zero.  Now  how  much  courte¬ 
ousness,  or  how  good  an  appearance 
must  one  display  to  meet  the  require¬ 
ments  of  a  given  job — just  a  little,  or 
a  large  amount?  The  attempt  has 
been  made  in  the  phrasing  of  each 
trait-name  to  indicate  whether  the 
degree  of  that  trait  demanded  by  the 
job  is  “average”  or  “superior.”  Prob¬ 
ably  a  more  specific  defining  of  these 
degrees  is  desirable,  although  to  de¬ 
scribe  the  details  of  such  a  procedure  I 
here  would  carry  us  rather  far  afield. 
But  this  problem  should  be  faced 
definitely,  and  in  some  way  the  ! 
amount  of  each  trait  which  the  job 
demands — whether  low,  medium,  high, 
or  very  high— should  be  made  clear. 

It  is  safe  to  say  that  no  trait  should  be 
weighted  in  a  job-grading  scale  unless 
it  is  demanded  in  at  least  average 
degree.  If  less  than  that  degree  will 
suffice,  it  means  that  so  far  as  that 
trait  goes,  almost  anybody  will  be 
good  enough.  So  lax  a  requirement  as 
that  can  never  help  to  differentiate 
the  high-grade  and  low-grade  job. 

The  eight  qualities  named  hardly 
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need  description.  Their  relation  to 
the  distinction  between  high-grade 
judgment,  or  executive  jobs  on  the  one 
hand  and  routine  or  low-grade  jobs  on 
the  other  is  apparent.  It  may  be 
noted,  however,  that  directing  ability 
(or  executive  ability)  stands  some¬ 
what  apart  from  the  others.  It  repre¬ 
sents  a  complex  and  rather  rare  com¬ 
bination  of  several  traits,  intellectual 
and  social.  Not  every  job  involving 
executive  responsibility  —  particularly 
those  of  only  one  or  two  points  weight 
— may  call  for  even  a  moderate  degree 
of  this  directing  ability;  although 
higher  executive  positions  do  demand 
it.  At  just  what  point  in  the  executive 
responsibility  scale  we  shall  throw  in 
the  additional  one  point  weight  de¬ 
manded  by  directing  ability  will  vary 
somewhat  with  the  characteristics  of 
the  job  in  question. 

XIV 

Minimum  Degree  of  General  In¬ 
telligence  Required.  The  lowest  degree 
of  general  intelligence  which  the  nature 
of  the  duties  of  a  job  will  allow  in  its 
holder  are  weighted  as  follows:5 

Weight  1.  “E”  intelligence:  One  who 

can  do  a  simple,  routine 
task  requiring  no  initi¬ 
ative,  but  who  cannot 
easily  change  from  one 
type  of  work  to  another. 
Cannot  follow  directions 
readily.  Is  content  to  do 
the  same  simple  task  in¬ 
definitely.  (This  grade 
not  used.) 

Weight  2.  “D”  intelligence:  One  who 

is  able  to  do  a  task 
requiring  more  than  one 
or  two  operations;  can 
follow  simple  directions. 
Cannot  assume  much  re¬ 
sponsibility. 

1  These  definitions  are  adapted  from  a  series  quoted 
by  F.  Meine  in  Bulletin  No.  45  of  the  Federal  Board  for 
Vocational  Education,  entitled,  “Job  Specifications.” 


Weight  3.  “C”  intelligence  (middle 

grade) :  One  who  is  de¬ 
pendable,  able  to  follow 
directions,  and  assume 
some  responsibility.  Acts 
to  some  extent  on  own 
initiative,  but  cannot  be 
given  as  much  responsi¬ 
bility  as  one  of  grade  B. 

Weight  4.  “B”  intelligence:  One  who 

has  a  good  deal  of  initi¬ 
ative  and  some  executive 
ability.  Handles  new  sit¬ 
uations  well,  uses  good 
judgment,  but  is  less  likely 
to  do  original  thinking 
than  one  of  grade  A.  Can 
assume  a  great  deal  of  re¬ 
sponsibility. 

Weight  5.  “A”  intelligence:  Executive 

type,  with  leadership  abil¬ 
ity.  Exceptionally  clear 
and  original  thinker.  Uses 
good  judgment  in  new  sit¬ 
uations. 

The  letters  here  used  to  designate 
different  degrees  of  general  intelligence 
have  no  relation  to  any  specific  intel¬ 
ligence  test,  but  are  simply  convenient 
designations  for  five  distinguish¬ 
able  grades  of  general  ability  which 
might  as  well  be  described  as  very 
superior,  superior,  average,  inferior, 
and  very  inferior.  The  last-named — 
the  “E”  grade,  including  roughly 
those  low  intelligence  levels  called 
feeble-minded,  or  border-line,  or  very 
dull,  is  not  used,  since  the  effort  in 
both  banks  and  probably  in  every 
business  office  is  to  employ  no  one  of 
that  low  grade,  nor  any  more  of  the 
“D”  grade — dull,  or  below-normal — 
than  can  be  helped. 

It  should  be  noted  that  the  weight  is 
determined  not  by  the  general  in¬ 
telligence  test  score  of  the  holder  of  the 
job  but  by  the  demands  of  the  work. 
It  represents  not  the  desired  average, 
but  the  absolute  minimum.  Hence,  in 
many  jobs  two  points — “D”  grade — 
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are  assigned  to  this  factor  even  though 
the  individuals  in  those  jobs  may  be  of 
“C”  or  even  of  “B”  grade  of  ability. 
This  intelligence  estimate  was  supplied 
by  the  investigators  on  a  basis  of  a 
critical  examination  of  the  duties  in¬ 
volved  in  each  job,  and  not  by  the 
managers,  thus  insuring  uniformity  of 
viewpoint  and  the  advantages  of  ex¬ 
tended  practice  in  estimating. 

If  intelligence  tests  and  records  of 
personal  efficiency  (such  as  production 
records,  accuracy  records,  or  ratings) 
are  used,  it  becomes  possible  to  trans¬ 
late  these  grade-letters  into  definite 
test-standards,  and  not  only  to  verify 
the  accuracy  of  these  estimates  for 
various  jobs  but  also  to  use  the  tests 
in  placing  workers  in  positions  for 
which  they  are,  in  this  particular 
respect,  qualified. 

Finally,  it  will  be  evident  that  cer¬ 
tain  of  the  weighted  personal  qualities, 
notably  judgment  and  adaptability, 
and  to  some  extent  initiative,  directing 
ability,  and  perseverance,  bear  such  a 
close  relation  to  general  intelligence 
that  it  really  amounts  to  weighting 
this  factor  rather  heavily.  In  the 
light  of  experiences  with  intelligence 
tests  in  selecting  office  workers  and 
executives  this  would  seem  to  have 
some  justification. 

XV 

Computation  of  the  Grade-Index.  The 
sum  of  the  eleven  weights  constitutes 


the  grade-index  of  the  job,  the  numer¬ 
ical  expression  of  its  relative  impor¬ 
tance.  For  even  in  the  simplest  jobs 
it  can  hardly,  according  to  our  weight 
definitions,  fall  lower  than  5  points; 
it  may  rise  as  high  as  50  or  even 
higher.  The  grade-indexes  of  “enter¬ 
ing”  jobs  ordinarily  range  from  7  to 
11  or  12;  typists  grade  about  11; 
stenographers,  15  to  19;  ordinary 
clerical  jobs  from  12  to  20;  superior 
clerical  jobs  up  to  31  or  higher;  tellers 
and  assistant  tellers  from  24  to  35; 
assistant  managers  from  25  to  40; 
departmental  managers  from  36  or  less 
to  44  or  more. 

If  jobs  of  official  rank  were  graded, 
the  definitions  would  have  to  be 
revised  to  provide  for  still  heavier 
weightings  of  certain  factors.  But  thus 
far  no  official  jobs  have  been  graded, 
since  these  are  positions  the  nature  of 
which  is  determined  largely  by  the 
personality  and  special  knowledge  of 
the  occupant,  and  which  are  therefore 
not  so  readily  measured  in  terms  of  our 
scale.  These  are  by  their  very  nature 
“appraisal”  jobs,  and  the  reasons 
which  make  the  grading  of  the  lower- 
grade  jobs  so  desirable  do  not  apply 
in  equal  degree  to  them. 

The  details  of  the  procedure  in 
putting  the  job  specifications  and 
gradings  into  convenient  form,  using 
them  for  salary  revision  and  other 
purposes,  testing  the  validity  of  the 
scale,  and  adapting  it  to  other  kinds  of 
business,  remain  to  be  considered. 


(The  fourth  article  of  Professor  Kingsbury's  series  will  appear  in  the  June 
number  of  “Administration ,”  and  will  describe  methods  of  arranging 
job  data  for  convenient  practical  use,  and  utilizing  them  for 
employment,  salary  revision  and  other  purposes .) 


A  SURVEY  OF  DELIVERY  OPERATIONS 


V — Establishing  Monthly  Production  Standards 


BY  HAROLD  B.  WESS* 


WHENEVER  the  writer  discusses 
with  others  the  question  of  the 
standardization  of  delivery  operations, 
he  invariably  meets  with  the  following 
objections : 

But  the  territories  are  different. 

But  business  is  not  always  the  same. 

How  do  you  take  care  of  backloading? 
How  about  loading? 

The  driver  has  clerical  work  to  do. 

These  and  countless  other  questions 
are  raised.  What  do  they  represent  in 
the  minds  of  those  objecting?  Anyone 
with  a  scientific  training  recognizes 
these  factors  as  variables,  which  change 
with  different  phases  of  the  same  oper¬ 
ations.  One  of  the  most  difficult  tasks 
is  to  clarify  these  variable  factors  to 
the  uninitiated.  They  seem  to  be  the 
stumbling  blocks  which  give  rise  to 
doubts  as  to  the  possibility  of  develop¬ 
ing  reliable  standards. 

II 

Variable  Factors  Standardized.  In 
the  previous  articles  of  this  series,  the 
writer  has  dealt  with  many  of  those 
variables,  showing  in  each  case  how  to 
measure,  standardize,  and  ultimately 
control  them.  It  was  seen  how  each 
step  of  a  wagon-to-customer  delivery 
varied  with  the  types  of  houses,  with 
the  kind  of  territory,  and  with  the 
nature  of  the  merchandise.  It  was 
discovered,  on  the  other  hand,  that  it 
was  possible  to  measure  and  standard¬ 
ize  each  of  these  motions  under  the 

*  With  R.  H.  Macy  Company,  Inc.,  New  York  City. 


type  of  house,  kind  of  zone,  and  type  of 
package. 

The  next  variable,  the  time  con¬ 
sumed  in  moving  on  the  vehicle,  was 
found  to  change  with  the  density  of  the 
zone.  It  was  seen  how  very  closely 
the  average  moving  time  per  house 
stop  varied  with  the  density  of  the 
zone. 

The  next  important  variable  con¬ 
sidered  was  a  method  and  not  a  motion 
— the  method  of  delivery.  It  was 
found  that  it  was  even  possible  to  ascer¬ 
tain  the  percentage  of  direct,  simul¬ 
taneous,  and  backload  stops  for  each 
zone.  A  variable  seemingly  so  uncon¬ 
trollable  was  found  to  vary  with  sur¬ 
prising  precision  with  the  density  of 
the  zone. 

Other  variables  of  equal  importance 
were  the  amount  of  excess  walking, 
the  amount  of  walking  to  the  first  stop 
on  the.  backload,  from  house  stop  to 
house  stop  on  a  backload,  and  on  the 
return  from  a  backload.  It  was  dis¬ 
covered  that  each  of  these  operations 
and  the  sum  total  of  walking  per  house 
stop  could  be  measured  and  that  it 
showed  a  very  definite  correlation  to 
varying  zone  densities. 

The  reader  will  recall  from  the 
second  article  of  the  series1  that  we 
have  so  far  failed  to  bring  in  the 
standardization  process  several  other 
operations  included  in  a  driver’s  de¬ 
livery  day,  viz.,  the  time  consumed  in 
being  assigned  in  the  morning,  time  of 
traveling  to  and  from  the  route,  load¬ 
ing,  sorting  on  route,  entering  packages 

1  Administration  for  February,  1923. 
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on  records  when  on  the  route,  unload¬ 
ing,  making  returns  and  settling  with 
cashier,  time  for  lunch,  and  time  for 
rest. 

In  order  not  to  break  the  continuity 
of  the  series  we  must  care  for  all  the 
variables  first  and  bring  our  synthesis 
to  a  close  before  proceeding  to  a  con¬ 
sideration  of  the  above  operations, 
which  present  a  problem  of  adminis¬ 
tration.  For  the  present,  however,  the 
reader  must  assume  that  from  the 
measurements  taken  by  the  investi¬ 
gator  on  the  forms  outlined  in  the  first 
article  of  the  series1*  it  has  been  possible 
to  develop  standard  time  for  each  of 
the  above  operations  by  zones. 

Ill 

Monthly  uctuations  of  Business. 
We  are  now  ready  to  consider  the 
variable  due  to  seasonal  fluctuations. 
When  business  is  heavy  in  any  month, 
there  is  an  increase  in  the  number  of 
house  stops  within  the  same  area  and  a 
corresponding  decrease  in  the  moving 
and  walking  time  per  house  stop.  As 
the  amount  of  business  decreases  dur¬ 
ing  different  months  the  number  of 
house  stops  decreases  and  the  time  of 
moving  and  walking  per  house  stop 
increases.  Therefore,  the  possible 
production  will  vary  from  month  to 
month  as  it  is  affected  by  the  moving 
and  walking  time  alone. 

An  increase  of  business  within  a  zone 
may  be  due  to  three  causes : 

1.  An  increase  in  the  number  of  houses 
to  which  deliveries  are  made. 

2.  An  increase  in  the  number  of  cus¬ 
tomers  to  whom  deliveries  are  made. 

3.  An  increase  in  the  number  of  delivered 
packages  per  customer. 

An  increase  in  the  number  of  houses 
will  obviously  affect  the  moving  and 
walking  time.  An  increase  in  the 

5  Administration  for  January,  1923. 


number  of  customers  per  house  stop 
will  mean  that  for  the  same  moving 
time  on  the  vehicle  M,  for  the  same 
walk  to  the  house  A,  and  for  the  same 
walk  back  to  the  wagon  E,  another 
customer  is  covered,  the  only  extra 
time  being  that  which  it  takes  to  locate 
that  additional  customer  in  the  house 
B1,  and  to  deliver  to  that  customer,  C. 
It  is  obvious  that  since  an  increase  in 
the  number  of  customers  per  house 
stop  is  occasioned  by  an  increase  in 
business,  the  driver  should  be  able  to 
deliver  more  in  a  busy  than  in  a  slow 
month. 

With  an  increase  in  the  number  of 
packages  per  customer  it  is  obvious 
that  for  the  same  A,  B,  C,  D,  and  E 
the  driver  delivers  an  additional  pack¬ 
age.  He  spends  no  more  time  in  de¬ 
livering  another  paid  package  to  a 
customer,  but  C  is  slightly  greater  for 
two  C.  O.  D.  packages  than  for  one,  and 
that  additional  time  is  allowed  for. 

It  is  not  necessary  to  make  this 
analysis  to  prove  that  a  driver  can 
deliver  within  the  same  time  more 
packages  and  make  more  house  stops 
in  June  and  December,  for  instance, 
than  in  July  and  August.  That  is 
within  the  experience  of  all.  The 
analysis,  however,  shows  why  the 
variation  in  production  occurs  and 
points  to  the  necessity  of  establishing 
a  different  standard  for  each  month. 

The  observations  in  the  survey  were 
taken  in  July  and  August — both 
months  being  practically  similar  in 
their  seasonal  quality.  It  was,  there¬ 
fore,  necessary  to  use  these  two 
months  as  the  base  from  which  we 
could  either  go  up  or  down  in  our 
standard  scale. 

Accepting  the  principle  of  monthly 
variation,  it  is  necessary  to  go  back  to 
the  records  for  the  past  ten  years  and 
ascertain  for  each  zone  the  monthly 
variation  in  business  by  determining 
the  average  number  of  pieces  delivered 
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•  daily  within  the  zone.  The  July 
figure  is  taken  as  the  base  100  and  the 
index  figure  for  each  of  the  other  eleven 
months  is  arrived  at.  Having  an 
index  figure  for  each  month  for  the 
past  10  years,  it  is  possible  to  arrive 
at  an  average  index  figure  for  each 
month  which  will  represent  the  in¬ 
crease  or  decrease  in  the  business  of 
each  zone  during  the  month  as  com¬ 
pared  with  the  index  month  of  July. 

IV 

Sliding  Scale  for  Adjustment  of 
Monthly  Standards.  At  this  point  a 
word  of  explanation  is  necessary.  As 
will  be  developed  in  a  later  article 
which  will  deal  with  the  whole  question 
of  the  practical  application  of  the 
monthly  standard  of  productiveness  as 
well  as  the  determining  of  the  varying 
bonus  rates  allowed  drivers,  it  is  es¬ 
sential  for  a  driver  to  know  in  advance 
what  to  aim  at.  He  will  work  much 
better  if  he  knows  at  the  beginning 
of  the  month  the  standard  for  that 
month.  In  order  to  develop  such 
monthly  standards  it  is  necessary  to 
anticipate  increases  or  decreases  in 
business.  In  actual  practice  the  ex¬ 
pected  increase  or  decrease  may  not 
occur,  due  to  weather  or  other  unfore¬ 
seen  conditions.  Unless  provision  is 
made  for  such  emergencies,  much  dis¬ 
content  may  be  created  among  the 
drivers. 

Take  the  case  of  a  month  in  which 
business  is  in  the  long  run  high  and  the 
standard  therefore  correspondingly 
high.  If  for  some  reason  business 
should  not  have  measured  up  to  the 
increase  expected  on  the  basis  of  the 
index  developed  from  the  past  10-year 
record,  a  situation  would  exist  in  which 
the  standard  was  too  high  for  the 
month  and  where  the  drivers  failed  to 
receive  a  bonus  which  they  rightfully 
deserved.  For  this  reason  it  is  neces¬ 


sary  to  provide  a  sliding  scale  which 
will  show  by  how  much  the  standard 
for  any  month  within  a  zone  should  be 
reduced  for  each  5  per  cent  reduction 
in  business  under  the  standard  index. 

Having  this  sliding  scale  in  mind,  we 
may  now  proceed  to  ascertain  how  to 
develop  monthly  standards  which  will 
take  business  fluctuations  into  con¬ 
sideration. 

V 

Factors  Affected  by  Variation  in 
Volume  of  Business.  If  business  in  one 
month  is  usually  20  per  cent  higher 
per  working  day  than  that  of  the  index 
month,  we  must  determine  in  what 
proportion  the  following  three  factors 
are  affected  by  that  increase: 

1.  The  number  of  house  stops. 

2.  The  number  of  customers. 

3.  The  number  of  additional  pieces  per 
customer. 

To  what  degree  the  above  three 
factors  will  be  affected  by  an  increase  in 
the  amount  of  business  will  depend 
upon  the  kind  of  zone  and  the  month. 
In  a  zone  with  only  private  houses  it 
stands  to  reason  that  the  increase  in 
business  will  result  in  more  house  stops 
and  more  pieces  per  house  stop,  but 
not  in  more  customers  per  house  stop, 
because  each  house  stop  represents  but 
one  customer.  On  the  other  hand,  in  a 
section  with  large  apartment  houses  an 
increase  will  most  likely  also  result  in 
an  increase  in  the  number  of  customers 
per  house  stop. 

It  is  therefore  necessary  to  analyze 
the  drivers’  sheets  for  typical  days 
within  each  month  for  every  zone  and 
note  what  any  increase  in  pieces  really 
results  in. 

VI 

Determining  Degree  of  Change  in 
Factors.  Before  proceeding  further, 
something  additional  must  be  said 
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with  regard  to  the  method  of  deter¬ 
mining  to  what  degree  an  increase  in 
business  affects  the  increase  in  the 
number  of  house  stops,  number  of 
customers  per  house  stop,  and  the 
number  of  pieces  per  customer  stop. 
The  ideal  method  is  to  analyze  the 
drivers’  sheets  for  each  of  the  12 
months  and  discover  exactly  to  what 
degree  each  of  these  factors  is  affected 
by  a  monthly  increase  or  decrease  in 
business. 

Another  method  is  to  determine  the 
amount  of  increase  in  business  of  each 
month  over  the  index  month  and  dis¬ 
tribute  it  over  the  three  factors  on  a 
basis  which  may  be  determined  by  a 
study  of  one  or  two  months  of  the 
drivers’  sheets. 

Wherever  records  are  available,  how¬ 
ever,  it  is  advisable  to  analyze  the 
actual  drivers’  sheets  so  as  to  deter¬ 
mine  accurately  for  each  month  the 
number  of  customers  per  house  stop, 
the  number  of  pieces  per  customer  stop, 
and  the  percentage  increase  in  the 
number  of  house  stops  of  each  month 
over  the  index  month. 

The  reader  will  recall  that  in  the 
first  article  of  the  series  a  record  was 
made  of  each  house  stop,  of  each  piece, 
and  of  each  customer  covered,  thus 
giving  at  the  end  of  the  day,  the 
number  of  house  stops,  the  number  of 
customers  per  house  stop,  and  the 
number  of  pieces  per  customer.  The 
records  should  be  studied  for  each 
month  so  as  to  determine  this  in¬ 
formation  accurately  for  each  month. 

Having  determined  accurately,  for 
each  month  of  the  year,  the  number  of 
customers  per  house  stop,  and  the 
number  of  pieces  per  customer  stop, 
and  knowing  the  increase  in  total  pieces 
for  a  unit  area  each  month  over  the 
index  month,  we  can  determine  what 
per  cent  increase  in  house  stops  may  be 
expected  for  each  month  over  the  index 
month  so  as  to  allow  for  the  corre¬ 


sponding  fluctuation  in  walking  and 
moving  time. 

If  such  records  are  not  available  it  is 
advisable  to  begin  keeping  them  so 
that  by  the  time  the  survey  is  com¬ 
pleted  in  the  field  and  the  statistical 
staff  is  ready,  they  will  have  such 
records  covering  several  months.  The 
standards  for  each  succeeding  month 
may  be  prepared  as  this  information 
for  house  stops,  customer  stops,  and 
pieces  becomes  available. 

VII 

Moving  Time  as  Affected  by  Increase 
of  House  Stops.  Suppose  the  increase 
in  house  stops  is  10  per  cent.  How  will 
the  average  moving  and  walking  time 
be  affected? 

Represent  D  as  the  total  distance  to 
be  covered  on  the  route,  and  H  as  the 
number  of  house  stops  before  the  in¬ 
crease.  The  distance  between  house 
stops  is,  therefore,  found  by  dividing 
the  total  area  to  be  covered  on  the 
route  by  the  number  of  house  stops 
covered,  or  D/H. 

Since  the  number  of  house  stops,  or 
H,  for  this  month  has  increased  10 
per  cent,  the  new  distance  between 
house  stops  is  the  same  distance  of  the 
route  divided  by  the  new  number  of 
house  stops,  which  is  1  1/10  times  the 
old  number  of  house  stops  (1.1  X  H). 

The  new  distance  between  house 
stops  may  therefore  be  represented  as 
D 

1.1  x  H 

This  new  distance  between  house 
stops  divided  by  the  old  distance  D/H 
.  D/1.1  X  H  H  10 

s  D/H  1.1  X  H  11  H 

which  shows  that  an  increase  of  10  per 
cent  in  house  stops  will  reduce  the  dis¬ 
tance  between  house  stops  by  1/11. 

An  increase  of  20  per  cent  in  the 
number  of  house  stops  will  mean  a 
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decrease  of  1  /6  in  the  distance  between 
house  stops,  or  what  corresponds  to  a 
decrease  of  1/6  in  the  moving  time  be¬ 
tween  house  stops. 

To  summarize,  therefore,  we  may 
use  this  general  formula.  Assuming 
an  increase  of  X  per  cent  in  the  house 
stops,  then  the  decrease  in  time  be¬ 
tween  house  stops  will  be  — — —  • 

100  “H  X 

If  X  =  10  per  cent  then  we  have 

— — - or  or  1/11,  as  the  de- 

100  +  10  110 

crease  in  moving  time  between  house 
stops. 

VIII 

A  Synthesis  of  Delivery  Operations. 
Having  determined  the  standard  for 
each  motion  under  its  respective  vari¬ 
able  conditions,  we  are  now  prepared  to 
synthesize  the  various  steps  which 
compose  a  delivery  day. 

Before  we  can  find  the  number  of 
house  stops  to  be  covered  within  each 
zone  per  working  day,  we  must  de¬ 
termine  the  average  time  consumed  per 
house  stop — charging  to  the  average 
house  stop  the  moving  time,  the  walk¬ 
ing  time,  the  sorting  time,  the  loading 
time,  the  tallying  time,  the  entering 
time,  the  time  for  turning  in  money, 
and  the  time  for  all  other  miscellaneous 
and  necessary  operations. 

If  we  turn  to  Figure  1  we  may  see 
how  the  synthesis  begun  in  the  March 
article  of  this  series  is  now  continued 
so  as  to  allow  for  monthly  variation. 
It  will  be  recalled  that  in  the  March 
article  the  variation  in  house  stops, 
whether  C.  O.  D.  or  paid  pieces,  as  well 
as  in  zones  was  taken  into  consider¬ 
ation.  The  net  delivery  time  per  house 
stop  (wagon  to  customer  delivery)  was 
secured  for  each  zone,  the  house  stop 
within  the  zone  representing  an  aver¬ 
age  house  stop,  the  average  piece  repre¬ 
senting  60  per  cent  C.  O.  D.  and  40 
per  cent  paid. 


In  the  table  we  must  follow  each 
operation  and  see  how  the  time  varies 
for  three  typical  months  when  com¬ 
pared  with  the  index  month  in  which 
the  observations  were  recorded. 

Operations  A,  B,  D  and  E  do  not 
vary  monthly  so  that  the  standard 
time  employed  in  the  synthesis  for 
each  month  is  the  same.  B1,  repre¬ 
senting  the  time  it  takes  to  go  from 
one  customer  to  another,  must  of 
necessity  vary  monthly.  During  a 
month  when  there  are  more  customers 
per  house  stop,  there  will  be  that  many 
more  Bl’s,  which  time  we  must  credit 
to  the  time  consumed  per  average 
house  stop.  The  standard  Bl  must 
therefore  be  increased  by  the  increase 
in  the  number  of  customers  per  house 
stop  as  shown  in  Figure  1. 

C  is  the  time  it  takes  to  make  a 
delivery  within  the  customer’s  home. 
The  time  consumed  in  making  de¬ 
liveries  in  customers’  homes  within  the 
average  house  stop  will  depend  on  the 
number  of  customers  per  average 
house  stop  within  the  zone  for  the 
particular  month.  We  must,  there¬ 
fore,  increase  C  in  the  same  way,  allow¬ 
ing  for  the  monthly  variation  in  the 
number  of  customers  per  average  house 
stop. 

The  moving  time  per  house  stop  will 
decrease  with  the  monthly  increase 
in  the  number  of  house  stops  for  the 
same  area,  and  vice  versa.  The  moving 
time  must  therefore  be  changed  for 
each  month  in  accordance  with  the 
formula  explained  previously  in  this 
article. 

The  time  to  be  charged  to  the  aver¬ 
age  house  stop  within  the  zone  for  all 
the  other  miscellaneous  operations  will 
depend  on  the  seasonal  fluctuation  in 
the  number  of  pieces  per  house  stop. 
If  there  are  3  pieces  per  house  stop  in 
one  month  instead  of  one,  and  the 
average  loading  time  per  piece  is  0.3 
minutes,  it  stands  to  reason  the  house 
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stop  in  this  particular  month  will  cost 
the  driver  0.9  minutes  instead  of  0.3 
minutes.  The  other  miscellaneous 
operations  affect  the  time  spent  for 
the  average  house  stop  in  the  same 
manner. 

This  is  the  manner  in  which  the 
synthesis  must  be  made  for  each  month 
within  every  zone.  Hereafter,  there¬ 
fore,  we  shall  only  consider  the  index 


IX 

Helper’s  Excess  Walking  Time.  In 
Figure  1  is  considered  the  average  time 
per  house  stop  for  direct  deliveries 
where  the  driver  delivers  alone — 
driving  to  each  stop.  When  the 
driver  has  a  helper,  however,  the 
helper  makes,  in  addition  to  a  certain 
amount  of  direct  deliveries,  also  a 
definite  number  of  simultaneous  and 


Operation 


A. 

B. 

D. 

E. 
B1 


C 


Moving 
Time,  Walk¬ 
ing  Time. . .  . 


Sorting, 
Loading, 
Tallying, 
Entering, 
C.  O.  D.'s, 
Checking, 
Turning  in 
Money,  etc. . 


Time  for 

Operations 
Uncor¬ 
rected  for 
Monthly 
Variation 
(Min.) 


Variation 
Affecting 
Time  of 
Operation 
Per  House 
Stop 


Total  Time 
Per  House 
Stop  .... 


0.13 

0.65 

0.35 

0.15 

1.84 


1.27 


1.76  (in  index 
month) 


0.54 


None 


No.  Custom¬ 
ers  Per 
House  Stop 


No.  Custom¬ 
ers  Per 
House  Stop 


No.  of  House 
Stops  Per 
Unit  Area 


No.  of  Pieces 
Per  House 
Stop. 


Method  of 
Ascertain¬ 
ing  Time  of 
Operation 
Per  House 
Stop 

Time  of  Operation 

Index 

Month 

(Min.) 

First 

Month 

(Min.) 

Second 

Month 

(Min.) 

Third 

Month 

(Min.) 

0.13 

0.13 

0.13 

0.13 

0.65 

0.65 

0.65 

0.65 

0.35 

0.35 

0.35 

0.35 

0.15 

0.15 

0.15 

0.15 

1.84  X  Cus- 

0.24 

0.18 

0.40 

0.50 

tomers  Per 

House  Stop 

in  Excess  of 

One. 

(1.84  X  0.13) 

(1.84  X  0.10) 

(1.84  X  0.22) 

(1.84  X  0.27) 

1.27  X  Cus- 

1.44 

1.40 

1.55 

1.61 

tomers  Per 

House  Stop 

(1.27  X  1.13) 

(1.27  X  1.10) 

(1.27  X  1.22) 

(1.27  X  1.27) 

1.76  X  100 

1.76 

1.79 

1.64 

1.53 

New  Index  of 

1.76  X  100 

1.76  X  100 

1.76  X  100 

No.  of 

98.5 

107.6 

115 

House  Stops 

0.54  X  No. 

Pieces  Per 

0.75 

0.69 

0.86 

0.91 

House  Stop 

(0.54  X  1.39) 

(0.54  X  1.28) 

(0.54  X  1.60) 

(0.54  X  1.68) 

5.47 

5.34 

5.73 

5.83 

Figure  1.  Synthesis  of  Delivery  Operations  for  a  Driver’s  Direct  House  Stop, 
Taking  Into  Consideration  Seasonal  or  Monthly  Variations  in  Volume 
of  Business  Affecting  Each  Operation 


month  in  our  discussion,  assuming  that 
the  reader  understands  that  the  results 
of  the  index  month  must  be  further 
corrected  for  monthly  changes  in  the 
manner  outlined  in  Figure  1. 


backload  deliveries.  The  helper’s  aver¬ 
age  house  stop,  therefore,  costs  him  a 
definite  amount  of  excess  walking  time 
which  must  be  allowed  him.  This 
excess  walking  time  per  house  stop 
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fluctuates  monthly  in  a  similar  manner 
and  for  the  same  reason  as  the  moving 
time.  This  excess  walking  time  is 
corrected  for  monthly  variation  by  the 
same  formula  as  the  moving  time  per 
house  stop.  In  making,  therefore,  a 
synthesis  of  delivery  stops  with  the 
purpose  of  arriving  at  the  average  time 
consumed  per  house  stop  for  the  helper, 
it  is  necessary  to  allow  for  this  excess 


walking  time  as  well  as  to  modify  the 
time  allowed  him  each  month  due  to 
the  increase  or  decrease  in  the  index 
number  of  house  stops. 

X 

Index  Month  Standard.  Having  in 
mind  the  records  to  be  maintained 
monthly  which  will  help  the  statis- 


Time  Per  House  Stop  (Minutes) 

Operation 

Driver  Alone 

Driver  and  Helper  Working 
Co-operatively 

Helper 

Driver 

Helper 

Net  Delivery . 

2.78 

2.78 

2.78 

Moving  Time . 

0.61 

0.61 

0.21 

Excess  Walking  Time  Ex.  A,  Ex.  E,  A,  A',  E. 

0.90 

0.16 

0.16 

Loading . 

0.70 

0.35 

0.35 

0.17 

0.17 

Tallying,  Checking,  Returns,  Turning  in 

Money,  etc . 

0.22 

0.22 

0.22 

Total  Time  Per  House  Stop . 

4.64  min. 

4.29  min. 

4.46  min. 

Working  Day . 

10  hours 

50  min. 

1  hr. 

30  min. 

10  hours 

50  min. 

1  hr. 

30  min. 

10  hours 

50  min. 

1  hr. 

30  min. 

Time  to  Go  To  and  From  Route . 

Lunch . 

Rest . 

Total  Time  To  Be  Deducted  From  10- 
Hour  Day . 

2  hr.  20  min. 

2  hr.  20  min. 

2  hr.  20  min. 

Amount  of  Time  Left  From  Ten-Hr 

Day,  for  House  Stop  Delivery . 

Deduction  From  Driver’s  Time  While 
Working  With  Helper  (See  Figure  3) 
Time  Left  for  Driver’s  Own  Deliveries 
No.  House  Stops  Covered  by  Each 
Time  for  House  Stop  Delivery 


Time  per  House  Stop 
Driver  and  Helper  Working  Together. 


7  hr.  40  min. 


100 

460 

4.64 


7  hr.  40  min, 
1  hr.  45  min 


5  hr.  55  min 
83 
355 

4.29 


7  hr.  40  min. 


103 
460 

4.46 
83  +  103  =  186 


Figure  2.  A  Synthesis  of  All  Delivery  Operations  for  a  Driver  Working  Alone  and 
for  Both  Driver  and  Helper  Working  Together — Assuming  That  Helper  Covers 
All  Miscellaneous  and  Backload  Stops  and  Driver  of  Necessity  Waits  on 
Wagon  When  Helper  Delivers  His  Direct  Stops 
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tician  compiling  the  results  of  the 
survey  to  know  exactly  the  number  of 
customers  per  house  stop  and  the 
number  of  pieces  per  customer  stop 
monthly,  as  well  as  the  percentage  in¬ 
crease  in  house  stops  for  each  month 


It  will  be  noted  that  the  helper  has 
0.90  minutes  of  excess  walking  time 
for  each  of  his  house  stops  in  addition 
to  the  moving  time,  because  the  helper 
has  to  do  all  the  walking  involved  in 
backload  deliveries.  While  all  the 


Operation 

Time  Per 
House  Stop 
Min. 

No.  OF 
House  Stops 

Time  Lost 
Min. 

Entering  Helper’s  C.  O.  D.’s . 

0.17 

61 

10.4 

Sorting . 

0.16 

103 

16.5 

Moving  Time  Direct  Stops . 

0.61 

21 

12.8 

Moving  Time  to  First  Stops  on  Backload . 

0.45 

16 

7.2 

Driver’s  Waiting  Time  While  Helper  Delivers 

to  His  Direct  House  Stops . 

2.78 

21 

58.4 

Total  Time  Lost . 

105.3 

Figure  3.  Time  Driver  Loses  From  the  7  Hr.  40  Min.  in  Working  with  Helper 


over  the  index  month;  and  having 
established  the  principle  that  the 
standard  built  for  each  month  must 
allow  for  the  monthly  fluctuations  as 
illustrated  in  Figure  1,  we  may  now 
return  to  a  further  study  of  the  stand¬ 
ard  for  the  index  month. 

We  must  now  turn  to  Figures  2,  3 
and  4,  and  study  the  final  synthesis 
which  will  give  the  actual  number  of 
house  stops  that  should  be  delivered  in 
a  10-hour  day: 

1.  By  the  driver  working  without  any 

helper  (1st  column). 

2.  By  the  driver  and  helper  working  to¬ 

gether — the  helper  presumably  cover¬ 
ing  all  indirect  stops  in  addition  to  a 
certain  amount  of  direct  stops. 

(a)  By  the  driver — giving  the  number 
of  house  stops  covered  by  the 
driver  when  he  works  with  a 
helper  as  in  Figure  3  (second 
column). 

( b )  By  the  helper — giving  the  number 
of  house  stops  covered  by  the 
helper  when  he  works  with  the 
driver  as  in  Figure  4  (third 
column). 


figures  presented  in  this  article  have 
been  modified  so  as  not  to  give  the 
actual  figures  of  the  survey  on  which 
this  discussion  is  based,  they  are  never¬ 
theless  representative  figures. 


Kind  of  Stop 

Per  Cent 
of  Total 
Stops 

No.  OF 
Stops 

Direct  Stops . 

20 

21 

Backload  Stops . 

70 

72 

Simultaneous  Stops . . 

10 

10 

Total . 

100 

103 

Average  number  stops  per  backload .  . .  4.5 

Number  backload  stops .  72 

72 

Number  first  stops  on  back  loads. .  —  =  16 

4.5 


Figure  4.  Analysis  of  Helper’s  103  House 
Stops  Per  Standard  Day 

The  zone  for  which  the  synthesis  in 
F igures  2 , 3  and  4  is  shown  is  a  very  dense 
zone,  and  hence  the  0.90  of  a  minute 
excess  walking  time  per  house  stop. 
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Figure  5.  Comparison  of  Standard  with  Actual  Delivery  Day  for 
Driver  and  Helper 
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In  a  sparse  zone  this  time  increases. 
It  will  be  noted  that  the  helper  has  only 
0.21  minutes  moving  on  the  vehicle 
per  each  of  his  house  stops.  That  is 
due  to  the  fact  that  this  is  a  dense  zone 
with  only  20  per  cent  direct  stops,  70 
per  cent  backload  stops,  and  10  per 
cent  simultaneous  house  stops  as  will 
be  noted  in  Figure  4. 

When  the  driver  and  helper  work 
together  they  spend  only  0.30  minutes 
loading  per  piece  as  against  0.60  when 
the  driver  loads  alone. 

After  allowing  2  hours  and  20 
minutes  for  lunch,  going  to  and  from 
route,  and  for  rest,  there  are  7  hours 
and  40  minutes  left  for  actual  work. 
Knowing  the  time  consumed  per  house 
stop  for  all  the  operations,  we  divide 
this  into  7  hours  and  40  minutes  and 
find  : 

1.  What  the  driver  should  deliver  when 
working  alone,  viz.,  100  house  stops. 

2.  What  the  helper  should  deliver  when 
working  with  the  driver,  the  latter  cover¬ 
ing  only  direct  stops,  viz.,  103  house  stops. 

Before  we  can  determine  what  the 
driver  should  deliver  when  working 
with  a  helper,  we  must  remember  that 
actually  he  does  not  have  7  hours,  40 
minutes  for  deliveries,  as  in  the  case 
when  he  is  working  alone.  With  the 
helper  he  loses  another  1  hour  and  55 
minutes.  How  he  loses  this  time  is 
analyzed  in  Figure  3. 

For  each  of  the  helper’s  103  house 
stops  he  must  enter  60  per  cent  of  these 
on  the  C.  O.  D.  record,  he  must  sort 
these  on  the  route  in  addition  to  his 
own ;  he  must  drive  the  helper  to  each 
of  his  direct  stops,  and  since  the  direct 
stops  in  this  zone  amount  to  20  per 
cent,  he  must  drive  the  helper  to  21 
stops  and  lose  that  much  time;  he 
must  drive  the  helper  to  each  first 
stop  on  the  backload,  and  since  there 
are  4.5  stops  on  a  backload  and  72 


backload  stops,  there  are  16  first  stops 
on  a  backload;  and  finally  he  must 
actually  wait  in  the  case  of  each  direct 
stop  made  by  the  helper  while  the  latter 
is  making  the  delivery.  It  must  be 
remembered  that  when  the  helper  is 
making  a  direct  delivery  the  driver 
must  sit  on  the  wagon  and  wait  for  the 
helper. 

In  this  way  the  driver  loses  1  hour 
and  45  minutes.  In  a  sparser  zone, 
where,  for  example,  80  per  cent  of  the 
stops  must  of  necessity  be  made  direct 
from  the  wagon  to  the  house,  the  driver 
will  lose  four  times  this  amount,  or  7 
hours.  It,  therefore,  follows,  that  in 
such  sparse  zones  the  driver  will  not 
do  any  work  and  that  a  driver  and  a 
helper  together  will  accomplish  no 
more  than  the  driver  alone. 

XI 

Standard  Compared  with  Actual  De¬ 
livery  Day.  If  the  individual  motions 
as  delivered  by  the  assignment  of  a 
standard  time  for  each  are  brought  to¬ 
gether  and  a  delivery  day  is  recon¬ 
structed  from  them,  how  does  the 
standard  delivery  day  compare  with 
the  delivery  day  as  the  investigators 
found  it  in  the  survey  actually  made 
and  as  it  was  described  graphically  in 
the  second  article  of  this  series? 

A  graphic  picture  of  the  driver’s  day, 
as  it  actually  occurred  and  as  it  was 
recorded  and  time-studied  by  the  in¬ 
vestigators,  is  analyzed  in  Figure  5  on 
bar  “A”  for  the  driver  and  bar  “a”  for 
the  helper.  Bar  B  has  been  built  up 
from  the  standards  developed  for  each 
operation  and  it  represents  a  driver’s 
day  as  it  should  be  on  the  basis  of  the 
standards  developed.  Section  I  of 
bars  B,  C  and  c  is  for  a  sparse  zone  and 
II  for  a  dense  zone.  B  represents  a 
day’s  work  when  the  driver  is  deliver¬ 
ing  without  a  helper.  C  and  c  repre¬ 
sent  an  analysis  of  a  driver’s  day  when 
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the  driver  and  helper  work  together — 
each  doing  his  share  of  deliveries  on 
the  basis  of  the  standards  developed 
for  backloading,  simultaneous,  and 
direct  deliveries. 

One  outstanding  point  in  the  figure 
is  the  increase  in  the  actual  delivery 
time.  If  we  study  bar  C  for  the  driver 
we  note  that  the  wasted  time  (used  up 
for  the  helper)  is  far  greater  in  a  sparse 
zone,  as  in  Section  I,  than  in  a  dense 
zone,  as  in  Section  II.  This  is  also  true 
about  the  moving  time  in  a  sparse  zone. 


In  bar  C  it  will  be  noted  that  the 
helper  is  expected  to  deliver  and  that 
he  is  not  burdened  with  sorting  or 
entering  time. 

When  the  driver  works  alone  as  in 
bar  B,  it  will  be  noted  that  he  has  little 
wasted  time,  and  that  he  has  more 
actual  delivery  time  than  in  the  case 
where  he  works  with  the  helper  as  in 
bar  C. 

This  is  another  test  as  to  the  accu¬ 
racy  of  the  standards  for  each  oper¬ 
ation  as  well  as  of  the  standard  day. 


( The  next  article  of  the  series  will  appear  in  the  June  number  of  “  Administration ” 
and  will  discuss  the  practical  application  of  the  monthly  production  standard 
irt  determining  the  size  of  the  bonuses  earned  by  the  drivers .) 


SUCCESSFUL  SELLING 


BY  THOMAS  W.  BERGER* 


IN  the  last  three  years  the  gross  busi¬ 
ness  of  the  Philadelphia  Electric 
Company’s  appliance  sales  depart¬ 
ment  has  increased  sixfold.  It  went 
up  the  first  year  from  $200,000  to 
$500,000,  In  the  year  just  ended  we 
aimed  at  one  million  dollars  and  pro¬ 
duced  a  business  of  one-and-one- 
quarter  million  dollars.  The  depart¬ 
ment  has  been  paying  all  its  own  ex¬ 
penses,  including  service  and  overhead, 
and  has  netted  a  profit  besides. 

There  is  nothing  extraordinary  in 
these  figures  for  any  business  catering 
to  an  unlimited  market,  with  normal 
conditions  of  competition  and  return. 
But  our  policy  is  to  limit  the  field 
definitely  to  our  own  consumers  of 
current,  and  hence  the  figures  take  on 
greater  importance.  However,  re¬ 
stricted  as  the  field  is,  the  merchan¬ 
dizing  methods  used  within  it  to  over¬ 
come  obstacles  such  as  unregulated 
competition  and  others  considered 
peculiar  to  the  trade,  may  be  applied 
anywhere.  Multiplied  in  the  appli¬ 
cation  by  the  number  of  strictly  local 
markets  to  which  any  national  con¬ 
cern  is  catering,  they  point  the  way  to 
promising  fields  of  new  business. 

About  two  years  ago  we  determined 
to  test  certain  axioms  of  the  trade — 
they  might  almost  be  called  super¬ 
stitions.  Chief  among  these  was  the 
conviction  among  electrical  appliance 
men  that  the  electric  light  and  power 
companies  must  pay  overhead  and 
service  charges  for  tneir  appliance 
sales  business  out  of  revenues  ob¬ 
tained  from  consumption  of  light  and 
power.  The  theory  was  and  still  is 

*  Manager,  Appliance  Sales  Department,  Philadelphia 
Eleotrio  Company. 


prevalent  to  a  great  extent  that  the 
central  station  cannot  hope  to  make  a 
profit  except  through  the  increase  of 
that  revenue  consequent  upon  the  in¬ 
creased  use  of  appliances. 

On  the  other  hand,  it  may  be  thought 
that  as  a  seller  of  electrical  appliances 
the  central  station  starts  with  certain 
advantages,  such  as  a  relatively  un¬ 
limited  capital  and  access  to  all  con¬ 
sumers  of  current.  But  these  are  to 
a  great  extent  overcome  by  certain 
disadvantages.  For  instance,  there 
are  163  makers  of  electric  washing 
machines  now  operating  in  the  United 
States.  No  single  retailer,  therefore, 
can  expect  to  monopolize  the  entire 
city  market.  Since  the  business  of  the 
electric  company  is  primarily  to  fur¬ 
nish  current  for  power  and  light,  it 
must  encourage  all  distributors  of 
appliances.  In  doing  this  we  go  to  the 
extent  of  publishing  in  our  quarterly 
house  organ,  which  goes  to  consumers, 
announcements  of  the  opening  of  new 
electric  appliance  stores.  But  while 
we  cannot  expect  and  do  not  attempt 
to  control  the  market,  we  must  carry 
the  brunt  of  the  service  burden.  In 
other  words,  our  proportion  of  the 
total  business  done  in  the  market, 
secured  though  it  is  on  a  competitive 
basis,  must  eventually  pay  for  this 
service  for  all  the  business,  both  our 
own  and  our  competitors’. 

II 

Making  the  Department  Self-Sus¬ 
taining.  As  a  general  proposition  the 
only  way  to  accomplish  this  is  by  in¬ 
creasing  our  share  of  this  total  business 
as  far  as  we  consistently  can  and  by 
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increasing  efficiency  and  eliminating 
waste.  In  this  connection  our  experi¬ 
ence  has  demonstrated  again  what 
business  men  are  forever  learning  and 
as  quickly  forgetting — that  it  is  not 
good  business  to  take  too  many  things 
for  granted.  We  found  profits  in 
fields  where  tradition  had  it  that  the 
central  station  could  not  compete. 
Doubtless  there  was  reason  for  the  no¬ 
profit  theory  in  our  line  five  or  ten 
years  ago,  when  it  was  almost  neces¬ 
sary  to  give  away  bulbs  and  appliances 
in  order  to  introduce  the  use  of  elec¬ 
tricity.  But  conditions  have  changed 
since  then,  as  they  are  constantly 
changing  in  all  active  lines  of  business. 

Against  the  weight  of  habit  and 
tradition  our  corporation  placed  the 
economic  doctrine  that  profits  are  the 
test  by  which  a  business  should  prove 
its  right  to  exist.  So  we  threw  aside 
all  theories  and  went  after  the  orders 
along  approved  merchandizing  lines. 
The  outcome  has  been  that  the  de¬ 
partment  is  now  paying  a  profit  of  10 
per  cent,  credit  for  none  of  which  is 
due  to  the  growth  of  current-consum¬ 
ing  revenues.  On  the  contrary,  the 
appliance-selling  department  has  given 
the  central  station  new  daylight  busi¬ 
ness  which  a  few  years  ago  it  never 
expected  to  get,  and  which  has  made 
possible  a  nearer  approach  to  a 
“straight  line”  use  of  station  capacity. 
This  has  been  the  experience  of  other 
electric  companies  as  well. 

Generally  speaking,  before  the  adop¬ 
tion  of  the  new  merchandising  policy, 
our  sales  effort  had  been  scattered  over 
the  whole  field  of  appliances.  We  now 
decided  to  concentrate  on  certain 
leaders  and  by  this  new  plan  we  in¬ 
creased  turnover  not  only  in  these 
leading  lines,  but  in  the  small  appli¬ 
ances  as  well.  To  accomplish  this  we 
found  it  necessary  to  make  certain 
changes  in  our  buying,  selling,  and 
advertising  methods.  In  explaining 


what  these  changes  were,  we  may  omit 
discussion  of  the  conditions  peculiar 
to  the  electrical  appliance  field — and 
in  fact  to  some  extent  peculiar  to  all 
specialty  lines  in  which  there  has  not 
been  time  enough  for  the  develop¬ 
ment  of  standardized  practices — which 
we  had  to  overcome  before  we  could 
begin  to  get  results,  and  proceed  to 
show  that  it  is  possible  to  get  business 
in  any  line  by  going  after  it. 

Ill 

The  Importance  of  Right  Buying. 
Sales  effort — the  production  of  orders 
— is  and  should  be  the  aim  of  the 
appliance  department  of  an  electric 
company,  as  is  true  of  any  independent 
business.  But  in  our  analysis  of  the 
reasons  why  the  department  had  never 
previously  paid  a  profit  we  were  forced 
inevitably  to  the  conclusion  that  we 
must  give  more  attention  to  buying 
before  we  could  begin  to  expect  results 
from  the  sales  organization. 

It  is  not  clear  why  in  the  discussions 
of  business  problems  selling  is  stressed 
so  at  the  expense  of  buying.  This 
latter  is  specifically  a  matter  of 
knowledge  and  it  would  seem  much 
easier  to  give  a  man  the  knowledge — 
to  train  him  how  to  buy  rather  than 
to  train  him  how  to  sell,  assuming  that 
he  is  of  average  intelligence  and  in¬ 
different  as  to  whether  he  does  the 
one  or  the  other.  The  buyer  is  the 
sower  of  sales.  It  is  not  what  one  gets 
for  the  product  that  determines  suc¬ 
cess  or  failure,  but  the  difference  be¬ 
tween  what  he  gets  and  what  he  pays, 
minus  what  it  costs  to  buy,  sell,  and 
do  business  generally. 

It  has  been  my  observation  that 
bad  buying  is  the  greatest  single  cause 
of  failures  among  retailers.  This  is 
fundamental.  Often  a  manufacturer  or 
wholesaler  bears  as  much  responsi¬ 
bility  for  bad  buying  on  the  part  of  the 
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retailer  as  the  retailer  himself — some¬ 
times  more.  To  buy  right  the  latter 
ought  to  know  general  conditions  in 
the  trade,  also  values,  costs  of  pro¬ 
duction,  comparative  character  and 
quality  of  the  goods,  freight  rates,  the 
cost  of  money  and  other  items  equally 
as  obvious.  He  ought  to  know  as 
much  about  his  seller  as  the  seller 
knows  about  him.  But  in  the  very 
nature  of  things  he  cannot  get  this 
knowledge,  as  a  rule,  except  by  long 
experience. 

In  our  own  case  purchasing  at  the 
outset  was  in  the  hands  of  the  regular 
purchasing  department  of  the  central 
station  which  had  an  intimate  knowl¬ 
edge  of  material,  equipment,  and 
supplies  used  by  the  central  station, 
but  only  a  general  idea  of  conditions 
in  the  appliance  field.  However,  we 
had  determined  on  a  campaign  to  sell 
a  thousand  vacuum  cleaners,  and  the 
manufacturer’s  quotation  was  $30.50 
each.  This  seemed  high  and  the 
writer  decided  to  take  the  matter  in 
hand  himself.  In  a  15-minute  talk 
with  the  manufacturer’s  representative 
he  was  able  to  reduce  this  price  to 
$24.25  through  advertising  and  other 
allowances,  because  he  happened  to  be 
familiar  with  the  appliance  business. 
A  considerable  saving  was  thus  effected 
by  giving  a  little  special  attention  to 
the  buying. 

It  is  not  to  be  understood  that  a 
complete  separation  of  the  functions 
of  buying  and  selling  should  be  at¬ 
tempted.  They  are  necessarily  inter¬ 
locking.  Exact  knowledge  will  never 
make  a  salesman,  and,  by  itself,  will 
make  only  an  indifferent  buyer.  The 
good  buyer  ought  also  to  be  a  good 
salesman.  He  cannot  get  concessions 
merely  by  bringing  out  a  mass  of 
figures,  or  by  refusing  to  do  business  at 
a  stated  price.  He  must  be  prepared 
to  sell  his  reasons  for  a  lower  price  to 
the  seller.  The  more  selling  points  he 


can  drive  home,  as  a  rule,  the  lower 
the  price  he  will  get. 

IV 

The  Matter  of  Service.  Every  mer¬ 
chant  with  any  business  to  speak  of  can 
get  concessions  in  purchasing  in  the 
non-standardized  and  highly  com-  j 
petitive  lines  if  he  knows  how  to  go 
after  them.  But  he  must  be  wary 
about  what  he  gets,  for  cash  is  only 
one  consideration.  Some  of  the  central 
stations  make  an  apparent  saving  by 
leaving  the  performance  of  service  to 
the  manufacturer.  This  means  that 
the  latter  delivers  and  demonstrates  the 
cleaning  or  washing  machine  to  the 
customer  after  the  appliance  dealer 
has  taken  the  order.  But  in  making 
the  demonstration  the  manufacturer’s 
agent  may  sell  an  electric  iron,  a 
toaster,  or  some  additional  appliance, 
whereas  the  dealer  should  have  that 
sale,  too. 

In  our  own  organization  we  tried, 
in  buying,  to  take  every  legitimate 
advantage  of  market  and  competitive 
conditions.  Manifestly,  immediate 
profits  are  but  one  consideration.  The 
manufacturer  as  a  rule  agrees  to  keep 
the  larger  appliances  in  order  for  a 
specific  period,  generally  one  year. 
But  even  when  he  maintains  an  agency 
some  of  the  adjustment  work  during 
that  period,  and  all  of  it  later,  falls  on 
the  central  station,  for  the  owner  is 
using  our  current.  We  cannot  prevent 
the  distribution  of  cheap  appliances 
which  are  forever  getting  out  of  order, 
and  which  will  be  a  burden  to  us  later; 
but  in  our  own  department  we  must 
encourage  the  use  of  good  ones,  by 
buying  nothing  else.  And  as  has  been 
said,  we  must  maintain  established 
prices. 

But,  of  course,  no  matter  how  well 
the  buying  is  done,  the  display  room 
with  its  fine  stock  of  appliances  is 
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nothing  more  than  a  museum  if  the 
organization  does  not  succeed  in  mak¬ 
ing  sales.  Advertising  is  the  first  step 
toward  the  sale,  and  experience  has 
led  us  to  make  certain  changes  in  the 
form  of  our  advertisements.  We  sell 
a  proposition  rather  than  an  appliance. 
As  already  stated,  we  must  try  to  get 
the  best  appliances,  in  order  to  keep 
them  operating  at  a  minimum  of  ex¬ 
pense,  for  they  must  be  kept  in  order 
so  that  they  may  consume  current.  In 
former  years  our  advertising  was 
of  a  type  that  would  sell  any  maker’s 
appliance,  if  it  had  any  selling  appeal 
at  all.  We  changed  primarily  because 
we  doubted  the  existence  of  any  selling 
power  in  such  advertising  and  from 
that  it  was  but  a  natural  step  to 
advertisements  designed  to  sell  only 
our  own  merchandise. 

V 

Terms  vs.  Price.  Washing  machines 
and  vacuum  cleaners,  which  represent 
a  large  part  of  the  total  business  in  an 
appliance  shop,  are  not  bought  by 
people  of  means.  The  housewife  who 
has  servants  does  not  think  of  labor- 
saving  devices,  as  a  rule.  About  90 
per  cent  of  our  American  housewives 
do  not  have  servants,  and  it  is  this 
great  “middle  class”  which  we  must 
reach.  The  larger  appliances  repre¬ 
sent  a  large  amount  of  expensive 
material  and  highly  skilled  workman¬ 
ship.  Prices  therefore  are  too  high 
for  cash  sales  and  the  business  is 
fundamentally  an  instalment  one.  And 
in  the  instalment  business  I  am  con¬ 
vinced  that  terms  are  more  important 
than  price. 

Accordingly  we  advertise— “  Five 
dollars  will  put  a  cleaner  or  a  washer  in 
your  home.”  We  never  fail  to  get 
results.  In  our  experience  the  first 
payment  is  what  makes  the  sale.  We 
are  not,  however,  taking  this  for 


granted.  Sales  have  been  conducted 
with  a  higher  initial  payment,  and  we 
have  found  that  a  campaign  of  adver¬ 
tising  is  almost  thrown  away  when  it  is 
based  on  a  first  payment  of  fairly  high 
amount,  say,  $25.  Volume  of  sales  in¬ 
creases  in  a  nearly  exact  ratio  to  the 
decrease  in  the  cash  required  to  con¬ 
summate  a  sale.  I  have  had  quite  a 
few  years  of  experience  with  instal¬ 
ment  buyers,  and  I  do  not  believe  that 
the  average  man  or  woman  buying  a 
piano  or  a  washing  machine  on  time, 
can  tell  you  without  stopping  to  think, 
the  final  total  price.  But  he  or  she 
will  remember  instantly  the  amount  of 
each  monthly  payment. 

VI 

Instalment  Sale — the  Initial  Pay¬ 
ment.  The  well-known  objection  to  a 
small  initial  payment  is  based  on  a 
bad  business  principle,  no  matter 
whether  the  product  is  a  household 
appliance,  real  estate,  or  anything  else. 
Manufacturers  forced  by  the  nature  of 
their  market  and  the  level  of  prices 
to  finance  sales,  hold  that  the  size  of 
this  first  cash  payment  shows  good 
faith.  This  is  wrong.  That  attitude 
shows  that  they  are  in  reality  afraid  of 
every  sale  they  make — that  every  time 
they  make  an  instalment  sale  they 
assume  that  the  machine  will  be  re¬ 
turned  in  a  month,  showing  perhaps 
marks  of  use. 

Now  if  the  article  we  are  selling  is 
no  better,  and  the  people  to  whom  we 
are  selling  are  no  more  to  be  trusted 
than  this,  we  ought  to  go  out  of  busi¬ 
ness  or  else  rate  our  business  as  extra- 
hazardous  and  conduct  it  accordingly. 
Few  merchants  insist  on  down  pay¬ 
ments  in  opening  new  charge  accounts. 
The  investigation  of  the  applicant  is 
generally  far  more  perfunctory  than 
that  made  of  the  instalment  buyer,  yet 
the  charge  account  is  less  safe  than 
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the  instalment  account,  for  under  the 
form  of  lease  almost  universally  used 
in  instalment  sales  the  seller  retains 
title  to  the  goods  until  the  payments 
are  completed. 

Our  experience  has  shown  that  the 
point  to  be  considered  in  fixing  the  size 
of  the  initial  payment  is  not  good 
faith,  but  whether  it  is  within  imme¬ 
diate  reach  of  the  class  from  which  the 
bulk  of  sales  must  come.  If  it  is  not, 
the  potential  buyer  must  put  off  buying 
until  he  saves  up  the  amount  of  this 
payment.  When  that  has  happened, 
he  generally  finds  something  else  to 
do  with  his  money. 

I  would  far  rather  try  to  sell  washing 
machines  for  $180,  $5  down  and  $20 
a  month,  than  for  $150  at  $20  down 
and  $10  a  month.  When  manu¬ 
facturers  realize  that  instalment  buyers 
are  less  interested  in  the  total  price 
than  in  the  initial  and  monthly  pay¬ 
ments,  the  instalment  business  will  be 
better  for  the  retailer.  The  latter  must 
charge  for  the  accommodation  of  in¬ 
stalment  payments.  But  under  the 
present  system  in  the  specialty  fields, 
he  is  not  being  permitted  to  charge 
enough;  his  margin  of  profit  is  too 
small  and  so  he  gets  into  difficulties. 
The  manufacturer  fixes  a  price  which 
might  pay  him,  with  his  greater  re¬ 
sources.  It  does  not  pay  the  little 
fellow,  although  it  may  seem  to  at 
first. 

It  must  be  remembered  that  the 
electric  appliance  field  is  competitive, 
and  therefore,  unreasonably  high  prices 
should  not  be  fixed.  We  have  had  a 
demonstration  in  the  last  few  years  of 
what  happens  when  prices  run  above  a 
definite  economic  limit.  The  way  to 
get  more  business  is  not  to  fix  a  higher 
price  in  order  to  compensate  the  re¬ 
tailer  for  the  instalment  accommo¬ 
dation,  but  for  the  manufacturers  and 
retailers  to  seek  economies  that  will 
enable  them  to  increase  the  retailer’s 


share  of  the  price.  There  is  nothing 
new  in  that  doctrine;  but  it  is  some¬ 
thing  to  bear  in  mind  and  make 
generally  clear. 

VII 

Art  in  Advertising.  The  electrical 
appliance  business  is  not  confined,  of 
course,  to  household  labor  savers,  al¬ 
though  that  now  represents  the  bulk  of 
it.  Most  of  the  sales  of  table  and  floor 
lamps  are  made  to  the  more  well-to- 
do  people — generally  cash  buyers.  A 
wholly  different  appeal  must  be  made 
in  advertising  directed  to  this  type  of 
customers.  We  never  try  to  sell 
boudoir  or  reception-room  lamps  in 
combination  with  washing  machines. 
The  absurdity  is  self-evident,  yet  it  is 
not  infrequently  attempted.  In  selling 
lamps  art  has  its  appeal.  Illustrations 
of  a  particularly  attractive  lamp  or 
fixture  are  used.  The  attempt  is  made 
to  show  something  that  cannot  be 
found  at  the  first  department  store  or 
electrical  appliance  shop  around  the 
corner. 

While  art  has  its  place  in  advertising 
it  should  not  be  permitted  to  over¬ 
shadow  or  distract  attention  from  the 
appliance  itself  and  its  utility.  This 
seems  almost  too  obvious  to  mention 
but,  to  illustrate  the  necessity  of  doing 
so,  we  may  instance  the  case  of  a  manu¬ 
facturer  who  recently  ran  a  local  ad¬ 
vertising  campaign  and  wanted  Us  to 
buy,  on  the  strength  of  it,  one  thousand 
of  his  machines.  We  asked  to  see  his 
copy.  Without  revealing  identities  it 
may  be  said  that  the  full-page  adver¬ 
tisement  opening  his  campaign  was  a 
flowery  description  of  all  the  things 
mother  had  time  to  do  because  she  had 
this  particular  appliance.  The  name 
of  it  appeared  well  down  in  the  body  of 
the  advertisement,  and  the  proposition 
— the  initial  and  monthly  payments — 
were  described  in  a  sort  of  postscript  at 
the  bottom. 
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It  would  be  quite  safe  to  wager  that 
this  full-page  advertisement  in  a  news¬ 
paper  with  half-a-million  circulation 
would  not  sell  six  machines.  As  it 
turned  out,  by  admission  of  the  manu¬ 
facturer  it  did  not  sell  any.  The  ma¬ 
jority  of  the  potential  buyers  of  these 
appliances  are  already  sold  on  the 
machines,  and  the  same  is  doubtless 
true  of  musical  instruments,  auto¬ 
mobiles,  homes,  new  furniture,  office 
systems  and  equipment,  clothing,  jew¬ 
elry,  and  a  thousand  other  items.  But 
these  potential  buyers  everywhere  are 
scanning  the  advertisements  for  terms 
that  will  bring  these  things  within  their 
reach.  When  your  initial  and  monthly 
payments  are  in  a  language  they  can 
understand,  and  in  amounts  within 
their  means,  they  seldom  quibble  over 
the  total.  And  they  do  not  need  much 
persuasion  to  make  them  buy. 

These  same  principles  of  advertising 
apply  perhaps  with  equal  force  to 
many  other  lines.  It  is  for  us  the  most 
vital  selling  force,  but  it  should  not 
attempt  to  compete  with  art  and  liter¬ 
ature.  The  producer  should  know 
and  study  his  field  constantly.  It  is  all 
very  well  to  assume  that  he  will  get  his 
share  of  good  business  in  his  par¬ 
ticular  line,  but  his  advertising  should 
be  prepared  to  sell  his  own  product, 
and  not  everybody’s. 

VIII 

Making  Advertising  Pay  Its  Way.  It 
may  be  unnecessary  and  sound  foolish 
to  say  that  we  never  enter  into  a 
campaign  in  which  the  estimated 
profits  from  sales  will  not  pay  expenses, 
but  I  have  in  mind  an  advertising  drive 
of  another  electric  shop  which  cost 
$2500  to  sell  $2000  worth  of  electric 
toasters — that,  at  least,  was  the  result. 
The  same  amount  of  sales  effort  would 
have  sold  $25,000  worth  of  vacuum 
cleaners.  Some  lines  must  be  inci¬ 


dental  in  almost  every  business.  If 
something  must  be  featured  by  ad¬ 
vertising  to  bring  in  the  buyers,  we 
select  an  appliance  with  a  profit  large 
enough  to  pay  the  bill. 

It  is  a  fact,  of  course,  that  the  force 
of  an  advertisement  or  a  series  of  ad¬ 
vertisements  cannot  be  limited  to  the 
length  of  the  campaign.  Sales  con¬ 
tinue  after  the  drive  has  ended.  This 
is  shown  in  our  case  by  the  fact  that 
just  now,  in  a  period  between  cam¬ 
paigns,  we  are  doing  a  bigger  business 
than  ever  before.  But  that  is  no 
reason  why  our  advertising  drive 
should  not  be  made  to  pay  for  itself 
from  immediate  returns.  In  adver¬ 
tising  campaigns  in  which  this  is  not 
possible  the  seller  is  figuring  with 
rather  uncertain  quantities — factors 
subject  to  influences  and  reactions 
that  cannot  be  forecast  with  any 
degree  of  accuracy.  It  will  be  generally 
admitted  also  that  a  small  article  call¬ 
ing  for  an  investment  of  only  a  few 
dollars  cannot  be  depended  on  to 
swing  sales  of  larger  appliances  merely 
by  getting  the  potential  customer  into 
the  shop.  One  does  not  campaign  on 
accessories  to  sell  automobiles. 

IX 

Courtesy  in  Collections.  Before  dis¬ 
cussing  actual  selling,  it  may  be  well  to 
say  a  word  or  two  about  collections. 
No  instalment  business  is  any  better 
than  its  collection  department.  We 
have  no  formula  but  to  keep  after 
them.  But  we  try  to  do  that  in  the 
same  frame  of  mind  and  with  the  same 
courtesy  that  we  use  in  making  a  sale. 
Our  collectors  are  instructed  to  re¬ 
member  that  even  the  delinquent  in¬ 
stalment  payer  must  be  considered  a 
potential  customer  for  additional  ap¬ 
pliances.  Our  losses  are  not  any  larger 
than  those  in  any  ordinary  merchan¬ 
dising  business. 
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The  vast  majority  of  all  instalment 
buyers  intend  to  pay.  It  has  been  our 
experience  that  swindlers  find  it  easier 
to  operate  in  other  ways  than  through 
instalment  purchases.  During  periods 
of  unemployment  delinquents  come  in 
daily  and  offer  to  pay  interest  on  their 
accounts  until  such  time  as  they  can 
resume  regular  payments.  It  is  obvious 
that  to  accept  such  a  proposition 
would  be  equivalent  to  the  funding  of 
the  debt;  but  nevertheless  the  offer 
shows  good  faith. 

X 

Selling  the  Appliance.  Turn  now  to 
the  sales  organization.  It  may  be  said 
that  buying  is  expert  knowledge,  and 
advertising  is  knowing  the  field  and 
how  to  appeal  to  it;  but  selling  in  my 
opinion  is  at  bottom  instinctive.  We 
have  taken  girls  from  candy  counters, 
given  them  a  week  in  the  shop  to  be¬ 
come  familiar  with  the  appliances,  and 
the  first  week  on  the  floor  they  have  led 
the  organization  in  total  sales.  It  is 
rather  hard  to  describe  just  what  we 
look  for  in  a  sales  person.  In  general  it 
might  be  called  the  desire  to  sell. 

A  committee  on  electric  shop  man¬ 
agement  of  the  National  Electric 
Light  Association  of  which  the  writer 
was  chairman  looked  into  the  appliance 
sales  problem  of  central  stations  and 
found  that  too  much  stress  had  been 
laid  on  clerical  routine  work  before  the 
business  was  secured,  and  that  too 
much  study  had  been  given  to  details 
in  connection  with  the  handling  of 
the  business  and  not  enough  to  the 
production  of  business  itself.  In  this 
connection  the  following  paragraphs 
from  the  report  probably  apply  to  all 
business,  to  greater  or  less  extent.  The 
quotations  show,  at  least,  what  we 
have  done. 

Too  much  attention  has  been  given  at 
the  central  station  to  the  technical  training 


of  the  sales  people.  They  have  looked  too 
long  upon  the  technical  side  of  the  appa¬ 
ratus  which  they  want  to  sell;  too  much 
time  has  been  spent  in  teaching  sales 
people  all  the  various  details  connected 
with  the  manufacture  of  the  apparatus 
from  the  electrical  standpoint. 

While  a  certain  amount  of  technical 
knowledge  is  useful,  at  the  same  time  it  is 
not  absolutely  necessary  in  selling.  Sales 
instinct  is  what  is  necessary  in  the  selling 
organization.  The  sales  girl  who  can  sell 
shirtwaists  successfully  will  sell  electric 
cleaners  successfully.  If  she  has  selling 
instinct,  she  naturally  has  a  keen  per¬ 
ception  which  will  enable  her  to  pick  up 
sufficient  technical  detail  to  handle  sales 
efficiently. 

Selling  requires  enthusiasm,  too. 
You  cannot  get  it  if  the  instinct  to  sell 
is  not  there,  and  all  the  knowledge  that 
can  be  imparted  to  a  man  minus  that 
instinct  wall  make  only  an  indifferent 
salesman.  Our  sales  people  are  fre¬ 
quently  transferred— we  have  eight 
branch  stores — when  we  find  them 
getting  into  ruts.  Almost  invariably  a 
change  of  location,  if  the  matter  is 
handled  tactfully,  will  cause  a  sales 
person  to  liven  up. 

XI 

Summary.  Volume  of  business  has 
had  a  great  deal  to  do  with  our  success, 
and  this  we  have  achieved  by  ordinary 
merchandising  methods  such  as  those 
described  above.  To  sum  up,  we 
practice  close  buying,  based  on  a 
knowledge  of  market  conditions;  in 
our  advertising  we  stress  primarily  the 
proposition  and  direct  the  advertising 
to  the  class  from  which  the  bulk  of  our 
customers  come;  we  favor  instinctive 
selling,  backed  up  by  all  the  enthusiasm 
and  loyalty  we  can  instil  into  the  or¬ 
ganization;  and  our  prices  are  based 
not  only  on  initial  cost,  but  also  on  the 
cost  of  essential  service  and  the  cost  of 
financial  terms. 
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BUSINESS  is,  of  course,  but  one 
unit  of  social  endeavor,  present- 
!  ing  the  same  problems  of  organization 
that  are  common  to  all  group  activity. 
These  problems  often  seem  more  intri¬ 
cate  in  business  than  elsewhere  because 
the  pressure  of  events  is  greater,  the 
responsiveness  to  shifting  economic  cir¬ 
cumstances  more  vital,  and  the  factor 
of  human  nature  more  immediately 
fundamental.  Certain  it  is  that  we 
find  in  business  our  greatest  laboratory 
for  testing  theories  of  organization  and 
learning  to  control  the  few  elementary 
principles  of  co-ordination  and  co¬ 
operation  that  underlie  all  organization. 

These  principles  of  organization  are 
few  in  number  and  simple  in  character. 
Nevertheless,  so  difficult  is  it  to  define 
sharply  their  practical  implications  and 
to  adapt  them  to  the  constantly  con¬ 
tending  economic  and  social  forces  of 
the  times,  that  in  practice  they  are  no¬ 
where  clearly  understood  or  fully  ap¬ 
preciated.  Many  attempts  have  been 
made  to  define  them  so  that  they  might 
meet  with  more  universal  acceptance. 
The  difficulty  is  not  one  of  language  or 
even  of  conception,  but  is  due  to  the 
fact  that  it  is  hard  to  divorce  the  prin¬ 
ciples — save  by  treating  them  as  pure 
abstractions  and  thus  incurring  the 
scoffs  of  the  “practical”  business  man 
— from  the  eternal  conflict  for  the  pos¬ 
session  of  control  over  the  organization. 
Moreover,  in  practice,  we  find  that  the 
element  of  human  nature  and  of  per¬ 
sonality — equally  with  the  factor  of  the 
social  philosophy  of  the  dominant 
group — is  all  too  often  the  determinant 
of  the  particular  form  of  organization 
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in  a  business.  The  elimination  of  these 
personal  elements,  usually  considered 
essential  for  general  conclusions,  again 
tends  to  make  these  conclusions  of  ab¬ 
stract  interest  only  or  with  a  practical 
value  that  is  subject  to  challenge. 

Yet  this  challenge  should  not  deter 
the  effort.  The  importance  of  under¬ 
standing  the  principles  of  sound  busi¬ 
ness  organization  so  clearly  that  they 
can  actually  be  adapted  to  any  partic¬ 
ular  enterprise  or  condition,  is  enor¬ 
mous.  We  need  not  seek  far  afield  for 
proof  of  this.  Bad  organization  is,  per¬ 
haps,  the  greatest  single  cause  of  busi¬ 
ness  failure  and  of  the  industrial  inter¬ 
ruption  and  unrest,  which  is  so  costly. 
It  may  be  hoping  too  much  to  count  on 
the  removal  of  this  prevalent  bad  organ¬ 
ization  by  the  process  of  analysis  and 
definition.  Yet  if  these  can  be  carried 
out  so  effectively  as  to  result  in  easily 
teachable  and  readily  applicable  “rules 
of  the  game,”  a  great  step  will  surely 
have  been  taken  in  the  elimination  of 
economic  waste. 

II 

Statement  of  Principle.  The  problem 
of  centralized  administration  strikes  at 
the  heart  of  the  whole  question.  With 
the  title  few  people  would  quarrel.  In¬ 
deed  the  vast  majority  would  impa¬ 
tiently  agree  that  there  must  be  cen¬ 
tralized  administration  and  question 
only  the  desirablity  of  giving  it  any 
thought.  Nevertheless  over  the  social 
implications  of  this  principle  of  cen¬ 
tralized  administration  there  has  been 
waged  ceaselessly  a  bitter  and  costly 
struggle.  Nor  is  its  application  either 
simple  or  uniform.  Yet  the  principle 
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itself  is  so  elementary  as  to  seem  axio¬ 
matic.  It  can  be  best  stated  as  follows: 

The  administration  of  any  enterprise 
must  be  centralized  in  the  hands  of  the 
directing  individual  or  group. 

This  definition  has  at  least  the  merit 
of  cutting  through  all  the  entangling 
underbrush  of  arguments  over  owner¬ 
ship  and  the  rights  of  participation  in 
management  on  the  part  of  those  who 
contribute  to  the  enterprise  of  their 
capital  or  labor.  There  is  no  intention 
of  evading  these  questions.  But  our 
principle,  to  be  worthy  of  the  name, 
must  be  broad  and  sound  enough  to 
hold  true  under  all  forms  of  economic 
control.  Moreover,  it  must  be  appli¬ 
cable  to  all  economic  conditions  and  to 
all  varieties  of  personal  leadership. 

Our  definition  complies  with  these 
prerequisites  well  enough.  It  remains 
to  be  seen  whether  an  examination  of 
its  implications  will  prove  it  of  definite 
economic  value,  and  of  genuine  applica¬ 
bility  to  practical  business  operations. 

Ill 

Management  a  Specialized,  Factor  of 
Business  Control.  In  the  first  place,  the 
principle  as  stated  directly  involves 
acceptance  of  management  as  a  factor 
of  business  organization,  distinct  from 
ownership  of  the  enterprise,  or  service  in 
it,  or  purchase  of  its  products.  Indeed, 
the  substance  of  the  statement  forms 
the  body  of  that  whole  concept  of  man¬ 
agement  that  is  so  revolutionizing  our 
entire  industrial  and  economic  struc¬ 
ture.  It  becomes  necessary,  therefore, 
to  discuss  briefly  the  changes  that  are 
gradually  taking  place  through  the  op¬ 
eration  of  this  concept  and  to  trace  the 
connection  between  these  changes  and 
the  idea  of  centralized  administration. 

The  development  of  business  into 
ever  bigger  units,  with  constantly 
widening  and  more  complex  ramifi¬ 
cations  is,  of  course,  an  old  and  familiar 


story  to  any  student  of  the  history  of 
the  last  century  and  a  half.  What  is 
less  understood  is  the  effect  that  this 
growth  and  complexity  of  the  business 
enterprise  has  had  on  organization  as 
a  vital  factor  of  successful  operation. 

Prior  to  the  Industrial  Revolution, 
the  organization  of  business  enterprise 
was  mostly  rudimentary  in  form.  The 
master  workman  engaged  others  to 
assist  him,  yet  he  remained  always  the 
master  workman  in  fact  as  well  as  in 
name.  He  was  at  least  as  skilled  in  pro¬ 
duction  as  any  of  his  employees,  and 
the  matter  of  finance  and  sales  was  not 
so  intricate  as  to  prevent  his  personal 
attention  to  all  phases  of  his  business. 
Ownership,  management  and  work¬ 
manship  were,  for  the  most  part,  com¬ 
bined  in  the  one  individual.  There  was 
no  need  for  specialization  of  effort,  or 
differentiation  of  function. 

The  machinery  that  made  possible 
quantity  production  did  away  with  this 
simplicity  of  control.  The  complexity  of 
control  where  large  numbers  of  highly 
specialized  workers  are  involved  is  an 
important  part  of  the  price  we  pay  for 
the  efficient  production  resulting  from 
their  effective  co-ordination.  The  work¬ 
man  today  is  rarely  the  producer  of  a 
complete  product — his  energies  are  con¬ 
fined  to  one  step  in  the  manufacturing 
or  distributing  process.  So,  likewise, 
the  administrator  today  is  rarely  in  per¬ 
sonal  control  of  all  the  phases  of  his 
enterprise.  He  is  forced  by  the  sheer 
pressure  of  activities,  by  the  tremen¬ 
dous  demands  modern  business  makes 
for  specialized  knowledge,  and  by  the 
interdependence  between  his  own  bus¬ 
iness  and  the  business  world  at  large,  to 
work  through  others;  to  entrust  the 
direct  control  to  his  capable  assistants 
and  himself  hold  only  the  reins  of 
control.  The  same  process  of  specializ¬ 
ation  that  confines  the  worker  to  one 
particular  operation  has  confined  the 
director  (using  that  word  in  its  literal 
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sense  only)  more  and  more  to  the  one 
particular  duty  of  direction.  Thus 
management  has  come  to  be  recog¬ 
nized  as  something  of  and  in  itself — a 
thing  apart — different  from  the  owner¬ 
ship  or  the  workmanship  involved  in 
the  business.  It  is  itself  a  specialized 
function. 

We  must  keep  our  meaning  clear; 
nothing  that  has  been  said  in  any  way 
refutes  the  possibility  of  the  owner  be¬ 
ing  the  worker  and  the  manager,  or  of 
either  of  the  other  two  or  both  being 
the  manager.  But  it  is  being  generally 
recognized  that  where  such  combina¬ 
tion  exists  the  one  individual  is  play¬ 
ing  two  or  more  distinct  and  separate 
roles.  The  fact  that  such  combinations 
still  exist  and  that  the  recognition  of 
management  as  a  specialized  and  fun¬ 
damental  factor  of  business  control  is 
not  as  yet  universal,  in  no  way  denies  tl  e 
truth  of  this  statement.  Its  recognition 
is  fast  spreading  among  all  business 
men,  big  and  little,  producers  and  dis¬ 
tributors. 

IV 

“  Administration ,”  “  Management ,” 

and  “Performance.”  The  primary 
functions  of  management  are  organ¬ 
ization  control  and  policy  making.  It 
is  interesting  to  note  that  Webster’s 
dictionary  defines  a  manager  as  a 
“skilful  economist.”  Unconsciously 
this  definition  clearly  states  a  meaning 
that  was  not  at  all  appreciated  at  the 
time  it  was  formulated.  At  least,  we 
are  just  now  appreciating  the  soundness 
of  this  definition  as  applied  to  business 
management  generally.  For  the  spe¬ 
cialized  duty  of  the  modern  business 
manager  is  that  of  the  control  of  the 
many  economic  factors  that  make  up 
the  modern  business. 

We  are  not  concerned  with  defini¬ 
tions  in  this  article.  It  may,  however, 
be  pointed  out  that  if  economics  is  the 
“science  of  the  relation  of  man  to 
wealth,”  the  manager  is  indeed  the 


“skilful  economist,”  since  upon  him 
devolves  the  duty  of  establishing  this 
relationship  in  his  particular  enter¬ 
prise  and  of  so  directing  the  perform¬ 
ance  of  men,  methods,  materials,  and 
machinery,  that  the  greatest  amount 
of  potential  wealth  will  be  actually  pro¬ 
duced  through  their  joint  use. 

The  words  “establishing,”  “control¬ 
ling,”  and  “directing,”  as  used  above, 
have  been  carefully  chosen.  They  go  to 
make  up  administration  rather  than 
performance.  And  here  we  come  to  the 
fundamental  quality  of  management 
that  lifts  it  from  the  plane  of  other  work 
and  sets  it  off  by  itself.  Management  is 
concerned  with  the  performance  of 
others;  its  own  energies  are  engaged  in 
the  task  of  planning  for,  guiding,  and 
co-ordinating  the  performance  of  those 
charged  with  the  execution  of  its  pro¬ 
gram.  Thus  we  see  how  management 
is  synonymous  with  administration, 
and  how  both  are  differentiated  from 
performance. 

To  the  limitations  of  our  vocabulary 
can  be  ascribed  in  large  measure  the 
confusion  that  still  exists  in  the  busi¬ 
ness  world  over  these  terms  and  dif¬ 
ferentiations.  In  popular  usage  exe¬ 
cution  and  administration  are  almost 
interchangeable.  We  speak  of  the  ad¬ 
ministration  of  an  executive  and  of  the 
executive  ability  of  an  administrator. 
We  find  it  difficult  to  hold  to  the  pure 
conception  of  management  as  dif¬ 
ferentiated  from  performance,  and 
prefer  to  think  of  “the  manager,”  as 
referring  to  officials  of  many  ranks  and 
with  a  wide  range  of  responsibility  and 
authority.  The  resulting  confusion 
makes  our  discussion  of  centralized 
administration  the  more  difficult.  To 
bring  the  conclusions  directly  in  line 
with  present  general  conceptions,  we 
must  use,  so  far  as  possible,  the  familiar 
terms  in  their  familiar  meanings,  al¬ 
though  we  thereby  run  the  risk  of 
being  misunderstood,  or  at  least  of  not 
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driving  home  the  particular  point  we 
desire  to  stress. 

V 

The  Industrial  Conception  of  Man¬ 
agement.  All  students  of  industrial 
organization  and  efficiency  have  pro¬ 
claimed  again  and  again  that  the  func¬ 
tion  of  management  is  to  manage.  In¬ 
deed,  the  whole  tenor  of  the  American 
movement  toward  greater  and  better 
organization  finds  in  this  seeming 
platitude  its  goal  and  basis.  Again 
and  again  we  come  back  to  the  doc¬ 
trine  of  differentiating  between  the 
management  relieved  of  sufficient  de¬ 
tail  to  permit  giving  thought  and  time 
to  the  specialized  task  of  adminis¬ 
tration.  In  his  book  on  “Shop  Man¬ 
agement”  Taylor  says: 

The  art  of  management  has  been  defined 
‘as  knowing  exactly  what  you  want  men 
to  do,  and  then  seeing  that  they  do  it  in 
the  best  and  cheapest  way.” 

This  definition  bears  out  Webster’s 
idea  of  a  “skilful  economist”  with  a 
vengeance.  And  to  reenforce  this 
testimony,  let  us  quote  from  Mr. 
Towne’s  introduction  to  this  book: 

The  conclusions  embodied  in  Dr.  Tay¬ 
lor’s  “Shop  Management”  constitute  in 
effect  the  foundations  for  a  new  science — 
‘The  Science  of  Industrial  Management.” 
4s  in  the  case  of  constructive  work  the  ideal 
engineer  is  he  who  does  the  best  work  at  the 
lowest  cost,  so  also,  in  the  case  of  industrial 
operations,  the  best  manager  is  he  who  so 
organizes  the  forces  under  his  control  that 
each  individual  shall  work  at  his  best 
efficiency  and  shall  be  compensated  ac- 
eordingly.  Dr.  Taylor  has  demonstrated 
conclusively  that,  to  accomplish  this,  it  is 
essential  to  segregate  the  'planning  of  work 
from  its  execution;  to  employ  for  the  former, 
trained  experts  possessing  the  right  mental 
equipment,  and  for  the  latter,  men  having 
the  right  physical  equipment  for  their 
tasks  and  being  receptive  of  expert  guidance 
in  their  performance. 

Dr.  Taylor  and  the  small  group  of 


devoted  engineers  who  pioneered  with 
him,  specialized  in  the  field  of  efficient 
production.  Their  attention  was  fixed 
on  improving  the  mechanism  of  pro¬ 
duction  and  the  division  between 
planning  and  execution  was  in  large 
measure  limited  to  the  routine  phases 
of  the  manufacturing  process.  It  is 
only  in  the  last  few  years  that  the 
broader  implications  of  this  idea  of 
management  as  management  have 
been  clearly  recognized. 

That  this  is  so,  is  strikingly  re¬ 
vealed  in  the  following  quotation  from 
the  introduction  to  Church’s  book, 
“The  Science  and  Practice  of  Man¬ 
agement  :” 

In  any  industrial  undertaking  there  are 
two  elements  present,  which  though  some¬ 
times  merging  into  each  other  and  always 
exerting  reciprocal  influence,  are  never¬ 
theless  quite  distinct  in  their  essence.  The 
first  of  these  is  the  determinative  element 
which  settles  the  manufacturing  policy  of 
the  business — what  to  make;  and  the 
distributive  policy — where  to  sell  and  by 
what  means.  The  second  is  the  adminis¬ 
trative  element,  which  takes  the  policy  as 
determined,  and  gives  it  practical  expres¬ 
sion  in  buying,  making,  and  selling. 

Of  these  two  elements,  which  are  not  in¬ 
frequently  combined  in  small  businesses, 
the  first — the  determinative — represents 
the  higher  and  scarcer  faculty.  The  larger 
the  business,  the  more  difficult  it  will  be  to 
obtain  men  capable  of  adequately  filling 
the  exacting  demands  for  judgment,  fore¬ 
sight,  courage,  and  experience  which 
decision  on  large  points  of  policy  sets  up. 

It  is  failure  in  the  determinative  element 
that  pulls  down  flourishing  businesses. 
When  the  general  of  an  army  blunders,  it 
may  easily  neutralize  the  army’s  efficiency 
as  a  fighting  unit. 

The  time  has  perhaps  not  yet  come  when 
we  may  reduce  the  determinative  element 
to  a  body  of  principles,  or  even  working 
rules. 

VI 

The  Determinative  Element  of  Man¬ 
agement.  This  time,  however,  is  now 
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at  hand.  Thoughtful  business  men, 
the  country  over,  are  giving  the  most 
earnest  consideration  to  this  “deter¬ 
minative”  element  and  are  striving 
through  research  and  analysis  to  de¬ 
termine  the  principles  underlying  pol¬ 
icy-making  and  organization  control. 
We  are  gradually  winning  our  way  to 
the  conviction  that  all  forms  of  busi¬ 
ness  are  administratively  alike  and 
that  the  problems  of  organization  are 
identical,  regardless  of  the  particular 
field  of  enterprise.  Methods  vary,  to 
be  sure;  adaptations  have,  of  course, 
to  be  made  to  meet  the  impingings  of 
personality  or  the  force  of  economic 
circumstance.  But  slowdy,  through 
the  work  of  our  schools  of  business, 
our  professional  industrial  engineers  and 
organization  analysis,  our  research 
societies  and  magazines,  we  are  coming 
to  recognize  principles  that  are  com¬ 
mon  to  all  management. 

Organization  control  is  now  being 
studied  as  carefully  as  was  ever  shop 
control  or  production  maintenance. 
Moreover,  policy-making  itself  is  un¬ 
dergoing  scientific  analysis.  Realiz¬ 
ing  how  truly  vital  is  the  work  of  the 
director  of  a  business  enterprise,  we 
are  concentrating  on  the  improve¬ 
ment  in  efficiency  here,  and  finding 
this  far  more  fundamental  to  true  in¬ 
dustrial  efficiency  than  efficiency  in 
layout  or  machinery  or  labor.  It  is 
the  very  “determinative”  element  of 
management,  which  Church  so  care¬ 
fully  refused  to  consider,  that  we  are 
now  most  seriously  considering. 

If  we  can  now  find  agreement  as  to 
the  premise  which  “management  as  a 
separate  function  of  business  organ¬ 
ization,  distinct  from  ownership  of  an 
enterprise  or  service  in  it,  or  purchase 
of  its  products,”  is  a  concept  essential 
to  our  discussion,  we  must  take  up  the 
fundamental  functions  of  manage¬ 
ment  and  relate  them  to  the  centrali¬ 
zation  of  administration.  We  have  al¬ 


ready  defined  these  as  organization 
control  and  policy-making. 

VII 

Organization  Control.  Taylor  summed 
this  up  well  as  “knowing  what  yon 
want  men  to  do  and  seeing  that  they  dc 
it  in  the  best  and  cheapest  way.  ”  This 
crisp  sentence  covers  a  great  deal  of  ter¬ 
ritory  and  includes  both  the  science 
and  the  art  of  management.  Determin¬ 
ing  what  is  to  be  done  directly  involves 
the  fixing  of  policies,  the  setting  of  ob¬ 
jectives  and  the  planning  of  methods 
for  their  accomplishment.  Getting 
the  desired  results  efficiently  involves 
at  least  sufficient  knowledge  of  the 
whole  economic  and  technical  regime  ol 
finance,  production,  sales,  public  and 
industrial  relations  to  make  use  of  ex¬ 
perts  as  directors  of  each  of  these  func¬ 
tional  phases  of  executive  control.  It 
requires  also  at  least  sufficient  knowl¬ 
edge  of  human  nature  to  make  possible 
the  assumption  of  genuine  leadership 
and  to  inspire  a  genuine  loyalty  and 
devotion  among  subordinates. 

The  whole  development  of  function¬ 
alization  in  business  has  been  to  free 
the  executive  from  the  burden  of  rou¬ 
tine  and  to  supply  him  wfith  carefully 
prepared  data  on  the  conditions  of  the 
business  so  that  without  maintaining 
personal  supervision  over  detail,  he 
may  keep  in  close  touch  with  its  prog¬ 
ress.  It  is  this  release  from  routine 
and  this  contact  with  tabulated  re¬ 
ports  that  enables  the  true  executive  to 
concentrate  on  his  own  responsibilities 
of  organization  control  and  policy¬ 
making. 

The  executives’  task  is  thus  becoming 
far  more  subtle  and  indefinite  than 
under  the  former  conception  of  one- 
man  management.  Under  this  latter 
conception  one  man  was  the  “boss,” 
and  “what  he  says,  goes.”  To  many 
people  this  is  still  the  only  true  condi- 
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tion  for  company  direction.  And  in  a 
certain  sense,  it  still  holds  true.  But 
the  significance  of  the  language  has 
changed  materially  in  the  past  twenty 
years.  Formerly  a  man  was  boss  by 
right  of  possession — today  he  is  more 
and  more  being  forced  to  demonstrate 
his  right  to  the  executive  position  by  his 
capacity  for  leadership.  An  aroused  and 
enlightened  public  opinion,  the  keener 
competition  of  the  younger  men  who 
are  regarding  business  management  as 
a  skilled  profession,  and  the  more  rigid 
competition  within  business  and  among 
business  institutions,  are  all  responsible 
for  this  gradual  change  in  point  of  view. 

The  modern  executive  is  still  “the 
boss”  as  long  as  his  leadership  is  pro¬ 
ductive  of  harmony  and  efficiency. 
“What  he  says,”  still  “goes,”  so  long 
as  the  results  produced  are  demonstra¬ 
bly  profitable  to  the  owners,  the  work¬ 
ers,  and  the  consumers.  Otherwise,  he 
is  very  quickly  replaced  by  another  who 
“says”  something  else  or  who  exer¬ 
cises  his  leadership  in  a  less  autocratic 
manner. 

VIII 

Functionalized  Control.  As  business 
direction  became  too  burdensome  for 
one  individual  to  carry,  the  responsi¬ 
bility  was  first  divided  on  the  army 
scheme  of  straight,  subdivisional  group¬ 
ings.  Gradually,  however,  the  need  for 
greater  specialization  became  apparent 
and  the  responsibility  of  management 
was  split  up  functionally.  This  does 
not  refer  back  to  the  old  and  somewhat 
threadbare  argument  of  the  advocates 
of  straight  line,  or  of  staff  and  line 
organization.  That  is  of  far  less  impor¬ 
tance  than  the  differentiations  between 
the  concept  of  organization  whereby 
every  deputy  manager  assumes  gen¬ 
eral  responsibility  over  a  section  of  the 
business,  and  that  of  functionalized 
organization  whereby  every  functional 
head  is  a  trained  specialist  having  con¬ 


trol  in  his  one  specialty  throughout  the 
business.  It  is  this  latter  conception 
that  is  fast  gaining  headway  in  Amer¬ 
ican  business. 

Accepting  functionalized  manage¬ 
ment  in  this  sense,  it  becomes  easy  to 
determine  the  general  divisions  of  man¬ 
agement  that  are  inherent  in  the  work 
itself  irrespective  of  the  size  or  nature 
of  any  particular  plant  or  business. 
These  general  common  responsibilities 
of  management  may  be  set  down  as  fol¬ 
lows: 

1.  Fiscal  Control. 

2.  Production  Control. 

3.  Sales  Control. 

4.  Public  Relations  Control. 

And  underlying  and  summing  these 
up  are  the  following  two  which  have  al¬ 
ready  been  set  forth  as  fundamental: 

A.  Organization  Control. 

B.  Policy  Control. 

This  is  a  division  of  the  functional  re¬ 
sponsibilities  of  management  as  such. 
It  can,  of  course,  serve  only  as  a  guide 
to  the  functionalization  of  any  par¬ 
ticular  business,  where  the  particular 
conditions  may  require  further  subdivi¬ 
sion  or  other  groupings  of  functions. 

IX 

Manager  Finally  Responsible.  The 
secret  of  good  management  lies  in  the 
wise  exercise  of  organization  and  policy 
control  through  the  specialists  who  are 
directing  the  four  specialized  forms  of 
control  in  detail.  One-man  manage¬ 
ment  is  fast  disappearing  before  the 
obvious  economies  that  come  from 
concentration  of  production  and  in¬ 
creased  operation.  And  with  its  pass¬ 
ing  we  encounter  all  the  problems  of 
direction  through  others.  If  responsi¬ 
bility  is  to  be  imposed  functionally, 
authority  must  also  be  delegated  to  an 
equal  degree.  Management  thus 
automatically  becomes  a  group  task. 
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Nevertheless  the  responsibilities  for 
that  group  task  remain  with  the  in¬ 
dividual  who  is  charged  with  executive 
direction.  He  is  still  the  leader  of  the 
group,  and  the  responsibility  of  group 
leadership  includes  all  the  responsibil¬ 
ities  that  are  delegated  to  the  members 
of  the  group.  The  man  in  charge  of,  let 
us  say,  the  sales  control,  is  the  repre¬ 
sentative  of  the  “management”  in  the 
field  of  sales  and  assumes  the  full  re¬ 
sponsibility  and  authority  of  manage¬ 
ment  in  that  field.  Yet  the  manager 
himself — the  chief  executive — is  al¬ 
ways  in  the  last  analysis  the  primary 
source  of  that  responsibility  and  au¬ 
thority  which  he  has  delegated  to  his 
functional  manager. 

Administration  thus  remains  cen¬ 
tralized  in  spite  of  increased  size  and 
functionalized  management,  and  the 
first  method  for  the  accomplishment  of 
this  centralized  administration  through 
delegated  functionalization  is  organiza¬ 
tion  control. 

X 

Policy  Control.  The  second  method 
for  this  accomplishment  is  policy  con¬ 
trol.  When  this  concept  of  executive 
direction  through  delegated  function¬ 
alization  first  became  current,  it  was 
symbolized  by  the  “clean  desk”  and 
the  executive  “with  nothing  to  do.” 
The  release  from  detail  and  routine  was 
at  first  almost  interpreted  as  a  release 
of  all  responsibilities.  Organization 
control  quickly  asserted  itself  as  a  pri¬ 
mary  duty  that  could  not  be  delegated 
— that  was  inherently  an  integral  part 
of  the  job  of  executive  administration. 

Gradually,  and  in  part  as  a  cor¬ 
ollary  to  organization  control,  policy 
control  also  became  recognized  as  an 
integral  part  of  executive  administra¬ 
tion.  Knowledge  of  what  you  want 
done  is  fully  as  vital  as  getting  it  done 
most  harmoniously  and  efficiently. 


And  this  knowledge  must  be  based  on 
scientific  ascertainment  of  the  facts 
and  conditions  of  the  business,  and  on 
scientific  determination  of  the  course 
to  be  followed  by  the  business. 

The  “clean  desk”  may  still  be  a 
symbol  of  efficient  management,  but 
across  that  desk  must  flow  an  endless 
succession  of  digested  reports  and  tab¬ 
ulations  on  every  phase  of  the  business. 
The  “nothing  to  do”  idea  may  still 
apply  to  the  executive’s  freedom  from 
routine  tasks,  but  this  release  from  rou¬ 
tine  tasks  is  for  the  sake  of  the  far  more 
difficult  tasks  of  policy  control.  The 
executive  may  not  have  to  concern 
himself  with  the  necessity  of  getting 
out  a  particular  shipment,  or  of  getting 
out  a  trial  balance,  or  of  closing  a  cer¬ 
tain  deal,  but  his  is  the  task  of  deciding 
what  is  to  be  made,  how  much  is  to  be 
sold,  and  what  sums  of  money  shall  be 
on  hand. 

Nor  can  such  determination  be  made 
safely  by  rule  of  thumb,  or  by  guessing, 
however  it  may  be  disguised  by  the  as¬ 
sumption  of  all-embracing  wisdom  and 
divine  authority.  The  accumulation  of 
business  and  general  economic  statis¬ 
tics  is  making  possible  a  more  scien¬ 
tific  analysis  of  the  past  and  a  better 
forecast  of  future  conditions.  To  fix  a 
program  of  production,  sales,  or  finance 
by  guess,  or  impulse,  or  groundless 
hopes,  is  now  recognized  as  managerial 
inefficiency.  More  and  more  important 
is  it  becoming  to  interpret  the  care¬ 
fully  ascertained  conditions  of  the  pres¬ 
ent  in  the  light  of  known  relationships 
between  cause  and  effect  in  the  past 
and  to  deduce  from  them  a  careful 
prognosis  of  the  future. 

XI 

Necessity  of  Centralized  Control.  A 
business  cannot  live  of  and  by  itself. 
It  is  as  inextricably  bound  up  with  the 
general  business  of  the  times  as  the  in- 
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dividual  is  with  the  society  of  which  he 
is  a  part.  The  research  function  which 
is  so  essential  to  sound  programming, 
may  in  time  become  sufficiently  special¬ 
ized  to  warrant  its  being  delegated  to  a 
specially  trained  and  fully  competent 
division  head.  Such  delegation  is  al¬ 
ready  in  evidence  in  many  large  banking 
and  mercantile  institutions.  Many  in¬ 
dustries,  moreover,  delegate  economic 
research  to  their  trade  associations. 
However,  so  closely  related  is  the  in¬ 
terpretation  of  such  statistics  to  the 
formulation  of  definite  company  poli¬ 
cies  that  the  executive  can  never  fully 
delegate  this  responsibility. 

In  a  certain  sense,  the  executive  ex¬ 
ercises  all  the  functional  responsibili¬ 
ties  regardless  of  whether  or  not  they 
have  been  delegated.  But  organization 
control  and  policy  control  are  such  in¬ 
tegral  parts  of  management  as  to  make 
their  delegation  quite  different  in  char¬ 
acter  from  that  of  finance,  sales,  or  pro¬ 
duction  control.  There  may  be  a  per¬ 
sonnel  division  or  a  research  division, 
but  their  responsibility  for  organization 
and  policy  control  can  never  be  as  di¬ 
rect  as  that  of  the  sales,  operation,  or 
finance  divisions  for  their  respective 
functions. 

In  addition  to  this  difference,  there 
is  the  obvious  fact  that  policy  control 
and  organization  control  are  essential 
to  and  over  and  above,  all  other  func¬ 
tions.  The  production,  sales,  and 
finance  programs  are  dependent  upon 
policy  and  organization.  These,  there¬ 
fore,  must  remain  a  direct  responsibility 
of  the  executive  and  cannot  be  entirely 
delegated.  They  form  indeed  the  body 
content  of  the  executive’s  job.  And 
this  fact,  beyond  all  others,  makes 
essential  the  centralization  of  adminis¬ 
tration. 

XII 

Relation  to  Social  Philosophy.  If  our 

conclusion  is  of  any  value,  it  must  hold 


true  that,  regardless  of  the  social  philos¬ 
ophy  that  may  attain  ascendancy  dur¬ 
ing  any  particular  period,  the  question 
of  management  must  focus  upon  itself 
the  interest  of  those  concerned  with  in¬ 
dustrial  relations  as  a  social  problem. 
For  it  is  clear  that  under  socialism  or 
sovietism  the  problem  of  management 
would  remain  of  as  paramount  im¬ 
portance  as  under  capitalism.  How  the 
centralization  of  administration  can  be 
brought  into  harmony  with  the  still  un¬ 
defined,  but  none  the  less  powerful, 
ideals  of  “industrial  democracy,  ”  is  the 
problem  of  problems  today. 

We  are  in  the  midst  of  an  era  of  exper¬ 
imentation  in  this  respect  and  cannot 
yet  determine  the  solution.  More¬ 
over,  this,  like  the  “labor  problem,”  is 
less  a  problem  than  a  condition.  Here 
we  must  forego  the  pleasure  of  cate¬ 
gorical  statement  and  indulge  in  specu¬ 
lation  concerning  the  more  flexible 
play  of  personality.  We  step  from  the 
field  of  applied  economics  into  the  far 
less  scientific  fields  of  applied  social 
ethics. 

To  trace  the  evolution  of  this  wide¬ 
spread  movement  for  industrial  democ¬ 
racy,  or  to  outline  the  various  experi¬ 
ments  now'  under  way  in  this  country 
and  abroad,  is  outside  the  scope  of  this 
article.  It  is  necessary,  however,  to 
point  out  the  one  factor  underlying  the 
social  responsibility  of  management, 
which  forms  the  solution  of  this  social 
problem. 

Of  the  separation  of  management 
from  ownership  we  have  already  spoken . 
This  is  truly  the  key  to  the  whole  situ¬ 
ation.  From  the  point  of  view  of  indus¬ 
trial  efficiency,  management  is  emerg¬ 
ing  as  the  central  task  which  requires 
specialized  knowledge  of  technique  and 
capacity  of  leadership.  From  the 
standpoint  of  social  philosophy  this 
dominance  of  management  offers  a  po¬ 
tential  bridge  between  the  arrayed 
forces  of  capital  and  labor — a  central 
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ground  on  which  all  factors  and  fac¬ 
tions  of  the  economic  order  can  meet. 
There  is  only  one  proviso:  Manage¬ 
ment  must  be  responsible  to  all  these 
factors  and  factions.  The  manager 
must  be  the  representative  not  only  of 
the  stockholders  of  the  enterprise,  but 
also  of  the  employees  and  the  con¬ 
sumers. 

In  many  of  the  experiments  now 
under  way  the  attempt  is  being  made 
to  bring  into  organization  and  policy 
control  the  entire  group  of  functional 
directors,  and  in  some  instances  the 
workers  as  well.  Some  firms  are  turning 
the  entire  responsibility  over  to  boards 
of  managers,  stripping  the  board  of 
directors  of  much  or  all  their  authority. 
The  end  of  these  experiments  is  not 
yet  in  sight — to  date  experience  under 
it  has  not  been  of  long  enough  standing 
or  uniform  enough  to  justify  the  draw¬ 
ing  of  any  definite  conclusions. 

XIII 

Corollaries  of  Sound  Management.  It 
is  for  this  reason  that  the  wording  of 
our  premise  was  chosen  to  read : 

“The  administration  of  any  enter¬ 
prise  must  be  centralized  in  the  hands 
of  the  directing  individual  or  group.” 
It  is  the  centralization  which  is  so  im¬ 
portant,  whether  the  executive  direc¬ 
tion  be  limited  to  one  individual  or  to  a 
group.  The  development  of  group  man¬ 


agement  is  certain  to  be  very  slow  and 
of  uncertain  growth.  It  cuts  too  sharply 
across  the  common  sense  of  efficient 
authority  and  the  spirit  of  individual¬ 
ism,  and  is,  after  all,  the  most  radical 
and  most  revolutionary  of  all  social  the¬ 
ories.  But  even  if  it  does  come,  it  will 
not  materially  alter  the  following  cor¬ 
ollaries  of  sound  management: 

1.  Executive  direction  consists  primarily 
of  organization  control  and  policy  control 

2.  The  other  responsibilities  of  manage¬ 
ment  can  best  be  delegated  to  specially 
trained  experts. 

3.  Such  delegation  can  best  be  done  on 
functional  lines. 

4.  Authority  must  be  delegated  with 
responsibility. 

5.  Administration  rests  not  on  owners  as 
owners,  but  on  managers  as  managers. 

6.  Management,  be  it  individual  oi 
group,  is  responsible  not  only  to  capital  but 
equally  to  labor  and  the  public. 

7.  Management  is  in  itself  a  highly 
specialized  profession  requiring  skill  in  the 
analysis  of  economic  conditions,  knowledge 
of  organization  technique,  and  capacity  foi 
leadership. 

These  remain  true  under  any  possible 
form  of  industrial  government.  They 
are  fundamentals  of  efficient  operatior 
of  any  organization,  be  it  social,  polit¬ 
ical,  religious  or  industrial:  and  they 
are  all  dependent  upon  the  primary 
truth  that  administration,  consisting 
of  organization  and  policy  control, 
must  be  centralized. 


INVESTMENT  VALUE  OF  SOUTH  AMERICAN 
SECURITIES 

(PART  II) 

BY  WALTER  E.  LAGERQUIST* 


SINCE  1884,  when  Mr.  Blaine  as 
Secretary  of  State  originated  the 
idea  of  the  Pan-American  conference, 
American  manufacturers,  traders, 
bankers,  and  investors  have  been 
urged  by  various  associations  and 
agencies  to  take  a  greater  interest  in 
South  American  trade  and  finance. 
No  significant  development  up  to  1905, 
however,  followed  the  efforts  of  these 
organizations.  A  number  of  events 
about  this  latter  date,  such  as  the  re¬ 
newal  of  the  Pan-American  conferences 
which  had  been  previously  interrupted 
and  the  construction  of  the  Panama 
Canal,  again  focused  attention  on 
South  American  affairs. 

The  real  causes  for  the  permanent 
increase  of  trade  with  a  foreign 
country,  however,  are  deeper  seated 
than  the  resolutions  promulgated  in 
such  conferences.  To  the  extent  that 
these  conferences  created  a  friendly 
relationship  between  the  participat¬ 
ing  nations,  they  made  a  valuable 
contribution.  The  services  which  a 
permanent  organization  like  the  Pan- 
American  Union  can  render  in  collect¬ 
ing  and  distributing  information  is 
also  invaluable.  But  the  factors  which 
permanently  control  the  movement  of 
capital  and  labor  must  be  sought  else¬ 
where. 

II 

Relation  of  Trade  and  Investment. 
Though  no  one  would  attempt  to 

*  Professor  of  Finance,  Northwestern  University, 
Chicago,  Illinois. 


establish  a  direct  relation  between  the 
fixed  capital  advanced  abroad  and  the 
foreign  trade  movements  of  a  country, 
sufficient  evidence  exists  to  show  a 
certain  degree  of  mutual  responsive¬ 
ness  between  the  two.  Until  far  more 
complete  data  are  available,  however, 
any  degree  of  accuracy  in  the  com¬ 
parison  of  the  financial  and  trade 
balances  of  the  countries  involved  is 
impossible.  Such  a  comparison  would 
also  have  to  cover  a  rather  long 
period  before  any  generalizations  could 
be  made,  as  the  variations  in  trade  and 
financial  movements  would  vary  widely 
from  time  to  time.  For  example,  a 
loan  might  be  advanced  to  one  of  the 
South  American  countries,  but  the 
effect  of  the  loan  on  the  trade  move¬ 
ments  with  that  country  would  not 
show  itself  until  some  time  later. 

English  experience  has  usually  shown 
some  direct  influence  of  capital  loans 
on  the  growth  of  trade  of  the  debtor 
country,  though  not  in  direct  pro¬ 
portion  to  advances.  In  this  respect 
more  direct  relationship  is  usually 
maintained  between  an  old  and  a  newly 
established  nation  than  between  either 
two  new  or  two  old  countries.  Eng¬ 
land,  which  had  the  largest  capital 
investment  in  Argentine  before  the 
war,  was  responsible  for  the  following 
percentages  in  the  several  items  in  the 
import  trade  of  the  Argentine: 

Per  Cent 

Item  of  Total 

Coal .  95 

Freight  Cars .  80 
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Iron  Axles  and  Wheels .  91 

Locomotives .  90 

Railway  Materials .  83 

Railway  Coaches .  90 


Even  had  the  United  States  been  in 
a  position  to  make  the  major  part  of 
the  capital  advances  needed  by  South 
America,  no  payment  in  goods  could 
have  been  accepted,  for  both  the 
United  States  and  the  countries  of 
South  America  primarily  export  agri¬ 
cultural  products.  While  settlements 
could  be  made  through  a  third  market, 
as  has  been  done  in  the  past  in  the  pay¬ 
ment  for  coffee  imported  from  Brazil, 
there  is  apt  to  be  an  eventual  limitation 
to  such  settlements  owing  to  the 
changes  that  may  take  place  in  pro¬ 
duction  and  for  other  reasons. 

Ill 

Influences  Controlling  Export  Trade. 
But  why  should  the  manufacturers  and 
the  merchants  of  the  United  States, 
30  years  ago,  have  made  strenuous 
efforts  to  trade  with  a  group  of  nations 
possessing  only  a  few  markets  scattered 
unevenly  along  the  coast  of  the  con¬ 
tinent,  from  1000  to  1500  miles  apart, 
when  a  large  number  of  closely  grouped 
markets  existed  in  Europe?  The 
United  States  manufacturer  and  mer¬ 
chant  found  in  Europe  not  only  densely 
populated  areas  and  closely  located 
markets  but  other  facilities  which  the 
Europeans  could  extend  and  which 
South  Americans  could  not  supply. 
The  Europeans  furnished  transpor¬ 
tation  facilities  and  credit,  and  what  is 
more  important,  they  needed  what  we 
could  most  profitably  export  to  them, 
namely,  raw  materials,  which  were 
the  very  commodities  exported  by 
South  America.  The  South  American 
nations,  instead  of  being  able  to 
furnish  credit  facilities,  in  order  to 
produce,  had  to  borrow  from  Europe 
in  even  relatively  larger  amounts  than 


the  United  States.  Obviously,  then, 
if  the  United  States  and  South  America 
had  a  limited  amount  of  products 
which  they  could  exchange,  and  both 
had  to  secure  from  Europe  trade 
facilities  and  capital  for  internal  devel¬ 
opment,  there  was  a  limited  basis  for 
trade  and  financial  intercourse  be¬ 
tween  them. 

Overenthusiastic  propagandists  in 
this  country  have  in  the  past  fre¬ 
quently  lost  sight  of  these  basic 
economic  facts.  Desirable  as  trade 
with,  and  financial  predominance  in, 
South  America  might  seem  in  the 
abstract,  is  it  not  much  like  “chasing 
rainbows”  to  advocate  such  trade  and 
financial  influence  if  no  sound  basis 
for  them  exists?  These  same  indi¬ 
viduals,  failing  to  examine  carefully 
these  facts,  have  also  imputed  a  good 
deal  of  stupidity  to  the  industrial 
interests  of  the  United  States  in  not 
taking  advantage  of  South  American 
markets.  No  one  will  deny  that  though 
shortsighted  individuals  are  to  be 
found  in  many  businesses,  they  do  not 
survive  very  long.  In  the  long  run 
capital  and  trade  will  move  in  the 
direction  of  greatest  advantage  and 
American  producers  and  traders  are  as 
quick  as  any  others  to  seize  such  op¬ 
portunity  where  it  exists.  While  the 
criticisms  of  the  experts  in  shipping, 
etc.,  have  often  been  justly  leveled 
against  the  American  exporter  and 
importer,  the  lack  of  the  strict  ob¬ 
servance  of  these  mechanical  devices 
of  trade  has  not  been  the  principal 
cause  of  the  slow  development  of  trade 
and  financial  relationships  with  South 
America,  but  the  absence  of  the  more 
fundamental  conditions  noted  above. 

A  study  of  the  figures  included  in  the 
tables  of  this  and  the  previous  article 
show  a  slow  but  persistent  growth  in 
this  country’s  commercial  and  financial 
dealings  with  South  America.  The 
following  table  sets  forth  the  increase  of 
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American  trade  with  the  southern 
continent  since  1890: 

Commerce  of  the  United  States  with 
the  South  American  States  at  Vari¬ 
ous  Intervals  Since  1890* 


(000  Omitted) 


Year 

Ex  PORTS 
From  S.  A. 

Imports 
To  S.  A. 

1890 . 

$90,006 

$38,752 

1900 . 

93,666 

38,945 

1910 . 

196,164 

93,246 

1914 . 

487,166 

253,643 

1920 . 

727,500 

592,000 

1921 . 

257,000 

251,000 

*  Three  minor  countries  not  included  in  1921  figures. 


In  recent  years  the  United  States 
has  rapidly  increased  its  manufacturing 
capacity  and  has  had  to  export  in 
certain  lines.  Though  the  percentage 
of  the  total  production  exported  is 
only  approximately  10  per  cent,  the 
necessary  exports  of  certain  individual 
businesses  are  very  much  larger  and  a 
curtailment  of  these  exports  would 
mean  a  closing  down  of  the  concerns. 
It  is  quite  true,  as  a  writer  of  a  popular 
article  recently  stated,  that  we  could 
probably  eliminate  all  foreign  trade 
and  still  fare  well,  but  who  would  want 
to  pay  the  enormous  price  such  a 
readjustment  would  entail  in  certain 
industries,  particularly  the  extractive? 
It  is  quite  nonsensical  even  to  discuss 
the  possibility  of  such  an  occurrence. 

IV 

Trend  of  South  American  Exports. 
It  is  quite  essential  to  differentiate  be¬ 
tween  the  various  South  American 
countries  and  their  possible  trade 
relations  with  the  United  States,  at 
least  in  the  immediate  future.  The 
products  most  needed  in  this  country 
are  those  produced  by  the  tropical 
countries.  The  major  products  ex¬ 
ported  by  the  temperate  countries  of 
Uruguay  and  Argentine,  namely,  wheat, 


cereals,  and  meat,  the  United  States 
produces  in  sufficient  quantities  to 
supply  its  own  needs;  though  it  does 
purchase  from  those  countries  con¬ 
siderable  quantities  of  hides,  skins, 
wool,  and  flaxseed  products.  On  the 
other  hand,  Europe  furnishes  a  con¬ 
stant  market  for  meat  and  cereals,  and 
necessarily  Argentine  and  Uruguay 
will  buy  most  where  they  can  sell 
most.  From  Brazil,  Colombia,  Ecua¬ 
dor,  Peru  and  Venezuela,  the  United 
States  takes  more  of  their  tropical 
products  than  any  other  nation.  One- 
half  of  Brazil’s  coffee  and  the  major 
part  of  its  rubber  come  to  the  United 
States.  The  major  portion  of  the 
nitrates  of  Chile,  its  chief  export,  also 
comes  to  the  United  States.  The  same 
is  true  of  the  vanadium  of  Peru  as  well 
as  the  other  major  exports  of  these 
tropical  countries.  The  United  States 
market  has  the  added  advantage  of 
being  nearer  to  all  of  these  countries 
than  Europe.  With  the  major  markets 
of  these  countries  being  in  the  United 
States,  there  is  a  much  better  possi¬ 
bility  for  immediate  development  of 
trade  wdth  those  nations  than  with 
Argentine.  A  study  of  the  South 
American  capital  advances  made  by 
the  United  States  during  the  past  25 
years  will  also  show  that  relatively  to 
the  population  and  productive  capacity 
of  these  countries,  the  largest  amounts 
were  advanced  to  this  group  of  tropical 
countries,  particularly  Brazil. 

V 

Post-War  Conditions  in  South  Amer¬ 
ican  Countries.  The  war,  of  course, 
gave  an  abnormal  impetus  to  the 
development  of  trade  with  the  Latin 
countries  because  of  the  curtailment  of 
European  production,  and  one  could 
only  venture  a  guess  as  to  the  number 
of  years  it  would  have  taken  to  ac¬ 
complish  an  equal  development  under 
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normal  peace  conditions.  Many  have 
assumed  that  the  hold  thus  secured  on 
South  American  markets  and  made 
firmer  during  the  years  immediately 
following  the  war  would  be  retained. 
However,  while  some  permanent  growth 
has  undoubtedly  been  secured  by  the 
United  States,  the  rate  at  which  this 
country  has  advanced  capital  in  South 
America  during  the  last  few  years  can¬ 
not  be  maintained  for  the  immediate 
future.  Some  of  those  who  have  made 
extravagant  statements  concerning  the 
permanency  of  this  volume  of  financing 
are  now  perfectly  aware  of  their  error. 
As  previously  suggested,  an  economic 
basis  must  exist  for  maintaining  such 
permanent  trade  and  financial  re¬ 
lations  with  a  country,  except  tem¬ 
porarily  under  such  emergency  con¬ 
ditions  as  the  late  war.  Likewise  a 
study  of  the  increase  in  the  foreign 
capital  advances  made  in  the  past 
two  years  by  London  indicates  that 
because  of  this  same  economic  factor 
the  British  market  is  regaining  its 
former  power  in  the  world’s  financial 
markets. 

As  the  South  Americans  now  have 
increased  foreign  indebtedness  and 
trade  deficits  to  meet,  an  excess  of 
visible  exports  must  be  created  in  the 
next  few  years,  as  they  have  no  other 
means  of  paying.  In  physical  units 
these  exports  must  be  larger  than 
during  the  war  because  of  the  decrease 
in  prices,  which  adds  to  the  burden 
of  those  countries  unless  they  can 
increase  their  efficiency  and  cut  down 
their  costs  of  production.  Mere  in¬ 
crease  in  the  physical  volume  of  trade 
should  consequently  be  observed  and 
weighed  in  the  light  of  these  facts  and 
new  capital  advances  governed  ac¬ 
cordingly. 

VI 

Governmental  Participation  in  De¬ 
velopment  of  South  American  Countries. 


It  is  natural  that,  as  in  the  case  of  South 
Americans,  a  people  who  have  come 
from  the  old  and  well-established  states 
of  Europe  should  unconsciously  desire 
their  adopted  country  to  occupy  a 
position  of  prestige  equal  to  that  of 
their  fatherland.  There  is  conse¬ 
quently  often  a  temptation  on  the  part 
of  such  a  nation  to  force  a  develop¬ 
ment  that  it  cannot  support  out  of  the 
financial  resources  available.  This  was 
true  of  the  development  of  the  early 
railroad  systems  in  this  country  and  of 
the  internal  improvement  projects  at¬ 
tempted  by  our  states,  which  the  aver¬ 
age  American  has  entirely  forgotten. 
The  history  of  the  early  government 
railroad  projects  of  Peru  and  Ecuador 
are  still  painful  reminders  to  early  in¬ 
vestors  in  these  countries. 

Politicians  desiring  to  curry  favor 
with  their  political  constituencies  usu¬ 
ally  advocate  greater  public  works  than 
the  national  government  is  justified  in 
undertaking.  Another  form  of  govern¬ 
ment  support  is  the  maintenance  of 
private  industry.  While  the  original 
intention  is  usually  merely  to  give 
temporary  support,  which  may  be 
justified,  experience  has  shown  that 
the  support  is  usually  prolonged  be¬ 
yond  the  period  anticipated,  or  that 
there  is  from  time  to  time  a  repetition 
of  the  demand  for  assistance. 

One  of  the  outstanding  cases  of 
government  support  of  an  industry 
has  been  the  coffee  valorization  loans 
of  Brazil.  The  house  of  Rothschild, 
London,  which  until  the  1922  coffee 
valorization  loan  participated  in  the 
financing  of  Brazil  more  than  any 
other  banking  house,  has  stood  stead¬ 
fastly  against  such  valorization  loans. 
Their  argument  has  been  that  while 
the  rating  of  a  particular  valorization 
loan,  when  properly  drawn  up,  as  the 
1922  loan,  might  be  very  sound,  the 
long  time  effect  upon  the  industry  of 
the  country  is  apt  to  be  unfavorable. 
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Where  long-continued  artificial  sup¬ 
port  of  a  market  is  undertaken,  and 
there  is  no  positive  assurance  that  the 
price  will  be  maintained  at  anywhere 
near  the  point  at  which  normal  supply 
and  demand  would  fix  it,  such  sup¬ 
port  is  open  to  serious  question.  The 
same  argument  applies  to  government 
maintenance  of  the  exchange  rate. 
The  ultimate  purpose  in  both  cases,  of 
course,  is  the  same — to  protect  against 
losses.  If  the  fixation  of  price  or  ex¬ 
change  rates  is  purely  a  domestic 
affair,  the  government  may  arbitrarily 
fix  them  by  statutory  regulation.  But 
if  the  pegging  of  prices  and  rates  in¬ 
volves  international  relationships, 
which  it  now  usually  does,  funds  must 
be  secured  by  the  government  to  sup¬ 
port  the  market.  However,  sufficient 
revenue  from  taxation  at  such  times 
is  not  likely,  for  more  often  than  not  if 
funds  can  be  procured  in  this  manner 
the  “pegging  process”  is  not  necessary. 
Loans  from  foreign  nations  are  then 
the  most  likely  source  from  which  the 
government  can  procure  funds  to 
accomplish  its  purpose  of  price  stabili¬ 
zation. 

Artificial  support  of  commerce  or 
industry,  however,  has  probably  more 
frequently  been  attempted  in  an  in¬ 
direct  way.  There  is  much  evidence 
that  in  Argentine,  in  the  period  from 
1880  to  1900  trade  balances  were 
affected  because  of  the  faulty  mone¬ 
tary  system,  and  at  times  an  artificial 
stimulus  to  import  buying  was  created. 
Guillermo  Subercaseaux,  in  his  recent 
book,  “Money  and  Banking  Policy  of 
Chile,”  refers  to  several  similar  in¬ 
stances  in  the  history  of  Chile.  While 
a  temporary  support  of  a  market  price 
may  be  justified,  it  is  far  better  that  the 
support  be  extended  within  the  in¬ 
dustry  itself  and  not  by  the  govern¬ 
ment.  A  general  knowledge  that  the 
government  stands  ready  to  tender 
help  in  case  of  difficulty  tends  to  place 


a  premium  on  inefficiency.  A  further 
vicious  tendency  caused  by  the  arti¬ 
ficial  maintenance  of  the  price  of 
Brazilian  coffee  and  the  consequent 
greater  value  of  exports,  is  to  import 
excessively  and  thus  check  permanent 
adjustment  of  the  country’s  trade 
balance.  The  overdevelopment  of  the 
Hawaiian  sugar  plantations  just  before 
that  island’s  annexation  to  the  United 
States,  is  an  interesting  illustration  of 
the  effect  of  the  artificial  support  of  an 
industry  in  our  own  history. 

VII 

Natural  Resources  of  South  American 
Countries.  While  a  greater  percentage 
of  the  area  of  South  America  is  possible 
of  cultivation  than  of  any  other  con¬ 
tinent,  this  advantage  is  still  only  a 
potential  one.  Brazil  alone  probably 
has  as  much  area  of  possible  develop¬ 
ment  as  the  United  States,  excluding 
Alaska.  Once  these  great  potential 
resources  are  developed  and  con¬ 
trolled  by  South  Americans,  the  coun¬ 
try  can  assume  a  position  among  the 
world’s  leading  nations.  Too  fre¬ 
quently,  however,  these  potentialities 
have  been  assumed  as  realities  in  the 
statements  made  concerning  the  equi¬ 
ties  and  safety  of  South  American 
securities.  While  the  future  develop¬ 
ment  of  any  property  or  nation  must  be 
considered  in  passing  judgment  upon 
the  equity  and  safety  of  its  bonds  due 
say  40  years  hence,  the  reliable  in¬ 
vestment  banker  will  remind  us  that 
estimates  of  future  development  must 
be  kept  within  the  range  of  possibility. 
Experience  has  shown  that  the  real 
danger  in  foreign  securities  is  over- 
optimistic  estimates. 

In  the  first  place,  though  the  natural 
resources  of  South  American  countries 
are  all  that  is  claimed,  the  man-power 
is  not  adequate  to  develop  these  re¬ 
sources.  There  is  little  doubt,  however, 
but  that  eventually  the  leading  states 


May 

1923 


VALUE  OF  SOUTH  AMERICAN  SECURITIES 


581 


among  them  will  have  sufficient  popu¬ 
lation  to  utilize  to  the  fullest  extent 
their  natural  resources.  This  growth 
may  take  place  more  rapidly  than  is 
anticipated.  In  Brazil,  for  example, 
the  population  has  increased  by  one- 
third  in  the  last  15  years. 

VIII 

Undiversified  Production  in  South 
American  Countries.  The  fact  must  be 
recognized  that  in  a  new  country 
possessing  large  natural  resources  the 
most  profitable  direction  in  which  its 
business  may  grow  is  toward  the  exten¬ 
sive  cultivation  of  these  resources.  As 
a  rule  the  production  in  such  a  country 
will  be  confined  to  a  very  few  products. 
This  has  been  particularly  true  of 
South  America.  For  example,  in 
Brazil,  coffee  and  rubber,  in  Argentine, 
wheat  and  beef  products,  and  in 
Chile,  nitrate  and  copper,  are  princi¬ 
pally  produced.  While  this  condition 
denotes  very  large  advantage  in  normal 
periods  and  particularly  in  the  up¬ 
ward  swing  of  the  general  business 
cycles  of  these  countries,  decided  weak¬ 
nesses  and  dangers  appear  when  the 
markets  become  adverse.  Thus  if  a 
country  is  dependent  upon  one  or  two 
products  and  the  market  collapses  in 
these  products,  the  country  has  no 
buffer  in  other  industries.  Some  of  the 
South  American  countries  have  two  or 
three  times  in  their  recent  history 
experienced  such  difficulties. 

As  an  example  of  this  the  govern¬ 
ment  of  Brazil  in  1913  and  1914  found 
its  revenue  drastically  reduced  because 
of  the  sudden  slump  in  the  market  for 
rubber  and  coffee,  upon  which  products 
the  country  is  largely  dependent.  With 
the  severe  competition  that  developed 
after  1910  as  a  result  of  the  rapid 
growth  of  the  rubber  plantations  in  tire 
Straits  Settlements  and  other  regions 
of  the  Far  East,  the  rubber  market 


was  glutted  and  prices  fell  to  low 
levels.  This,  together  with  the  slump 
in  the  coffee  market,  deprived  the 
Brazilian  government  of  its  principal 
sources  of  revenue  and  prevented  it 
from  meeting  the  interest  charges  on  its 
bonds.  As  a  consequence  the  English 
bondholders  were  obliged  to  consent 
to  the  funding  of  the  interest  charges 
for  a  number  of  years. 

Where  there  is  no  diversity  in  in¬ 
dustries  to  insure  national  industrial 
stability  the  problem  is  no  different 
from  the  one  with  which  the  investor 
is  faced  who  has  not  observed  the 
principle  of  diversifying  his  invest¬ 
ments.  Some  have  attempted  to  show 
a  parallel  between  the  earlier  experi¬ 
ences  of  the  United  States  and  South 
America.  While  the  United  States  in 
its  earlier  development  was  largely 
dependent  on  agriculture  and  its  ex¬ 
ports  are  still  chiefly  of  this  class, 
the  general  industrial  development 
played  a  much  larger  part  in  the 
growth  of  the  nation.  Besides,  one 
must  not  lose  sight  of  the  national 
debt-paying  policy  which  has  been 
maintained  by  the  United  States  but 
has  not  been  practiced  by  the  South 
American  nations. 

IX 

Depreciated  Currencies  and  Ex¬ 
changes.  The  importance  of  a  sound 
currency  system,  emphasized  in  two 
previous  articles,  and  its  effect  on  the 
stability  of  foreign  security  issues,  is 
particularly  illustrated  in  the  experi¬ 
ence  of  South  American  countries.  The 
writer  has  long  held  that  this  factor 
has  been  given  too  little  attention.  As 
long  as  business  is  progressing  under 
normal  conditions  and  exchanges  are 
stabilized  around  par,  and  no  diffi¬ 
culties  arise,  the  problem  is  forgotten. 
While  the  general  and  extreme  fluctu¬ 
ations  in  depreciated  currencies  of  the 
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past  six  years  will  in  all  likelihood  not 
occur  again  in  the  present  century,  no 
purchaser  of  foreign  securities  can 
afford  to  take  the  risk  existing  in  a 
faulty  money  system.  Risks  exist  in 
investments  even  with  the  best  de¬ 
vised  money  systems  and  why  add  to 
this  risk  by  investing  in  a  country  with 
an  unsound  currency  system. 

An  advantage  will  accrue  to  the 
American  purchaser  of,  for  example, 
Bolivian  dollar  bonds,  if  the  Bolivian 
exchange  is  at  a  discount  when  the 
bonds  are  bought  and  the  principal 
and  interest  are  also  payable  in 
Bolivian  currency  at  a  fixed  higher 
exchange  rate  provided  the  market 
pate  is  above  this  fixed  rate  when  the 
bonds  are  paid. 

In  order  properly  to  safeguard  the 
creditor  all  bonds  should  be  made 
payable  in  gold  or  in  currency  equiva¬ 
lent  to  a  stated  amount  of  gold.  In 
the  first  place,  wrhere  the  payments 
are  to  be  made  in  the  paper  currency  of 
the  debtor  country,  obviously  losses 
to  the  American  creditor  wall  take  place 
if  the  money  of  the  debtor  country 
falls  below  the  par  exchange  value  of 
the  creditor  country’s  money.  In  the 
second  place,  even  if  the  foreign  bonds 
are  payable  in  the  paper  currency  of 
the  country  extending  the  loan,  heavy 
losses  might  be  experienced  by  the 
creditor  if  that  paper  currency  should 
depreciate.  Consequently,  payment  in 
gold  or  its  equivalent  in  currency 
should  be  made  if  full  protection  to  the 
investor  is  to  be  obtained  against  such 
losses. 

Some  will  immediately  protest  that 
this  will  often  eliminate  the  possibility 
of  a  profit.  If  the  foreign  issue  is  to  be 
a  strict  investment  the  elimination  of 
the  risk  is  essential;  if  the  possibility 
of  a  speculative  profit  is  wanted,  that 
is  quite  another  matter.  On  the  other 
hand,  this  does  not  prevent  the  ad¬ 
vantage  of  a  speculative  profit  where 


the  foreign  currency  of  the  debtor 
nation  is  depreciated  at  the  time  of  the 
original  issue,  as  long  as  the  payment 
of  interest  and  principal  at  maturity 
is  payable  under  the  conditions  speci¬ 
fied  above.  But  a  possible  profit  of 
this  character  is  again  quite  a  different 
matter  from  the  possible  losses  referred 
to  where  the  character  of  the  payment 
is  not  controlled.  And  because  of 
some  of  the  losses  wdiich  have  occurred 
to  European  holders  of  South  Amer¬ 
ican  bonds  in  the  past,  and  the  con¬ 
tinued  lack  of  stability  of  the  money 
system  in  some  of  the  Latin  countries, 
this  matter  needs  particular  emphasis. 

The  experience  with  the  mortgage 
land  bank  bonds  of  Argentine  in  the 
90 ’s  is  still  remembered  with  regret 
by  a  great  many  European  investors. 
On  the  basis  of  the  government’s 
guaranty  the  original  issues  were 
quickly  purchased  by  British  investors. 
The  conditions  of  payment,  howrever, 
were  overlooked.  While  the  principal 
was  payable  in  gold,  the  coupons  were 
payable  in  the  paper  currency  of  the 
country.  As  a  result,  when  Argentine 
later  faced  financial  difficulties,  and  its 
currency  depreciated,  the  holders  of 
these  mortgage  bonds  received  a 
greatly  reduced  interest  payment  in 
gold,  and  large  blocks  of  the  bonds 
were  thrown  on  the  market  with  a 
consequent  depreciation  of  price. 
While  no  doubt  Argentine’s  financial 
difficulties  were  responsible  for  a 
certain  amount  of  depreciation  in  these 
bonds,  as  well  as  in  its  other  securities, 
the  extent  of  the  depreciation  which 
did  take  place  could  have  been  greatly 
minimized  if  a  sound  currency  system 
had  existed. 

X 

Investment  Losses  Resulting  from 
Depreciated  Exchanges.  One  or  two 
recent  instances  in  South  American 
experience  will  illustrate  the  possible 
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losses  which  may  be  incurred  by  the 
creditor  country  whose  exchange  rate 
has  suffered  depreciation.  For  ex¬ 
ample,  Bolivia  in  1920  attempted  to 
utilize  the  opportunity  in  the  low  ex¬ 
change  value  of  the  French  loans. 
Bolivia’s  first  step  was  to  secure  a  loan 
in  New  York,  part  of  which  was  used  to 
pay  off  the  French  loans.  The  internal 
insurrection,  however,  forced  Bolivia 
to  float  the  loan  for  the  time  through 
its  own  market. 

A  more  recent  experience  is  that  of 
the  French  holders  of  the  bonds  of  the 
Province  of  Buenos  Ayres,  the  1907 
and  1910  issues.  The  coupons  are 
payable  in  francs,  and  as  the  officials  of 
the  province  have  interpreted  the  pay¬ 
ment  without  regard  to  the  character 
of  the  franc,  as  gold  is  not  specified, 
they  are  making  payment  in  the  de¬ 
preciated  paper  franc.  The  Asso¬ 
ciation  Nationale  des  Porteurs  Fran^ais 
de  Valuers  Mobiliers,  which  looks 
after  the  interest  of  French  holders  of 
foreign  investments,  being  similar  to 
the  Foreign  Bondholders  Corporation 
of  England,  has  taken  legal  steps  to 
assert  the  rights  of  French  holders  of 
Province  of  Buenos  Ayres  bonds  and 
demand  payment  in  the  gold  franc  or 
its  equivalent.  Soon  after  these  steps 
were  taken  the  price  of  these  bonds 
rose  from  the  previous  low  price,  re¬ 
sulting  no  doubt  from  the  fact  that 
the  officials  of  the  Province  of  Buenos 
Ayres  purchased  some  of  these  bonds  in 
the  open  market.  This  artificial 
bolstering  of  the  bond  prices,  however, 
should  not  be  considered  as  an  offset 
to  the  influences  mentioned  above. 

Curious  anomalies  often  arise  in  the 
effect  of  depreciated  currencies  on 
foreign  investments  which  may  work 
to  the  injury  of  foreign  investments  in 
private  industry.  The  profits  of  a 
corporation  doing  a  foreign  business 
which  are  earned  in  the  depreciated 
currency  of  the  country,  lose  so  much 


of  their  purchasing  power  when  con¬ 
verted  into  dollars  that  the  investors’ 
return  is  materially  cut.  An  inter¬ 
esting  example  of  this  effect  was 
found  in  the  Brazilian  Traction,  Light 
and  Power  Company.  The  Man¬ 
chester  Commercial  of  November  last 
in  commenting  on  the  situation  of  this 
company  stated: 

.  .  .  suffers  considerably  as  far  as  its 
foreign  stockholders  are  concerned  by  the 
decline  in  the  foreign  exchange  value  of  the 
milreis;  but  the  position  is  substantially 
mitigated  by  the  fact  that  certain  of  its 
subsidiaries  pay  tribute  to  the  parent 
company  on  a  gold  basis.  Hence  expanding 
trade,  in  spite  of  the  fact  that  the  value 
of  the  milreis  has  declined,  has,  so  to  speak, 
consolidated  a  measure  of  that  profit  which 
in  the  majority  of  Brazilian  undertakings 
run  on  foreign  capital  is  practically  a 
paper  profit  only  and  disappears  by  con¬ 
version  into  sterling. 

The  Rio  de  Janeiro  City  Improve¬ 
ments  Company,  which  has  a  contract 
with  the  government  for  carrying  off 
the  sewage  from  houses  at  a  fixed  rate 
of  exchange,  had  a  similar  experience. 
Its  charge  is  fixed  at  60  milreis  for  each 
house  drained,  fixed  at  the  exchange 
rate  of  19  pence  per  milreis  so  that  the 
charge  is  equivalent  to  4  pounds,  15 
shillings  per  house  drained.  As  a 
result,  at  the  time  of  the  1922  report 
the  company,  on  the  basis  of  existing 
rate  of  sterling  exchange  which  had 
risen,  possessed  a  much  greater  pur¬ 
chasing  power  within  the  country  in 
terms  of  wages,  etc. 

The  long  and  continued  support  of 
foreign  exchange  rates  that  has  been 
undertaken  in  a  number  of  the  South 
American  countries  as  a  result  of  their 
faulty  monetary  systems  has  often 
been  costly.  When  in  addition  to  the 
money  difficulties,  an  unfavorable  bal¬ 
ance  of  trade  existed,  the  situation 
often  reached  an  impasse  until  the 
balance  could  be,  at  least  partially, 
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adjusted  by  a  loan,  as  in  the  case  of 
Funding  Loan  of  Brazil  in  1898. 

Clearly,  the  conditions  which  have 
so  repeatedly  forced  this  issue  must  be 
corrected  (and  they  can  be)  before  a 
permanent  and  satisfactory  financial 
condition  can  prevail.  As  previously 
stated,  the  artificial  support  of  the 
exchange  rate  or  the  general  market  is 
often  temporarily  justified,  but  not  for 
long  continued  periods. 

XI 

Repudiation  Among  South  American 
Countries.  A  great  many  American 
investors  have  avoided  the  purchase 
of  South  American  securities  because  of 
the  fear  of  repudiation.  Here  again  a 
sharp  distinction  must  be  made  be¬ 
tween  the  several  Latin  American 
states.  A  marked  distinction,  for 
example,  should  be  made  between 
Ecuador  and  Chile.  Still,  questionable 
as  the  foreign  debt  history  of  some  of 
the  South  American  countries  has  been, 
the  sins  of  the  past  are  not  likely  to  be 
repeated  in  the  former  wholesale 
fashion,  even  in  those  countries  which 
have  been  the  worst  debt  defaulters. 

Persons  not  familiar  with  the  de¬ 
tailed  financial  history  of  these  coun¬ 
tries  tend  in  this  respect  to  confuse 
South  American  countries  with  Central 
American  states.  Postponement  of 
the  payment  of  the  debt  by  some  of 
these  latter  countries  is  not  unlikely 
to  occur  again  unless  the  monetary 
and  national  financial  systems  are 
rigorously  reorganized.  However,  their 
governments  are  now  all  conscious  of 
this  fact  and  some  reform  may  be 
effected.  In  one  form  or  another  all  of 
the  South  American  governments  have 
in  the  past  postponed  the  payment  of 
their  debts.  The  costliness  of  this  pro¬ 
cedure,  however,  is  fully  appreciated 
at  the  present  time. 


Chile  now  has  the  best  record  for 
meeting  its  interest  and  foreign  loans 
at  maturity  of  any  of  the  South 
American  countries.  Of  the  other 
most  important  countries,  Argentine 
and  Brazil  have  temporarily  post¬ 
poned  payment  on  several  recent 
occasions  in  the  past  25  years  and 
certain  of  the  states  of  Brazil  are  now 
in  default.  Even  Peru  and  Ecuador, 
which  so  frequently  defaulted  on  their 
obligations  in  the  past,  have  in  recent 
years,  with  temporary  exceptions,  at¬ 
tempted  to  meet  their  obligations  at 
their  full  value.  It  is  true,  however, 
that  they  have  too  often  met  the  issue 
by  a  further  funding  and  increase  of 
their  obligations.  If  these  two  coun¬ 
tries  would  curtail  luxury  imports  and 
augment  their  exports  and  at  the  same 
time  rigorously  increase  their  taxes  and 
eliminate  extravagant  government  ex¬ 
penditures,  the  penalties  they  are  now 
suffering  from  their  former  political 
extravagance  would  be  removed.  Like 
all  of  the  northwestern  countries  of 
South  America,  Peru  and  Ecuador 
have  more  than  adequate  resources  for 
taxation  purposes,  many  of  which  are 
as  yet  untapped.  There  is  no  state  on 
the  South  American  continent  which, 
if  its  government  organization  were 
properly  adjusted,  could  not  meet  all 
its  obligations. 

One  must  also  remember  that  as  a 
country  develops  and  property  owners 
increase  in  number,  a  more  conserv¬ 
ative  attitude  toward  property  rights 
and  obligations  also  develops  among 
the  populace.  Compare  the  financial 
history  of  the  South  American  nations 
from  1840  to  1880  to  that  from  1900  to 
1920  and  evidence  of  great  improve¬ 
ment  will  be  found.  While  a  default 
in  a  debt  has  only  recently  taken  place 
among  them  it  is  probably  only 
temporary,  and  permanent  national 
repudiation  is  not  likely  to  occur 
again. 
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XII 

Present  Conditions  in  Brazil.  Of  the 
four  most  important  countries  in  South 
America,  Brazil  seems  to  have  recently 
given  most  concern;  consequently, 
some  particular  attention  should  be 
given  to  the  present  position  of  its 
securities.  There  is  an  accumulation 
of  approximately  $80,000,000  of  float¬ 
ing  and  overdue  debts.  With  this 
practically  temporary  insolvent  situ¬ 
ation  (not  bankruptcy)  it  is  possible 
that  some  of  the  Brazilian  issues  will 
go  lower  in  price  before  a  permanent 
upward  swing  gets  under  way,  though 
a  sharp  increase  in  the  price  of  com¬ 
modities  might  effectively  stabilize 
security  prices.  The  more  recent 
heavy  selling  in  this  country  of  Bra¬ 
zilian  issues  has  been  in  the  sterling 
bonds,  which  were  resold  here  after 
the  war.  The  dollar  issues  have  held 
up  with  fair  consistence  following  the 
trend  of  the  general  bond  market. 

The  difference  between  the  price  of 
the  sterling  and  of  the  dollar  bonds  of 
Brazil  is  somewhat  misleading  to  the 
superficial  observer,  as  the  interest 
which  is  payable  in  sterling  is  subject 
to  a  discount  corresponding  to  the  dis¬ 
count  in  the  sterling  exchange  rate  and 
to  the  penalty  for  British  income  tax 
evasion.  Of  fourteen  issues  out¬ 
standing  in  London  in  1913  all  except 
four  were  selling  in  January  1923,  for 
less  than  one-half  of  the  high  quotation 
reached  in  1913.  Those  who  purchased 
the  1883,  4)/£’s  sterling  bonds  at  the 
low  point  of  43  (price  in  pound  per 
cent)  with  the  idea  of  realizing  par  on 
the  maturity  of  the  bonds  this  year, 
must  have  merely  watched  price 
fluctuations  and  not  given  attention  to 
Brazilian  finances.  Anyone  who  has 
made  even  the  most  casual  obser¬ 
vation  of  the  tendency  in  Brazilian 
affairs  would  hardly  venture  so  much 
as  a  guess  that  this  funded  obligation 
will  be  paid  this  year. 


As  a  matter  of  fact,  any  loans  ma¬ 
turing  at  this  time  will  no  doubt  all  be 
refunded  and  call  features  will  be  pro¬ 
vided  to  enable  the  government  to  re¬ 
issue  in  a  more  favorable  market.  Not 
only  are  new  coupons  to  be  issued  on 
the  extension  of  the  1883,  4)^’s  but 
most  of  the  sinking  funds  of  foreign 
loans  are  not  now  in  operation.  The 
same  difficulties  are  also  being  en¬ 
countered  by  the  constituent  states 
of  Brazil.  Early  last  summer,  for 
example,  the  state  of  Bahia,  whose 
loans  are  a  first  claim  on  export  duties 
and  the  general  revenues  of  the  state, 
announced  that  it  would  not  be  able  to 
meet  its  interest  charges. 

At  about  the  time  of  the  default  on 
the  Bahia  bonds,  two  successful  foreign 
bond  issues  were  floated  by  the 
National  government.  The  most  im¬ 
portant  of  these  loans  was  the  £9,000,- 
000,  73^’s  Coffee  Loan,  of  which 
£2,000,000  was  offered  in  the  United 
States  for  the  purpose  of  paying  off 
bank  credits.  The  loan  is  secured  by 
4,535,000  bags  of  coffee  under  control 
of  a  committee.  If  the  valorization 
control  is  to  operate  perfectly  a  con¬ 
siderable  excess  supply  of  coffee  must 
be  purchased  and  carried  over.  But 
in  thus  disposing  of  the  excess  supply, 
the  price  of  coffee  may  be  shifted  to 
the  disadvantage  of  the  coffee  trade 
and  bankers,  as  in  the  case  of  the  two 
previous  valorization  plans.  There  is 
now  considerable  opposition  on  the 
part  of  the  coffee  market  against  the 
valorization  committee  and  the  Bra¬ 
zilian  government  because  of  the  dearth 
of  information  given  by  them,  as  it 
leaves  the  coffee  traders  with  little 
guidance  as  to  the  trend  of  the  coffee 
market,  which  normally  possesses  the 
most  complete  information  of  any  of 
the  raw  products  markets.  But  the 
loan  was  practically  forced,  as  the 
current  bank  credits  advanced  on 
coffee  had  to  be  released  at  any  cost. 
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Brazil,  as  well  as  its  states,  during 
the  past  40  years,  has  repeatedly  shown 
a  tendency  to  overreach  itself  in  the 
matter  of  finances.  Several  times 
within  this  period  has  it  been  obliged  to 
suspend  payment  on  its  debts  though 
the  day  has  always  been  saved  by  the 
refunding  process.  True,  this  does  not 
mean  bankruptcy,  but  it  does  imply 
temporary  insolvency.  While  the  con¬ 
traction  of  new  commitments  is  seri¬ 
ously  to  be  questioned,  nevertheless, 
with  a  tightened  grip  on  government 
expenditures  and  a  speeding  up  of 
production,  Brazil  should  find  no  great 
difficulty  in  achieving  a  comeback. 

XIII 

Conclusion.  With  the  sudden  slump 
from  the  large  export  trade  of  1919,  all 
South  American  countries  have  felt 
the  pressure  of  the  extravagances  they 
had  developed  in  both  private  and 
public  finances.  However,  leading 
men  of  those  countries  are  perfectly 
mindful  of  the  situation.  The  recent 
utterances  on  the  seriousness  of  the 


situation  by  Dr.  Sampio  Vidal,  the 
Finance  Minister  of  Brazil,  have  been 
discussed  in  almost  every  other  South 
American  state.  A  recent  editorial  in 
a  leading  Chilean  daily,  for  instance, 
vigorously  criticized  that  country’s 
dependence  on  nitrate  alone  for  so 
large  a  part  of  its  revenue. 

Though  the  South  American  situ¬ 
ation  is  disquieting  and  temporary  in¬ 
solvency  exists  in  certain  quarters, 
actual  bankruptcy  is  not  likely.  A 
more  favorable  return  on  exports  and  a 
curtailment  in  luxury  imports  has  al¬ 
ready  taken  place,  but  a  more  rigid 
balancing  of  expenditures  with  reve¬ 
nues  must  be  effected.  Increased  tax¬ 
ation,  which,  as  one  writer  has  recently 
put  it,  is  the  logical  penalty  of  ex¬ 
travagance,  is  quite  essential  in  all  the 
South  American  countries.  Consider¬ 
able  resources  are  still  available  for 
taxation  without  unduly  penalizing 
industry.  While  all  the  reforms  pro¬ 
posed  cannot  be  effected,  a  sufficient 
number  can  be  accomplished  to  pull 
those  nations  out  of  their  present 
temporary  embarrassments. 


MOTION-PICTURES  AS  AN  AID  TO  BUSINESS— III 


BY  P.  A.  RAIBOURN*  AND  ROY  L.  DAVIS,  f 


THE  motion-picture  has  a  definite 
field  in  which  it  excels  as  an  ad¬ 
vertising  medium.  Elsewhere  for  this 
purpose  it  is  of  comparatively  little 
utility.  For  instance,  it  would  be 
almost  valueless  to  bring  before  the 
public  a  small  and  new  variation  in 
type  of  product.  On  the  other  hand, 
in  the  case  of  the  Weiland  Dairy  film 
described  in  a  preceding  article1,  there 
was  no  other  possible  medium  which 
could  have  reached  the  women  of 
Chicago’s  North  Side  so  well  as  the 
motion-picture.  Billboard  advertising 
could  not  have  told  the  whole  story. 
There  is  no  periodical  medium  which 
covers  the  locality  adequately.  Direct 
mail  advertising  would  not  have  pro¬ 
duced  the  same  profound  impression, 
nor  would  it  have  induced  the  women 
to  discuss  the  problem  as  the  motion- 
picture  did  and  thereby  advertise  it 
to  just  the  people  it  was  desired  to 
reach. 

As  stated  before,  the  fact  that 
motion-pictures  are  shown  to  groups 
whose  attention  must  be  concentrated 
on  the  ideas  placed  before  them  is  the 
main  distinctive  difference  between 
the  motion-picture  and  other  publicity 
media.  Because  of  this  the  motion- 
picture  has  the  definite  advantage  that 
it  can  lead  its  audiences  through 
devious  and  intricate  mental  processes 
to  the  desired  conclusions  and  this 
without  much  effort  on  their  part. 

The  problems  that  arise  in  determin¬ 
ing  whether  motion-pictures  shall  be 
used  in  a  specific  case,  and  how  much 

♦Research  Statistician,  Famous  Players-Lasky  Cor¬ 
poration,  New  York. 

t  With  the  DeVry  Corporation,  Chicago,  in  charge 
of  sales. 

1  Administration  for  April,  1923,  page  445. 


shall  be  spent  on  them,  do  not  differ 
materially  from  the  similar  problems 
that  arise  in  connection  with  other 
forms  of  advertising.  To  solve  these 
problems  we  must  determine  how  the 
moving-picture  can  be  used,  what  the 
result  should  be,  and  how  the  cost  of 
accomplishing  this  result  will  compare 
with  the  cost  of  accomplishing  it  by 
other  methods. 

This  latter  requirement  is  sometimes 
difficult,  for  with  motion-pictures,  as  in 
all  forms  of  advertising,  it  is  often 
impossible  to  measure  results  in  terms 
of  dollars  and  cents.  On  the  other 
hand,  when  working  on  limited  groups 
in  well-defined  territory  a  fair  measure 
of  the  efficiency  of  the  method  can 
usually  be  obtained.  Thus  the  Weil¬ 
and  Dairy  Company  had  a  definite 
measure  of  results.  Also  the  Armour 
Company  was  able  to  obtain  a  com¬ 
parative  measure  of  what  was  ac¬ 
complished  when  they  made  a  film 
showing  the  possibilities  and  sales 
points  of  a  special  brand  of  sausage 
which  had  been  neglected  by  both 
salesmen  and  dealers.  In  this  case 
ordinary  direct  mail  efforts  together 
with  definite  home  office  instructions 
had  failed  to  increase  sales.  When, 
however,  the  Armour  film  had  been 
shown  over  the  territory  in  which  the 
sausage  was  handled,  there  was  a  large 
and  satisfactory  jump  in  its  sales. 

II 

Preliminary  to  Production.  There 
are  two  steps  in  getting  an  idea  before 
the  public  by  means  of  motion- 
pictures: 
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1.  Production  of  the  motion-picture. 

2.  Distribution  of  the  positive  and  its 
exhibition  to  the  public. 

A  word  of  caution  may  be  given 
here.  Where  motion-pictures  are  to 
be  used,  producers  sometimes  offer  as 
an  inducement  for  patronage,  the 
extraordinary  distribution  they  can 
obtain,  usually  asking  an  exorbitant 
amount  for  production.  In  such  cases 
either  a  certain  minimum  amount  of 
distribution  should  be  guaranteed  by 
the  contract  or  the  payments  on  the 
contract  should,  in  a  measure  at  least, 
be  contingent  upon  receiving  satis¬ 
factory  assurance  that  a  certain  amount 
of  distribution  has  been  obtained.  If 
this  is  not  done  and  a  general  and  all- 
inclusive  contract  is  made  on  the  basis 
of  rosy  but  unsecured  promises,  it  will 
not  be  a  matter  of  surprise  to  find 
later  that  the  cherished  picture  has 
hardly  moved  from  the  distributor’s 
shelves. 

In  most  cases  it  will  be  found  ad¬ 
vantageous  to  avoid  this  possibility 
entirely  by  bringing  the  production 
under  one  contract  and  the  distri¬ 
bution  under  another.  And,  as  al¬ 
ready  intimated,  on  any  distribution 
contract  there  should  always  be  a 
sufficient  guarantee  of  performance. 
The  general  question  of  distribution 
will  be  discussed  later. 

The  process  of  production  divides 
up  about  as  follows: 

1.  Determination  of  theme  (idea  to  be 
presented). 

2.  Preparation  of  synopsis. 

3.  Preparation  of  working  script  or  con¬ 
tinuity. 

4.  Arrangement  of  sets  and  training  of 
actors.  (Preparation  of  basic  material  for 
animated  cartoons,  diagrams,  technical 
drawings,  etc.) 

5.  Actual  taking  of  scenes. 

6.  Development  of  negative  and  making 
of  “working”  print. 

7.  Cutting  and  insertion  of  titles. 

8.  Production  of  “positives.” 


The  first  step,  the  determination  of  a 
theme,  is  merely  the  selection  of  the 
idea  or  ideas  to  be  presented. 

The  second  step,  the  preparation  of 
a  synopsis,  is  the  contruction  of  an 
outline  expressing  the  original  theme 
in  terms  of  visual  images.  The  prep¬ 
aration  of  this  synopsis  manifestly  is 
a  job  which  calls  for  the  combined 
abilities  of  the  man  who  knows  the 
message  he  wishes  to  convey,  someone 
who  knows  what  the  reactions  of  the 
public  will  be  to  these  messages,  and 
a  man  who  can  think  in  terms  of  vivid 
and  connected  pictures  which,  as  they 
are  viewed  on  the  screen,  can  only  be 
translated  back  into  the  original 
message. 

The  preparation  of  the  working 
script  is  the  more  or  less  dramatic  pres¬ 
entation  of  the  visualized  images  of 
the  synopsis.  It  must  necessarily  be 
the  work  of  a  motion-picture  expert. 
Who  else  is  able  to  say  how  much 
footage  or  emphasis  should  be  de¬ 
voted  to  a  certain  scene  in  order  to 
produce  a  desired  effect? 

Ill 

The  Theme.  The  original  theme  or 
idea  to  be  expressed  usually  originates 
in  the  mind  of  some  major  executive 
of  the  concern  which  is  putting  out  the 
picture.  For  him  this  theme  probably 
exists  as  a  well  co-ordinated  mass  of 
facts,  conclusions,  and  theories,  clearly 
enough  visualized  in  his  own  mind, 
which  he  wishes  to  make  equally  live 
and  clear  in  the  minds  of  others. 
This,  however,  is  not  so  easily  done, 
and  when  he  attempts  to  translate 
these  ideas  or  processes  into  “motion- 
picture  scenes”  he  is  treading  new  and 
strange  ground  and  is  more  than  likely 
to  stumble.  Why  must  journalists  be 
employed  by  magazines  to  tell  stories 
of  scientific  discoveries  to  the  public? 
Entirely  because  of  the  fact  that  they 
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can  express  these  ideas  in  a  language 
which  the  public  understands  and 
which  holds  its  interest.  The  pro¬ 
duction  of  motion-pictures  is  analogous 
and  the  employment  of  experts  equally 
necessary. 

IV 

The  First  Steps.  The  following  ex¬ 
amples  will  make  clearer  the  processes 
which  an  idea  goes  through  before  it 
reaches  the  point  of  actual  screen 
production.  To  some  the  extensive 
preparation  these  indicate  will  appear 
unnecessary.  They  may  think  that 
they  can  obtain  an  “industrial  film”  by 
hiring  a  cameraman  to  take  a  few  of 
their  “pet”  scenes  and  processes. 
Experience,  however,  has  shown  that 
this  is  not  the  case — that  it  is  simply 
a  “trial  and  error”  method  whose 
product  is  poor  and  whose  cost  is 
likely  to  run  over  that  of  a  well- 
planned  production. 

The  first  example  is  taken  from  the 
actual  preparatory  work  on  a  film  for 
a  corporation,  called  here  the  “America 
Metal  Products  Corporation”  or 
“America”  for  short.  The  corpo¬ 
ration  was  in  the  metal  products  busi¬ 
ness,  had  ample  financial  resources, 
and  was  able  to  carry  an  extensive 
campaign  to  a  satisfactory  conclusion. 

The  theme  originated  with  an  exec¬ 
utive  of  the  corporation.  He  had  a 
number  of  ideas  in  mind.  First,  the 
company  products  were  not  being 
used  to  the  extent  that  their  possi¬ 
bilities  and  prices  warranted  and  he 
wished  to  increase  their  use.  This  in 
turn  would  require  an  expansion  of 
facilities  which  in  its  turn  would  call 
for  more  capital.  Also  new  employees 
would  have  to  be  obtained,  and  in 
connection  with  the  general  effort  he 
hoped  to  raise  the  morale  of  the  whole 
organization.  The  motion-picture  was, 
therefore,  to  be  the  active  agent  in  ex¬ 
panding  the  market  for  the  corpora¬ 


tion  products,  in  arousing  public 
interest  and  confidence  in  the  cor¬ 
poration  itself  so  that  new  securities 
could  be  readily  sold,  and  in  raising  its 
morale  and  attracting  workmen  of  the 
better  class  to  the  organization.  Also 
the  economic  features  involved  in  the 
utilization  of  capital  with  its  resulting 
employment  of  the  idle,  and  the  pro¬ 
duction  of  goods  needed  by  the  in¬ 
dustrial  world,  was  to  be  stressed. 

The  statement  made  by  this  execu¬ 
tive  is  quoted  in  part: 

We  want  a  film  or  series  of  films  which 
will  carry  to  the  public  the  ideas  we  have 
in  mind  for  our  corporation.  It  must  show 
that  what  we  have  here  is  more  than  an 
industrial  organization;  it  is  a  smooth- 
running  machine  designed  to  add  to  the 
economic  well-being  of  the  nation.  ...  It 
must  show  that  the  purchaser  is  receiving 
more  commodity  and  service  for  his  money 
here  than  anywhere  else.  The  stability  of 
return  of  the  capital  investment  must  be 
emphatically  shown. 

We  feel  that  such  a  motion-picture  or 
pictures  can  be  used  to  attract  the  best 
workmen  to  our  organization,  to  upbuild 
the  organization  morale  and  to  attract 
investors  of  the  non-speculative  type.  .  .  . 
Also  salesmen  selling  the  company’s  prod¬ 
ucts  will  learn  from  these  films  just  how 
and  where  the  products  are  manufactured 
and  will  be  well  supplied  with  sales  talk 
and  an  enthusiastic  viewpoint. 

V 

From  Theme  to  Synopsis.  A  brief 
consideration  of  this  theme  will  show 
the  many  phases  of  the  subject  which 
the  executive  expected  to  cover — too 
many  for  any  single  film.  A  film  com¬ 
pany  was  approached,  and  after  much 
study  presented  a  synopsis  of  over 
11,000  words.  This  would  have  taken 
at  least  30,000  feet  of  film  to  translate 
into  picture,  while  the  ordinary  film 
production  averages  about  5000  feet  in 
length.  As  a  matter  of  practice  the 
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subject  should  have  been  cut  down  to 
specialized  synopses  and  productions. 
In  this  way  it  would  have  been  possible 
with  films  of  reasonable  length  to 
reach  all  the  different  classes  of  people 
to  be  influenced.  However,  in  order  to 
show  how  abstract  economic  thought 
and  problems  are  translated  into 
motion-picture  actions  and  characters, 
brief  selections  are  given  from  the 
synopsis  worked  out  of  the  preceding 
theme. 

Synopsis  of  “America — For  Public 
Service” 

The  film  should  begin  with  two  or  three 
rather  elaborate  subtitles,  explaining  the 
fact  that  the  Management  of  America  is 
ever  on  the  alert  to  promote  a  better  under¬ 
standing — a  greater  realization  of  the 
duties  and  opportunities  which  enter  into 
the  life  of  every  individual  connected  with 
the  organization.  Further,  that  the  man¬ 
agement  feels  that  it  is  its  duty  to  make 
clear  to  all  of  the  interests  for  which  it  is 
directing  the  affairs  of  the  company,  the 
motives,  purposes,  and  ideals  which  guide 
their  every  act  in  the  discharge  of  this  great 
responsibility. 

After  a  complete  and  detailed  state¬ 
ment  of  the  ideas  the  executive  had 
in  mind,  covering  many  pages,  the 
synopsis  continues: 

Then  comes  the  question:  “Who  sup¬ 
plies  the  machinery  to  do  all  this?”  And 
the  answer  is:  “The  newsboy,  the  clerk, 
the  broker,  and  the  workingman — the 
capitalists.”  This  is  how  it  is  done.  We 
go  back  to  the  scene  at  the  paying  teller’s 
window  and  then  into  the  office  of  the 
president  of  the  same  bank.  We  intro¬ 
duce  Mr.  Smith  of  “America”  into  the 
scene.  He  has  some  matter  to  take  up 
with  the  president  which  is  quickly  dis¬ 
posed  of.  The  president  then  tells  Smith 
that  the  bank  has  a  large  surplus  of  money 
which  is  idle;  he  can  find  no  satisfactory 
place  to  invest  it.  We  might  have  him 
quote  some  statistics  showing  that  there 
is  always  a  large  amount  of  money  lying 
idle  in  the  banks  and  bring  out  the  point 


that  it  is  there  because  the  directors  of 
banks  cannot  find  a  sufficient  number  of 
men  in  whom  they  have  confidence  to  use 
it  for  the  expansion  of  industry.  It  is  the 
lack  of  confidence  in  men  that  keeps  money 
idle.  The  president  takes  Smith  to  the 
vaults  and  shows  him  the  money  stacked 
up  there  and  tells  him  of  the  hordes  of 
men  who  are  idle  at  that  moment  because 
that  money  has  not  been  put  to  work. 
“When  money  goes  to  work — men  go  to 
work.”  We  can  fade  to  a  vision  of  a  mass 
of  men  who  are  out  of  work  and  scenes  of 
others  applying  at  mills  and  factories.  All 
find  that  the  places  are  full.  .  .  .  Smith 
is  very  much  impressed  with  the  situation 
and  decides  that  something  must  be  done 
to  bring  these  two  elements  together. 

Then  comes  the  real  birth  of  America. 
We  see  Smith  at  one  of  the  lead  and  zinc 
mines  of  Missouri.  The  mine  is  shut 
down.  The  reason  is  overproduction. 
This,  it  is  explained  to  Smith,  is  due  to 
bad  management.  Smith  tells  the  man 
that  bad  management  is  usually  the  cause 
of  most  business  failures  and  most  labor 
troubles.  ...  As  Smith  looks  at  the  idle 
mine  and  gazes  at  the  huge  pile  of  ore  al¬ 
ready  taken  out,  a  vision  comes  to  him, 
with  the  ore  pile  as  a  background,  of  the 
throng  of  idle  workmen.  He  gets  an  idea. 
He  tells  the  man  that  there  is  unproductive 
wealth  everywhere  about  them;  lead  and 
zinc  lying  idle  in  the  ground,  money  lying 
idle  in  the  banks  and  strong,  capable  men 
sitting  with  their  hands  folded  and  their 
stomachs  gnawing  for  lack  of  food  while 
the  world  is  crying  out  for  the  products  to 
be  made  from  lead  and  zinc.  He  believes 
that  it  is  high  time  that  someone  formed  a 
partnership  between  these  elements  for 
the  common  good  and  he  is  determined  to 
do  it. 

Next  we  see  Smith  in  another  interview 
with  the  president  of  the  bank.  In  an  im¬ 
passioned  speech  he  describes  the  idle  mine 
and  the  idle  men  and  his  determination 
to  start  the  wheels  of  industry  on  a  new  and 
better,  sounder  basis.  He  asks  the  presi¬ 
dent  to  lend  him  the  necessary  money.  The 
president  tells  him,  after  hearing  his  plan 
to  make  capital  and  labor  real  partners  in 
this  enterprise,  that  he  has  faith  enough  to 
do  it. 
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VI 

The  Working  Script.  The  next  ex¬ 
hibit  is  a  selection  from  a  very  suc¬ 
cessful  working  script  designed  to 
“put  across”  the  idea  that  cash 
registers  are  essential  in  retail  stores. 
Just  enough  is  given  to  show  how  the 
pictures  of  the  synopsis  are  translated 
into  the  more  highly  visualized  pictures 
of  the  working  script. 

Success  or  Failure 
A  Motion-Picture  Presentation  of  the  Right 

and  Wrong  Methods  of  Conducting 
Retail  Business 

REEL  1.  HOW  TO  ORGANIZE  A  STORE 

Haphazard  methods  of  organization  are 
responsible  for  the  majority  of  the  failures 
in  retail  business.  Chart  shows  number 
and  causes  of  business  failures  in  the 
United  States.  The  primitive  “Clubroom” 
of  the  town  idlers.  Flash  of  country  store. 

The  Next  Stage — The  Idlers  Are  Gone. 
But  the  Methods  are  Still  Inefficient.  Pan¬ 
orama  of  urban  store  at  the  opening  hour. 
Crudely  arranged  goods,  indifferent  clerks, 
dispute  over  telephone,  dirt,  and  disorder  at 
the  back  of  the  store,  wrappers  skylarking, 
a  deliveryman  and  a  clerk  “bawling  out” 
each  other  at  the  back  door. 

Putting  Temptation  in  the  Help's  Way. 
As  the  day’s  business  begins,  the  safe  and 
tills  are  unlocked  and  a  quantity  of  change 
is  put  in  each  of  the  tills.  We  show  all  the 
clerks  having  free  access  to  the  money 
drawers. 

What  Might  Happen  When  the  Boss  Is  Not 
Around.  Clerk  goes  to  make  change  of 
$20  bill  at  till.  A  racetrack  tipster’s  sheet 
is  sticking  out  of  his  front  coat  pocket. 
Clerk  puts  customer’s  $20  bill  in  till  and 
takes  out  $1.50  change  for  the  customer. 
As  he  does  so,  he  notices  name  of  horse 
underscored  on  tipster’s  sheet.  He  glances 
around  and  sees  that  no  one  is  looking. 
Turning  his  back  to  the  till,  he  stealthily 
withdraws  the  $20  bill  from  the  drawer  and 
places  it  in  his  pocket. 

Loss  by  Carelessness  Just  as  Serious  as 
Loss  by  Theft.  Credit  slip  for  a  large  pur¬ 
chase  falls  to  the  floor.  The  morning 
sweeper  gathers  it  up,  and  it  disappears  in 


the  dust  bin.  Clerk  does  not  notice  this. 
He  goes  on  talking  with  the  customer. 

After  the  Day's  Work  Is  Done,  the  Mer¬ 
chant  Tries  to  Straighten  Out  the  Tangles. 
A  tired  merchant  is  evidently  making  no 
progress  with  his  problems.  A  closeup  of 
his  head  held  in  his  hands,  cross-dissolves 
into  an  animated  drawing  of  the  merchant’s 
brain.  This  contains  sales,  credits,  notes, 
complaints,  costs,  overhead,  clerks,  etc., 
in  the  most  chaotic  confusion,  and  presently 
the  layers  of  the  brain,  overlapping  and 
jumbling  with  each  other,  whirl  round  and 
round,  faster  and  ever  faster. 

The  scene  then  changes  to  the  merchant’s 
home,  which  he  enters  with  a  big  port¬ 
manteau  under  his  arm.  He  rebuffs  his 
wife  and  children,  registering  that  he  has 
important  work  to  do,  and  goes  to  his  study. 
He  falls  asleep.  We  now  see  in  animated 
drawing  the  various  items  of  his  brain 
issue  forth  as  dreams  which  dance  about 
and  attack  him.  He  wakes  up  from  time 
to  time  in  nightmare.  The  items  are  little 
devils  now,  and  they  jab  at  him  viciously. 

This  script  represents  a  higher 
development  of  the  motion-picture  art 
than  the  previous  synopsis.  It  will  be 
noticed  that  it  is  more  direct,  covers 
but  one  theme,  and  that  a  specific 
one,  and  uses  animated  charts  and 
drawings. 

VII 

Animated  Diagrams — The  Slow 
Motion-Picture,  etc.  There  is  every 
reason  to  be  enthusiastic  over  the 
possibilities  of  animated  cartoons, 
drawings,  diagrams,  charts,  maps, 
models,  etc.,  for  motion-pictures  in 
business.  Accentuation  of  certain 
points  by  action,  by  pointers,  arrows, 
etc.,  present  possibilities  for  almost 
ideal  concentration  of  attention  to  a 
certain  part  of  an  object.  When 
coupled  with  logical  development  such 
use  reveals  motion-picture  art  at  its 
best.  The  possibilities  of  humor  and 
caricature  to  increase  the  memory 
value  of  certain  images  are  also  very 
important  elements.  These  two  ele- 
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merits  are  most  readily  obtained  in 
connection  with  the  animated  drawing. 

A  complete  subject  entirely  in  ani¬ 
mated  cartoons  stands  a  much  better 
chance  of  obtaining  satisfactory  dis¬ 
tribution  than  any  other,  and  especially 
so  if  there  is  a  humorous  twist  to  the 
story.  It  is  furthermore  possible  to 
tell  a  complete  story  in  much  shorter 
length  than  with  ordinary  methods. 

A  striking  example  of  this  is  the 
success  of  the  picture — “A  Delayed 
Honeymoon.”  Two  tires  carried  on 
the  rear  rack  of  an  automobile  tell  the 
humorous  story  of  their  life.  The 
film,  of  150  feet  in  length,  could  be  at¬ 
tached  to  the  current  news  film  in  the 
theater.  It  met  with  universal  popular 
approval  and  was  shown  in  theaters 
without  charge.  A  series  of  well- 
chosen  films  of  such  a  nature  could  be 
used  to  carry  a  lengthy  message  to  the 
public. 

There  are  several  other  helps  to 
make  technical  processes  clearer  and  to 
add  both  interest  and  value  to  the 
industrial  motion-picture.  The  first 
is  the  slow  motion-picture.  Ordi¬ 
narily  pictures  are  taken  at  the  rate  of 
about  16  per  second  and  projected  at 
the  same  rate.  With  a  special  rapid 
camera,  pictures  are  taken  at  the  rate 
of  150  to  200  pictures  per  second.  The 
picture  is  projected  at  the  normal  rate 
and  the  action  therefore  appears 
slowed  to  about  one  tenth  of  normal. 
From  this  the  name  slow-motion  is 
derived. 

With  this  medium  it  is  possible  to 
show  processes  and  methods  of  per¬ 
forming  operations  which  cannot  be 
shown  by  any  other.  Especially  is 
this  true  of  manual  operations  where 
rhythm  and  dexterity  are  essential. 

Another  aid  is  the  close-up,  and  the 
taking  of  pictures  through  microscopes. 
In  either  case  the  effect  is  to  magnify 
the  operation  and  increase  the  con¬ 
centration  on  a  certain  point. 


VIII 

Production  of  the  Picture.  Having 
obtained  a  working  script  the  business 
man  is  ready  to  take  the  next  step. 
Up  to  this  point  the  technical  motion- 
picture  adviser  is  a  necessary  assistant. 
Here,  however,  the  work  takes  on  a 
different  phase,  and  what  is  needed  is  a 
cameraman  and  director.  Without 
disparaging  the  work  of  the  director 
in  theatrical  subjects,  it  will  be  found 
that  for  the  usual  industrial  subject, 
where  little  emotion  is  shown,  the 
cameraman  can  take  care  of  almost 
all  the  direction  necessary  if  the  script 
has  been  well  worked  out. 

At  this  point  it  has  been  found 
that  the  man  for  whom  the  picture  is 
being  made  usually  likes  to  take  a 
hand.  Quite  often  the  only  result  he 
obtains  is  to  mix  things  up  and  it 
would  be  much  better  if  he  left  the 
whole  matter  to  the  technical  picture 
expert.  Outside  actors  are,  as  a  rule, 
not  required,  as  persons  interested  in 
the  work  are  usually  much  better  for 
carrying  out  industrial  parts.  Also 
processes  and  operations  can  usually 
be  more  satisfactorily  demonstrated 
by  actual  workers. 

It  should  be  realized  that  the 
sequence  in  which  scenes  are  taken 
need  not  be  the  natural  sequence.  The 
scenes  are  taken  on  separate  strips  of 
negative  film.  They  are  then  joined  to¬ 
gether  in  their  proper  relation  and 
sequence  and  the  proper  titles  in¬ 
serted.  Thus  the  last  scene  may  be 
the  first  one  taken. 

The  actual  work  of  joining  strips  of 
film  and  determining  sequence  is  done 
on  a  positive  print  and  the  approved 
results  duplicated  on  the  negative. 
This  process  is  known  as  “cutting.” 
Here  again  it  is  possible  to  ruin  a  good 
idea  and  to  improve  a  poor  one. 
Everyone  who  has  had  the  oppor¬ 
tunity  to  criticize  the  written  work  of 
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another  realizes  the  tendency  to  con¬ 
sider  one’s  own  viewpoint  and  style  a 
great  improvement  over  the  effect  and 
continuity  of  the  other.  This  is  where 
the  three  essential  elements  of  con¬ 
structing  literature  and  thought  are 
physically  brought  into  the  picture. 
These  are  unity,  coherence,  and  em¬ 
phasis.  It  will  usually  be  found  best 
to  intrust  this  part  of  the  operation 
to  those  who  prepared  the  synopsis. 
Perhaps  the  originator  of  the  themes 
should  work  with  them. 

When  this  work  is  done  positive 
prints  must  be  made  for  distribution 
and  this  distribution  must  then  be 
secured. 

IX 

The  Matter  of  Cost.  Before  discuss¬ 
ing  costs  in  their  entirety  it  is  desirable 
to  give  a  brief  survey  of  the  costs  and 
problems  involved  in  the  distribution 
of  films,  the  getting  them  into  places 
where  people  will  look  at  them. 
Normal  positive  prints  are  produced 
on  a  commercial  basis  at  a  cost  be¬ 
tween  $0.03  and  $0,035  per  foot.  It 
may  be  possible  that  particular  films 
will  cost  more.  There  could  easily  be 
reason  why  they  should. 

The  cost  quoted  may  mean  over 
$30  for  a  1000-foot  reel.  Such  a 
positive  wears  out,  but  should  be  good 
for  from  60  to  100  showings.  The 
average  cost  per  1000  feet  for  positive 
will  thus  approximate  50  cents  per 
showing.  The  cost  of  handling  and 
expressage  will  far  exceed  this.  The 
cost  of  getting  each  individual  showing 
depends  on  how  this  showing  is  carried 
out.  Most  industrial  concerns  have 
found  it  best  to  leave  this  problem  to 
somebody  who  knows  the  local  situ¬ 
ation. 

The  production  cost  of  a  film  de¬ 
pends  materially  on  the  contract  made 
with  the  producer.  There  are  two 
types  of  contracts  which  have  a  great 
vogue: 


1.  For  negatives  delivered  at  so  much 
per  foot. 

2.  A  fixed  price  for  the  total  job. 

In  either  case  it  should  be  specified 
just  what  is  to  be  covered  by  the  con¬ 
tract  price.  Some  contracts  go  so  far 
as  to  vest  title  to  the  negative  in  the 
producer,  but  this  should  not  be  al¬ 
lowed  except  in  return  for  some  com¬ 
parable  concession. 

Extensive  data  gathered  on  the 
production  of  industrial  films  shows 
that  the  cost  of  the  negative  runs  from 
$0.50  to  $2.50  per  foot  with  an  average 
slightly  above  $1.  This  average  cost 
increases  rapidly  as  the  length  of  the 
film  is  decreased. 

The  footage  method  is,  however,  not 
a  satisfactory  way  of  getting  a  subject 
produced.  One  expert  says: 

Where  a  fixed  price  by  the  job  is  made,  a 
responsible  contractor  with  a  reasonable 
chance  of  a  profit  will  turn  out  better  work 
than  when  making  film  by  the  foot.  On 
the  price  per  foot  plan  there  is  a  constant 
tendency  to  slip  in  a  few  additional  feet  or 
pad  a  title  or  scene  at  so  many  dollars  per 
foot. 

When  a  producer  does  this,  he  is  not 
only  charging  too  much  but  he  is 
killing  the  rest  of  the  film  by  making  it 
dull. 

The  estimated  cost  of  slightly  over 
$1  per  foot  may  be  considered  from 
another  standpoint,  i.e.>  in  the  light 
of  the  processes  involved. 

The  authors  do  not  know  of  a 
capable  man  in  touch  with  both 
publicity  and  the  technical  phases  of 
production  who  would  undertake  to 
produce  a  satisfactory  working  script 
and  supervise  cutting  and  editing  the 
negative  for  less  than  $500  per  1000- 
foot  reel.  For  this  price  he  should 
keep  the  1000  feet  alive  with  ideas 
and  thoughts. 

The  cost  of  taking  the  scenes,  inas¬ 
much  as  in  most  industrial  films  the 
actual  locale  and  personnel  can  be 
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used,  should  not  exceed  $200,  which 
includes  the  time  of  a  cameraman  at 
approximately  $20  per  day.  The  cost 
of  negative,  titles,  and  initial  positive 
should  not  exceed  another  $200.  By 
adding  these  together  it  will  be  seen 
that  the  cost  is  coming  directly  back  to 
$1  per  foot  or  $1000  per  1000-foot 
reel.  Adding  20  per  cent  for  possible 
leeway  of  error,  and  profit  and  loss,  we 
have  our  figure  of  slightly  over  $1  per 
foot  for  the  completed  negative. 

Remember,  however,  that  the  cost 
is  not  proportionate  for  the  shorter 
lengths  and  that  these  quoted  cost 
figures  demand  a  high  measure  of 
efficiency  and  of  co-operation  on  the 
part  of  the  industrial  plant. 

Cartoon  work  will  run  higher  in 
cost  because  of  the  nature  of  the  proc¬ 
ess.  It  can  be  expected  to  run  near 
the  maximum  figure  of  $2  to  $2.50  per 
foot.  From  the  standpoints  of  lucidity, 
clearness,  and  results  it  will  usually  be 
worth  the  difference. 

X 

Length  of  Films  for  Business  Pur¬ 
poses.  In  the  first  place  it  is  well  to 
get  out  of  mind  any  idea  of  using  more 
than  two  reels  or  at  the  most  three  to 
tell  the  story.  Each  reel  means  about 
15  minutes  of  running  time  and  an 
audience  tires  of  even  the  best  in¬ 
dustrial  subjects  before  40  minutes 
are  up.  Subject  matter  beyond  that 
quite  often  breeds  ill-will.  It  is  there¬ 
fore  better  to  have  500  feet  of  inter¬ 
esting  material  than  3000  feet  of 
drab  details. 

Probably  one  or  two  reels  fit  best 
into  the  present  distribution  systems. 
Some  of  the  best  results,  as  far  as 
distribution  is  concerned,  have  been 
obtained  with  200  or  300  feet  of  film. 
Consider  how  the  material  is  to  be  used, 
its  possible  interest  and  talk  with  a 
motion-picture  expert  in  deciding  on 
the  proper  length. 


Summary  of  Process.  To  conclude, 
the  process  of  making  an  industrial 
picture  should  briefly  be  something 
like  this.  Get  in  touch  with  the  best 
available  expert.  Tell  him  your  prob¬ 
lems  and  desires  and  let  him  outline 
to  you  how  they  may  be  expressed 
in  motion-pictures.  Make  a  definite 
arrangement  with  him  for  the  work. 
Probably  the  best  plan  is  cost  plus  a 
definite  figure  for  his  services  in  ad¬ 
vising,  preparing  the  working  script, 
supervising  the  preparation  of  sets  and 
finally  cutting  and  titling  the  negative. 

Under  such  an  arrangement  the 
producer  takes  no  risk  on  your  per¬ 
sonal  whims  and  has  no  incentive  to 
pad  the  film  or  to  offer  anything  but 
his  best  work.  But  get  something 
more  than  a  cameraman  who  can  take 
a  “few  shots”  of  the  plant.  There  is  a 
message  to  be  conveyed  and  you  will 
have  to  pay  to  have  this  translated 
into  the  universal  language  of  motion- 
pictures.  Work  with  your  expert  in 
his  endeavors  to  see  that  the  adver¬ 
tising  appears  naturally  and  with 
proper  emphasis,  that  the  picture  is 
concentrated  upon  a  single  theme 
without  being  crowded,  that  “human 
interest”  material  is  properly  used  and 
only  when  necessary  to  tell  the  story, 
that  incidental  features  are  properly 
subordinated  to  important  ideas  and 
that  technical  and  animated  drawings 
and  cartoons  are  used  where  they  lend 
material  aid  in  telling  your  story,  even 
though  they  increase  your  cost. 

When  you  and  the  expert  are  in 
thorough  agreement  as  to  costs  and 
working  script,  begin  to  turn  the 
crank.  Keep  your  mind  fixed  on  the 
objective  (if  you  change  it  then  it  will 
probably  cost  you  money)  and  you 
should  have  a  production  which  will 
not  only  please  you  but  produce 
results. 


INTERPRETING  FINANCIAL  STATEMENTS 


BY  RALPH  E.  BADGER* 


THE  analysis  of  the  balance  sheet 
considered  in  the  present  article  is 
from  the  investment  standpoint.  This, 
however,  has  a  twofold  aspect  to  busi¬ 
ness  men.  Whether  seeking  to  invest 
or  to  borrow  capital  they  are  alike 
interested  in  the  question:  “What 
factors  make  securities  attractive?” 
Eveiy  investment  is  a  compromise  be¬ 
tween  two  divergent  conditions — rate 
of  return  and  safety  of  principal  and 
income.  The  investor’s  interest  in  the 
problem  is  obvious.  The  business 
executive,  however,  frequently  plays 
the  r61e  of  borrower,  and  as  such  should 
be  no  less  familiar  with  the  investor’s 
idea  of  security  values.  The  closer  the 
borrower  can  come  to  meeting  the  re¬ 
quirements  of  safety  laid  down  by  the 
lender,  the  lower  the  rate  of  interest  he 
will  have  to  pay.  The  executive,  there¬ 
fore,  whichever  his  point  of  view,  will 
find  the  subject  of  investment  analysis 
a  profitable  one. 

Sound  investing  rests  on  a  proper 
interpretation  of  values.  The  same 
may  be  said  of  speculation.  Investor 
and  speculator  both  play  the  role  of 
purchaser  when  they  buy  securities. 
They  are  buying  a  partial  right  to  the 
assets,  present  and  future,  of  a  corpora¬ 
tion.  The  value  of  the  right  so  acquired 
which  is  represented  by  stocks,  bonds, 
or  notes,  rests  somewhat  on  the  type  of 
.claim  given,  but  depends  in  larger 
measure  on  the  assets  and  earning 
power  of  the  corporation  itself. 

The  most  reliable  data  available  for 
appraising  such  assets  and  earning 
power  are  derived  from  financial  state¬ 
ments- — the  balance  sheet  and  the  in¬ 
come  account. 

*  Department  of  Economics,  Brown  University. 


An  adequate  analysis  or  interpreta¬ 
tion  of  these  data,  however,  requires  a 
thorough  understanding  of  the  funda¬ 
mental  purposes  of  the  two  statements, 
an  appreciation  of  the  facts  they  pre¬ 
sent,  and  a  recognition  of  the  relation¬ 
ship  between  these  facts.  Each  of  these 
aspects  will  be  treated  in  this  article. 

II 

Balance  Sheet  Defined.  The  balance 
sheet  is  a  picture  of  the  financial  condi¬ 
tion  of  a  corporation  at  a  given  date. 
It  accounts  for  all  the  assets  of  the 
corporation  and  all  the  outstanding 
liabilities  to  creditors.  The  difference 
between  these  two  groups  of  items 
represents  the  proprietorship  equity 
and  is  expressed  on  the  liability  side  by 
the  proprietorship  accounts. 

Thus  two  fundamentally  different 
kinds  of  accounts  appear  on  the  lia¬ 
bility  side,  proprietorship  accounts,  or 
accounts  expressing  ownership  equity, 
and  accounts  representing  obligations 
to  persons  other  than  owners.  These 
latter  accounts  may  be  called  real 
liabilities,  as  they  must  be  met  accord¬ 
ing  to  the  terms  under  which  they  were 
incurred.  Ownership  or  proprietorship 
accounts  represent  the  interest  of  the 
stockholders  in  the  business  and  are 
usually  designated  by  capital  stock, 
surplus,  and  certain  reserves,  which 
are  really  part  of  the  surplus. 

Care  must  be  used  in  analyzing  re¬ 
serve  accounts,  for  some  accounts 
labeled  “Reserves”  do  not  represent 
true  ownership  equity.  Thus  Reserves 
for  Taxes,  or  Taxes  Accrued,  usually 
indicate  appropriations  for  expenses 
incurred  but  not  yet  due  to  be  paid 
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and,  therefore,  remaining  as  outstand¬ 
ing  liabilities.  In  similar  fashion  re¬ 
serves  for  pensions  or  insurance  are 
appropriations  for  contingent  expenses 
and  losses,  and  represent  ownership 
equity  only  to  the  extent  they  are  set 
up  in  excess  of  subsequent  charges  to 
such  accounts.  It  is  often  difficult  to 
handle  contingency  reserves  unless 
evidence  is  at  hand  to  show  the  extent 
to  which  the  contingency  against  which 
they  were  set  up  may  eventually  absorb 
such  reserves.  Still  other  reserves,  such 
as  that  for  depreciation,  are  merely 
valuation  accounts  offsetting  certain 
assets  which  are  overstated.  These 
really  indicate  that  assets  are  carried 
at  more  than  their  real  worth.  A  better 
analysis  may  usually  be  made  if  the 
fictitious  asset  values  and  correspond¬ 
ing  offset  accounts  are  removed  en¬ 
tirely  from  the  statement. 

Ill 

Function  of  Income  Statement.  The 
income  account  is  a  repository  for  the 
proprietorship  equity  phase  of  all 
transactions  affecting  the  net  worth  of 
a  corporation.  Purely  capital  transac¬ 
tions,  such  as  the  purchase  of  assets, 
payment  of  debts,  receipt  of  cash  from 
creditors,  declaration  of  stock  divi¬ 
dends,  retirement  of  bonds,  have  no 
effect  on  total  net  worth  and  do  not 
appear  in  the  income  statement.  All 
costs  of  production,  sales,  accruals  of 
fixed  charges,  depreciation  and  in¬ 
ventory  adjustments,  payment  of  cash 
dividends,  etc.,  either  increase  or  de¬ 
crease  the  proprietorship  equity  and 
are  included  in  the  income  statement. 
The  net  balance,  i.e.,  the  sum  of  all 
income  items  less  expense  items,  equals 
the  net  change  in  total  proprietorship 
equity  over  a  given  fiscal  period,  from 
which  dividends  are  paid.  The  remain¬ 
ing  balance,  of  course,  is  carried  to  the 
new  balance  sheet. 


IV 

Balance  Sheet  Analysis.  While  a 
complete  analysis  of  corporate  values 
requires  a  study  of  both  the  balance 
sheet  and  the  income  account,  certain 
important  facts  are  disclosed  by  the 
former  alone.  These  are: 

1.  Cash  position. 

2.  Liquidity  or  working  capital  position. 

3.  Ratio  of  stockholders’  equity  to  total 
debt. 

4.  Book  value  of  common  stock. 

5.  Apportionment  of  stockholders’  inter¬ 
ests. 

6.  Conservatism  in  paying  dividends. 

Each  of  these  facts  is  of  significance 
in  determining  the  investment  or 
speculative  value  of  a  particular  secur¬ 
ity  and  will  be  discussed  in  detail. 

V 

Cash  Position.  Real  liabilities,  i.e., 
obligations  to  creditors,  may  be  grouped 
according  to  the  length  of  time  they 
run  to  maturity.  Accounts  payable 
must  ordinarily  be  liquidated  within 
30  or  60  days;  notes  payable,  within  60 
days  to  one  year.  Accounts  and  notes 
payable  customarily  represent  indebt¬ 
edness  incurred  to  carry  on  current 
business  processes  and  should  be 
liquidated  as  fast  as  the  transactions  on 
which  they  are  based  are  consummated. 
Bonded  indebtedness,  on  the  other 
hand,  usually  runs  for  a  longer  period, 
from  two  to  thirty  or  more  years.  This 
type  of  indebtedness  is  incurred  for 
fixed  capital  purposes — plant,  ma¬ 
chinery,  etc. — and  represents  an  in¬ 
vestment  running  over  a  period  of 
years. 

While  the  preceding  classifications 
may  not  always  hold,  we  can,  neverthe¬ 
less,  generalize  by  saying  that  certain 
obligations  are  current — will  mature 
in  the  near  future — and  must  be  paid 
in  cash;  while  other  obligations  are 
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fixed — run  into  the  future  two  or  more 
years — and  may  be  refunded  instead 
of  being  definitely  extinguished.  Cur¬ 
rent  liabilities,  therefore,  include  ac¬ 
counts  payable,  notes  payable  (espe¬ 
cially  short-time  notes),  and  current 
sinking  fund  or  bond  retirement  obliga¬ 
tions  (which  in  effect  reduce  the  bonded 
debt),  and  accrued  liabilities.  A  cor¬ 
poration  should  have  an  available 
supply  of  cash  on  hand  to  meet  such 
obligations.  In  industrial  concerns  it  is 
customary  to  maintain  a  ratio  between 
cash  and  current  liabilities  of  25  to 
33}/£  per  cent,  depending  on  the  nature 
of  the  business.  A  smaller  ratio  may 
lead  to  inability  to  take  cash  discounts, 
impaired  credit  standing,  or  even 
temporary  embarrassment. 

VI 

Working  Capital.  Assets  also  may  be 
grouped  into  two  classes,  fixed  and 
current.  Some  assets  by  their  very 
nature  represent  a  relatively  permanent 
investment.  Land,  buildings,  ma¬ 
chinery,  investments  in  subsidiary 
companies  cannot  be  converted  into 
cash  without  affecting  operating  poli¬ 
cies.  Current  assets,  on  the  other  hand, 
are  cash  and  items  which  by  nature  will 
or  may  be  converted  into  cash  within  a 
short  period.  In  this  group  are  found, 
in  addition  to  cash,  such  items  as 
inventories,  accounts  and  notes  re¬ 
ceivable,  marketable  securities  of  other 
corporations,  and  prepaid  expenses. 
Cash  itself  is  a  liquid  asset  par 
excellence.  The  term  “working  capital” 
is  frequently  used  to  cover  current 
assets.  When  so  used  it  refers  to  that 
portion  of  a  firm’s  capital  used  to 
carry  on  current  business  operations — 
to  purchase  raw  materials,  to  finance 
sales,  and  to  meet  pay-roll  disburse¬ 
ments,  taxes  and  interest  payments. 
Such  operations  should  be  sharply  dis¬ 
tinguished  from  capital  transactions. 


which  involve  expenditures  for  fixed 
assets,  as  previously  described.  Net 
working  capital  is  the  excess  of  current 
assets  over  current  liabilities. 

In  much  the  same  way  that  cash 
should  bear  a  certain  relation  to  current 
liabilities,  working  capital  should  like¬ 
wise  bear  a  definite  relation  thereto. 
The  extent  to  which  a  concern  can  ex¬ 
pand  current  operations  depends  upon 
working  capital.  An  adequate  supply 
of  such  capital  will  enable  the  mana¬ 
gers  of  a  business  to  build  up  inven¬ 
tories  when  advisable,  to  expand  pro¬ 
duction  in  anticipation  of  increased 
sales,  to  carry  customers  without  de¬ 
pending  on  banks  for  loans,  and  to  take 
fullest  advantage  of  cash  discounts  on 
all  purchases.  It  is  further  necessary 
to  observe  that  cash  dividends  depend 
on  the  existence  of  liquid  assets  with 
which  to  meet  the  disbursement.  A 
concern  may  show  a  profit,  but  it 
would  be  poor  business  management  to 
make  a  cash  disbursement  if  this  were 
seriously  to  deplete  working  capital. 

The  ratio  of  working  capital  to  cur¬ 
rent  liabilities  will  vary  in  different 
lines  of  business,  of  course,  but  an 
industrial  corporation,  particularly 
one  whose  earnings  fluctuate,  should 
normally  maintain  a  ratio  between  200 
and  300  per  cent.  A  higher  ratio, 
naturally,  should  be  secured  preceding 
the  maturity  date  of  notes  or  bonds,  in 
order  to  insure  payment  without 
jeopardizing  cash  position,  or  to  guard 
against  unsuccessful  refunding  opera¬ 
tions. 

VII 

Ratio  of  Stockholders'  Equity  to  Debt. 
The  total  of  all  proprietorship  items 
represents  the  stockholders’  investment 
in  the  business.  The  total  of  all  real 
liability  items  represents  the  extent  to 
which  the  owners  are  using  someone 
else’s  money  to  carry  on  operations. 
Obviously  the  more,  proportionately, 
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the  stockholders  have  invested,  the 
better  the  creditors’  position  is  pro¬ 
tected.  This  has  special  significance  to 
the  bondholders.  They  are  interested 
in  seeing  a  high  ratio  of  net  worth  to 
debt,  as  well  as  an  increasing  ratio.  A 
decreasing  ratio  represents  a  narrowing 
of  the  “equity”  supporting  their  own 
commitments. 

The  preferred  stockholders  likewise 
have  a  vital  interest  in  a  reasonable 
ratio,  since  their  dividends  are  limited 
in  amount.  A  low  ratio  means  pro¬ 
portionately  heavy  fixed  charges.  In 
such  cases  reduction  in  earnings  may 
seriously  threaten  their  position.  If 
the  business  goes  well  and  the  bond¬ 
holders’  money  is  used  profitably,  the 
gains  go  to  the  common  stockholders. 
If  earnings  decline,  interest  must  be 
met  whether  dividends  are  paid  or  not. 
The  preferred  stockholders,  therefore, 
would  far  rather  see  increased  funds 
come  from  the  common  stockholders  or 
from  current  earnings  than  from  the 
sale  of  bonds  or  notes. 

VIII 

Measuring  the  Business  Risk.  The 
degree  to  which  business  risk  is  present 
in  a  corporation  will  largely  determine 
the  extent  to  which  it  may  operate  on 
borrowed  capital.  Business  risk  of  a 
concern  is  measured  by  the  fluctuations 
in  its  gross  earnings  and  operating  ratio 
from  year  to  year,  and  in  the  size  of  the 
operating  ratio. 

“Operating  ratio”  is  the  term  used 
to  show  the  extent  to  which  gross 
operating  revenue  is  eaten  up  by 
operating  expenses,  i.e.,  actual  ex¬ 
penses  incident  to  carrying  on  the 
normal  functions  of  the  business.  In  a 
manufacturing  plant  operating  ex¬ 
penses  comprise,  for  the  most  part, 
cost  of  materials,  labor,  heat,  light, 
power,  depreciation  on  plant  and 
equipment,  repairs,  selling  and  ad¬ 


ministrative  expenses.  Operating  ratio 
is  found  by  dividing  operating  expenses 
by  gross  operating  revenue.  While  this 
ratio  is  treated  as  indicating  operating 
efficiency,  it  has  a  particular  signifi¬ 
cance  from  the  investor’s  standpoint. 
It  measures  the  extent  to  which  earn¬ 
ings  may  decline  without  causing  a 
deficit  to  be  shown. 

In  almost  any  case  a  decline  in  gross 
earnings  will  be  accompanied  by  a 
greater  decline  in  net,  because  many 
operating  expenses  are  more  or  less 
fixed  and  must  be  incurred  even  during 
dull  times.  A  decline  in  gross,  then, 
will  operate  in  two  ways  to  reduce  net 
earnings.  In  the  first  place,  the  same 
operating  ratio  applied  to  smaller  gross 
earnings  will  leave  less  for  net.  But 
as  many  operating  expenses  cannot  be 
reduced  as  fast  as  sales  and,  therefore, 
gross  earnings,  operating  ratio  in¬ 
creases,  and  this  higher  ratio  is  applied 
to  smaller  gross  earnings. 

From  this  it  is  clear  that  a  concern  is 
in  a  less  fortunate  condition  if  a  large 
part  of  its  operating  expenses  are  fixed. 
And,  also,  other  things  being  equal,  a 
concern  with  a  high  operating  ratio 
under  normal  conditions  will  more 
quickly  show  a  deficit  than  a  concern 
with  a  low  ratio.  The  latter  con¬ 
cern  has  a  wider  margin  to  serve  as 
a  buffer  against  declining  earnings  and 
the  corresponding  rise  in  operating 
ratio. 

From  this  it  is  clear  that  fluctuations 
in  gross  operating  revenues,  the  amount 
of  operating  ratio,  and  the  fluctuations 
in  operating  ratio,  all  have  a  direct 
effect  on  net  operating  income.  If 
gross  revenues  fluctuate  widely  and  op¬ 
erating  ratio  is  normally  high,  or  if 
operating  expenses  are  largely  fixed 
and  operating  ratio  in  consequence  fluc¬ 
tuates  inversely  with  gross  operating 
income,  a  concern  is  not  in  as  good  a 
borrowing  position  as  one  with  more 
stable  conditions.  Concerns  of  this  sort 
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should  show  a  higher  ratio  of  stock¬ 
holders’  equity  to  debt  than  those  with 
less  business  risk. 

Industrial  concerns  should  show  a 
ratio  of  net  worth  to  debt  of  150  to 
300  per  cent.  A  lower  ratio  than  this 
indicates  relatively  high  fixed  charges 
which  may  cause  omission  of  preferred 
dividends  or  may  threaten  receivership 
in  case  earnings  decline  for  any 
considerable  period. 

IX 

Book  Value  of  Common  Stock.  The 
simplest  way  to  arrive  at  this  figure  is 
to  add  to  the  Common  Stock  account 
all  other  proprietorship  accounts  (sur¬ 
plus  and  appropriated  reserves)  and 
divide  this  sum  by  the  number  of 
shares  of  common  stock.  Care  should 
be  used  not  to  include  valuation  re¬ 
serves  and  reserves  representing  real 
liabilities.  The  book  value  may,  how¬ 
ever,  differ  widely  from  the  real  value 
of  the  stock.  To  make  a  closer  approxi¬ 
mation  of  this  real  value  any  deferred 
items  appearing  among  the  assets 
should  be  subtracted  from  the  sum 
before  dividing.  Deferred  assets  are 
merely  a  device  for  carrying  extraor¬ 
dinary  disbursements  or  expenses 
over  several  years  rather  than  charge 
them  all  in  one  fiscal  period.  They  are 
in  reality  an  offset  to  capital  accounts. 

The  disposition  of  such  items  as 
good-will,  trade-marks,  and  patents 
presents  a  problem  in  figuring  the  real 
value  of  stock.  Conservatism  would 
impel  us  to  discount  greatly  or  ignore 
entirely  these  items.  At  best  they  are 
highly  intangible  and  are  usually 
wrortliless  in  case  of  liquidation.  If  this 
policy  is  adopted,  intangible  assets, 
provided  they  appear,  must  be  sub¬ 
tracted  from  the  sum  of  the  proprietor¬ 
ship  items  before  dividing  to  find  real 
value. 


X 

Apportionment  of  Stockholders'  Inter¬ 
ests.  The  ratio  of  fixed  assets  to  net 
worth  discloses  the  extent  to  which  the 
stockholders’  investment  is  tied  up  in 
fixed  or  permanent  form.  No  general 
rules  can  be  laid  down  as  to  what  this 
ratio  should  be  in  a  particular  case, 
because  the  requirements  of  different 
industries  vary.  However,  a  series  of 
ratios  for  a  given  concern,  extending 
over  a  period  of  years,  will  show  the 
tendency  for  that  concern.  An  upward 
trend  will  indicate  a  proportionate  in¬ 
crease  in  fixed  forms  of  capital  invest¬ 
ment.  Obviously,  the  higher  the  ratio 
the  greater  is  the  difficulty  of  realizing 
the  book  value  of  assets  in  case  of 
liquidation.  Fixed  assets  when  liqui¬ 
dated  rarely  bring  their  book  value.  1 

XI 

Conservatism.  The  ratio  of  surplus, 
including  surplus  or  appropriated  re¬ 
serves  which  are  really  a  part  of 
surplus,  to  total  assets,  will  indicate  the 
extent  to  which  the  corporation  has 
retained  earnings  within  the  business. 
It  indicates  also  the  protection  which 
the  stockholders  have  against  passing 
of  dividends  during  periods  of  depres¬ 
sion.2  It  should  be  more  specifically 
referred  to  as  profit  and  loss  or  earned 
surplus,  to  distinguish  it  from  capital 
surplus,  which  results  from  a  sale  of 
stock  at  a  premium,  or  from  a  donation 
of  stock  to  the  company. 

A  fairly  high  ratio  is  especially  im¬ 
portant  to  the  preferred  stockholder. 

1  An  increase  in  fixed  capital  investment  is  not  always 
detrimental  to  the  security-holder,  however.  If  this 
increase  in  capital  accounts  is  offset  by  a  lower  operating 
ratio,  as  is  frequently  the  case  when  labor-saving 
devices  are  installed,  the  change  may  be  advantageous 
to  all  concerned. 

2  It  was  previously  shown  that  dividends  are  de¬ 
pendent  upon  cash  position.  A  concern,  however,  may 
have  adequate  working  capital  and  still  have  a  deficit 
from  operations.  In  such  cases  it  is  permissible  to 
continue  dividends,  charging  them  to  past  earnings, 
i.e.,  to  surplus. 


600 


ADMINISTRATION 


Vol.  V 
No.  5 


If  the  corporation  has  disbursed  a  large 
share  of  earnings  during  prosperous 
periods  or  has  declared  stock  dividends, 
thus  converting  surplus  into  capital 
stock,  this  fund  no  longer  remains  to 
insure  dividend  payments  during  poor 
earnings  periods.  A  stock  dividend, 
while  not  a  real  disbursement  to  the 
recipient,  does  convert  surplus  into 
capital  stock  and  thus  permanently 
commits  such  surplus  to  the  enterprise. 
It  can  never  be  disbursed  in  the  form 
of  cash  dividends  either  to  preferred  or 
common  shareholders.  Thus,  while  the 
equity  behind  the  preferred  holder  is 
not  lessened  by  a  stock  dividend,  a 
source  from  which  dividends  might  be 
paid  has  been  permanently  removed. 

There  is  much  misunderstanding  re¬ 
garding  the  true  nature  of  stock 
dividends.  Such  dividends,  of  them¬ 
selves,  are  not  true  dividends,  but 
represent  merely  transfers  between 
proprietorship  items,  so  that  the  total 
of  the  net  worth  is  in  no  way  affected. 
To  the  extent  to  which  the  proprietor¬ 
ship  account,  Capital  Stock,  is  in¬ 
creased,  is  the  other  proprietorship 
account,  Surplus,  decreased.  The  total 
equity  of  the  common  stockholder, 
therefore,  remains  just  the  same,  except 
that  the  way  in  which  his  ownership  is 
expressed  has  been  changed.  If  cash 
dividend  rates  remain  the  same,  it  is 
true  that  the  stockholder  will  sub¬ 
sequently  receive  larger  cash  disburse¬ 
ments,  but  precisely  the  same  result 
might  have  been  obtained  by  increasing 
the  dividend  rate  on  the  previous 
capital  stock.  A  stock  dividend,  how¬ 
ever,  does  convert  surplus  into  common 
stock,  thereby  causing  it  to  be  no 
longer  available  for  dividend  disburse¬ 
ments.  Unearned  dividends  may  be 
charged  to  Surplus  or  Reserves,  but 
cannot  legally  be  charged  to  Capital.* 
Thus  it  is  seen  that  creditors  rather 

5  The  reader  will  find  an  excellent  treatment  of  stock 
dividends  in  Administration  for  October  1922,  in 
“Dividends  in  Securities,”  by  W.  A.  Paton. 


than  stockholders  should  rejoice  over 
the  declaration  of  a  stock  dividend  and 
that  from  the  stockholders’  standpoint 
such  a  dividend  is  the  very  opposite  of 
a  “melon.” 

What  ratio  surplus  and  surplus  re¬ 
serves  should  bear  to  assets  will  depend 
on  several  conditions;  the  age  of  the 
corporation,  the  extent  to  which  earn¬ 
ings  fluctuate,  dividend  rates,  and 
earning  capacity.  It  is  more  important 
to  point  out  that  a  particular  corpora¬ 
tion  should  show  an  increasing  ratio 
than  to  specify  what  ratio  it  should 
maintain.  Old  conservative  industrials 
will  show  a  ratio  anywhere  from  10  to 
50  per  cent.  A  ratio  of  10  to  20  per 
cent  indicates  normal  conservatism. 

XII 

The  Income  Account.  It  will  be 
observed  that  the  analysis  made  so  far 
has  been  confined  entirely  to  accounts 
found  in  the  balance  sheet.  The  story 
is  as  yet  incomplete,  for  we  have  not 
considered  the  income,  or  profit  and 
loss  statement. 

It  was  previously  indicated  that  the 
Income  account  is  a  history  of  opera¬ 
tions  covering  the  period  between  two 
consecutive  balance  sheets.  It  is  a 
summary  of  all  items  whose  effect  is  to 
add  to  or  subtract  from  net  worth.  The 
net  result  is  always  carried,  to  the 
balance  sheet  in  the  form  of  an  addition 
to,  or  deduction  from,  the  proprietor¬ 
ship  account  of  Profit  and  Loss 
Surplus. 

In  cases  where  losses  have  been 
suffered  sufficient  to  wipe  out  all  pro¬ 
prietorship  items  except  capital  stock, 
subsequent  deficits  are  frequently  car¬ 
ried  on  the  asset  side  of  the  balance 
sheet.  This  permits  the  corporation  to 
represent  its  outstanding  stock  at  par, 
the  offset  being  shown  by  the  Profit 
and  Loss  account  on  the  asset  side. 
True  net  worth  would  now  be  obtained 
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by  subtracting  the  deficit  from  capital 
stock.  It  is,  however,  better  to  show 
the  deficit  on  the  balance  sheet  as  a 
deduction  from  capital  stock,  as  other¬ 
wise  the  total  assets  figure  contains  a 
fictitious  element,  which  vitiates  its 
usefulness  for  purposes  of  analysis. 

For  convenience  the  various  items 
represented  in  the  Income  account  for 
an  industrial  corporation  are  grouped 
and  summarized  somewhat  as  follows: 

Gross  Operating  Revenue 

Less:  Operating  Expenses 
Net  Operating  Income 

Plus:  Income  From  Other  Sources 
Total  Income 

Less:  Interest  and  Other  Fixed 
Charges 
Net  Income 

Less:  Dividends 

Less:  Appropriations  to  Specific  Re- 

r  serve  Accounts 

Carry  to  Profit  and  Loss  Surplus 

Although  there  is  no  standard  pro¬ 
cedure  for  industrial  accounting,  many 
corporation  reports  adopt  this  group¬ 
ing  with  minor  variations.  Gross 
Operating  Revenue  represents  all  reve¬ 
nue  earned  from  the  normal  functions 
of  the  business.  Operating  Expenses 
should  include  all  expenses  involved  in 
carrying  on  these  normal  functions, 
exclusive  of  interest  and  other  fixed 
charges.  Among  these  are  included 
cost  of  material,  wages,  heat,  light  and 
power,  rent,  repairs,  and  depreciation. 

One  of  the  expense  items  which  will 
bear  very  careful  watching  in  the  state¬ 
ment  of  an  industrial  concern  is  the 
amount  of  depreciation  which  is  annu¬ 
ally  charged  off  against  the  fixed  assets, 
excluding  land.  Plant,  machinery, 
equipment,  etc.,  are  wasting  assets, 
which  lose  value  from  wear  and  tear, 
deterioration,  obsolescence,  etc.,  and 
the  usual  way  of  arriving  at  the  annual 
loss  thus  sustained  is  by  dividing  the 
number  of  years  of  their  usefulness  into 
their  cost  less  their  estimated  scrap 


value.  Unless  a  company  charges  off 
sufficient  for  this  wastage,  its  earnings 
will,  of  course,  be  overstated,  and  it 
may  even  pay  dividends  out  of  capital. 
The  problem  of  depreciation  is  not  a 
vital  one  in  the  ordinary  mercantile 
business,  since  such  a  business  has  a 
comparatively  small  proportion  of 
fixed  assets. 

XIII 

Arriving  at  Net  Income.  The  differ¬ 
ence  between  Gross  Operating  Revenue 
and  Operating  Expenses  is  Income 
From  Operation.  The  ratio  between 
Operating  Expenses  and  Gross  Operat¬ 
ing  Revenue  is  called  Operating  Ratio. 
This  ratio  is  significant  as  indicating 
the  operating  efficiency  of  the  concern. 
As  previously  indicated  a  high  ratio 
indicates  a  high  business  risk,  since 
many  operating  expenses  are  some¬ 
what  fixed,  i.e.,  cannot  be  reduced  if 
sales  decline.  The  higher  the  ratio, 
therefore,  the  less  decline  in  sales  the 
concern  can  suffer  without  showing  a 
deficit.  Furthermore,  if  the  operating 
ratio  of  a  particular  business  is  materi¬ 
ally  higher  than  that  found  in  success¬ 
ful  industries  of  the  same  type,  the 
reason  for  this  should  be  investigated. 
In  the  same  way,  if  the  ratio  for  a 
particular  concern  increases  for  several 
consecutive  years,  this  is  an  unfavor¬ 
able  sign.  A  normal  operating  ratio  for 
many  industrials  will  be  found  be¬ 
tween  70  and  80  per  cent. 

To  Net  Operating  Income  should  be 
added  all  non-operating  income,  such 
as  returns  from  outside  investments, 
discounts  earned,  and  rentals.  The 
result  obtained  shows  the  amount 
available  for  interest  charges.  Theo¬ 
retically  all  interest  and  fixed  charges 
should  be  deducted  in  order  of  priority. 
If  this  is  done,  the  investor  may 
readily  ascertain  how  much  is  available 
for  a  particular  issue.  If  the  amount 
left,  after  payment  for  an  issue  has 
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been  met,  is  divided  by  the  interest 
requirements  for  the  issue,  a  ratio  is 
obtainable  which  may  be  termed  a 
“margin  of  safety.” 

Total  Income,  less  Interest  and 
Other  Fixed  Charges,  leaves  Net  In¬ 
come  or  Net  Earnings.  This  is  the  sum 
available  for  distribution  to  stock¬ 
holders  or  to  specific  surplus  reserve 
accounts.4  The  final  balance  is  Profit 
and  Loss  Surplus,  which  is  carried  to 
the  Profit  and  Loss  account  in  the 
balance  sheet.  In  some  cases  inventory 
adjustments  are  charged  to  Net  In¬ 
come,  especially  where  such  adjust¬ 
ments  are  not  the  result  of  ordinary 
operations.  Whenever  a  deficit  is 
shown,  this  is  carried  as  a  debit  to 
surplus,  which  is  thereby  reduced. 

XIV 

Comparing  Income  With  Balance 
Sheet  Items.  Still  another  series  of 
comparisons  may  be  made  between 
pairs  of  accounts  coming  one  from  the 
balance  sheet  and  the  other  from  the 
income  statement.  Such  comparisons 
will  show: 

1.  Manufacturing  turnover. 

2.  Collection  policy. 

3.  Profitableness  of  operations. 

For  instance,  the  ratio  of  inventories 
to  sales  will  indicate  the  manufacturing 
“turnover”  effected  by  the  corpora¬ 
tion.5  A  low  ratio  stands  for  a  high 
turnover,  and  vice  versa.  Such  a  ratio 
normally  indicates  good  material  and 
process  control  and  a  lower  inventory 
investment  per  dollar  of  output.  Par¬ 
ticularly  is  a  low  ratio  desirable  pre¬ 
ceding  a  period  of  general  business 

4  In  some  cases  reserves  for  depreciation  are  made  at 
this  point,  but  this  is  not  entirely  correct  as  depreciation 
is  really  an  operating  expense.  Reserves  for  federal 
income  taxes  are  frequently  charged  at  this  point, 
however,  since  they  are  figured  on  the  basis  of  net 
income. 

*  It  must  be  observed  that  true  turnover  would  be 
based  on  a  comparison  of  inventories  (at  cost)  and 
“cost  of  goods  sold.”  For  general  purposes  of  analysis, 
however,  the  method  given  above  is  accurate  enough. 


liquidation.  A  normal  ratio  for  some 
industrials  would  be  33^  to  50  per 
cent,  indicating  a  turnover  of  two  to 
three  times  per  annum. 

The  ratio  of  accounts  receivable  to 
sales  is  also  significant  as  testing  the 
collection  policy  of  a  corporation.  If 
goods  are  customarily  sold  on  a  30-day 
basis  one  would  expect  accounts  re¬ 
ceivable  to  be  8.3  per  cent  of  sales, 
indicating  a  “turnover”  of  accounts 
receivable  of  12  times  per  year.  A 
higher  ratio  than  this  is  proof  that 
collections  are  not  being  maintained  at 
the  rate  demanded  by  the  trade  terms. 
This  ratio  will  vary  where  customary 
credit  terms  are  longer. 

The  last  ratio  of  significance  is  that 
of  net  income  to  capitalization.6  This 
discloses  the  profitableness  of  the  busi¬ 
ness.  Naturally,  all  concerned  are 
interested  in  seeing  this  ratio  as  high 
as  possible  and  increasing  rather  than 
decreasing.  In  industrial  corporations 
at  least  10  per  cent  should  be  earned 
on  capital  to  provide  for  adequate 
development  from  earnings  while  main¬ 
taining  a  fair  dividend  rate.  Therefore, 
one  should  look  for  an  average  ratio  in 
this  respect  of  at  least  10  to  15  per  cent. 

XV 

Determining  Normal  Ratios.  So  far 
our  study  has  involved  a  series  of 
comparisons  between  accounts  found 
either  on  the  balance  sheet  or  income 
statement,  and  suggestions  have  been 
made  as  to  what  relationship  should 
normally  exist  between  these  various 
accounts.  The  difficulties  of  thus 
attempting  to  establish  definite  ratios 
are,  of  course,  apparent.  Many  and 
varied  are  the  conditions  surrounding 
each  line  of  industry,  to  say  nothing  of 
the  special  factors  that  may  be  present 

*  Capitalization  should  be  interpreted  here  as  total 
net  worth;  i.e.,  capital  stock  plus  all  other  proprietor¬ 
ship  accounts,  since  this  total  figure  ready  represents 
the  amount  the  stockholders  have  invested  in  the  busi¬ 
ness. 
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in  a  given  concern.  Mathematical  pre¬ 
cision  cannot  be  injected  in  a  problem 
with  so  many  variables.  The  investor, 
therefore,  should  carry  his  study  be¬ 
yond  a  mere  comparison  of  the  busi¬ 
ness  under  review  with  the  normal 
figures  previously  suggested.  He 
should  make  comparisons  with  the 
ratios  shown  by  successful  concerns  in 
the  same  line  of  industry.  Further¬ 
more,  a  study  of  a  given  business  over 
a  period  of  years  will  prove  excep¬ 
tionally  valuable  in  bringing  out 
tendencies.  A  review  of  the  ratios 
shown  over  a  period  of  five,  or  even 
ten,  years  will  indicate  clearly  the 
direction  in  which  the  affairs  of  the 
concern  are  headed. 

XVI 

Other  Factors.  Needless  to  say,  also, 
one  must  take  into  account  a  range  of 
factors  not  definitely  connected  with 
the  financial  aspects  of  the  corporation. 
A  study  of  financial  statements  is  a 
retrospect  at  best  and  takes  into 
account  only  past  performances.  While 
it  is  true  that  we  can  learn  much  from 
such  records,  there  are  other  elements 
that  must  always  be  considered,  before 
any  analysis  is  complete. 

Of  these  other  factors  the  character 
and  ability  of  the  management  in  con¬ 
trol  of  a  corporation  are  perhaps  most 
important.  Businesses,  long  regarded 
as  financial  derelicts,  have  been  con¬ 
verted  into  paying  concerns,  while 
other  enterprises  with  enviable  records 
have  been  brought  to  ruin  through 
management.  A  study,  therefore,  of 
the  past  record  of  those  in  control  of  a 
corporation,  their  ability,  their  honesty 
and  integrity  is  necessary  to  a  complete 
financial  analysis. 

The  age  of  a  corporation  is  another 
important  aspect  to  consider.  A  new 
company  will  require  a  certain  period 


for  development  before  it  can  compare 
financially  with  an  older  concern. 
Surplus  and  surplus  reserves  must  be 
built  up  out  of  earnings  and  time  may 
be  required  to  attain  full  operating 
efficiency. 

The  nature  of  the  product,  or  pro¬ 
ducts,  manufactured  or  sold  must  also 
be  studied.  A  concern  manufacturing 
commodities  affected  by  style,  or 
luxuries  likely  to  go  out  of  use,  should 
be  watched  far  more  closely  than  a 
business  marketing  a  strongly  estab¬ 
lished  necessity.  In  any  case,  a  check 
should  be  frequently  made  to  ascertain 
if  new  technical  developments,  or  the 
expiration  of  patents,  are  likely  to 
jeopardize  future  earnings. 

And  finally,  the  prospective  investor 
must  make  all  analyses  in  the  light  of 
fundamental  business  conditions.  The 
statements  of  a  concern  may  show  up 
very  poorly  immediately  after  a  period 
of  depression;  yet  this  very  company 
may  have  elements  of  strength  that 
will  enable  it  to  recuperate  rapidly  as 
the  tide  of  business  advances.  On  the 
other  hand,  during  periods  of  pros¬ 
perity,  especially  after  a  long  period  of 
expansion,  the  investor  should  insist  on 
extreme  conservatism,  especially  in  the 
matter  of  inventories  and  accounts 
payable.  A  20  per  cent  inventory  loss 
may  be  sufficient,  if  applied  to  a  high 
inventory  figure,  to  wipe  out  surplus 
accumulated  over  several  years.  The 
past  two  years  have  too  clearly  demon¬ 
strated  the  truth  of  this. 

Yet,  while  these  more  general  aspects 
are  important,  they  in  no  way  supplant 
the  real  factors  that  lie  behind  a 
particular  security,  namely,  the  value 
of  assets  and  earning  power.  The 
story  of  this  value  and  earning  power 
is  contained  in  the  balance  sheet  and 
income  account  and  it  is  to  this  source 
that  we  must  look  for  a  final  ex¬ 
pression  of  the  worth  of  the  concern’s 
securities. 
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RATIO 

DENOTES 

SUGGESTED  NORMAL  FOR 

INDUSTRIALS 

With  Low  Risk 
Per  Cent 

With  High  Risk 
Per  Cent 

Cash  to  current  liabilities 
Current  assets  to  current 

Cash  position 

25 

liabilities 

Liquidity 

200 

300 

Net  worth  to  debt 

Book  value  common  stock 

Fixed  assets  to  net  worth 

Stockholders’  equity 
Proprietorship  items  and 
par  value  common 
stocks  divided  by  no. 
of  shares 

Apportionment  of  stock¬ 
holders’  investment.  No 
rules  possible 

150 

300 

Surplus  to  total  assets 
Operating  expenses  to 

Conservatism 

10 

20 

gross  revenue 

Operating  ratio 

80 

70 

Inventories  to  sales 
Accounts  receivable  to 

Manufacturing  turnover 
Collection  policy 

33^  to  50 

33^  to  50 

sales 

— Terms  30  days 

8.3 

8.3 

Profit  to  capitalization 

Profitableness 

12 

15  to  20 

Summary.  The  foregoing  table  sum¬ 
marizes  the  ratios  suggested  in  the 
preceding  pages  as  ideal  under  certain 
circumstances. 

It  should  be  remembered  that  ratios 
vary  widely  as  between  different 
branches  of  industry,  and  what  may 
be  a  suitable  ratio  for  a  concern  in 
one  branch  may  be  quite  inadequate 


for  a  concern  in  another  branch. 
Ratios  can  serve  as  effective  meas¬ 
ures  of  business  efficiency  only  if 
they  are  compared  with  the  corre¬ 
sponding  ratios  of  an  established 
and  successful  concern  in  the  same 
industry,  or  with  the  average  for  a 
group  of  representative  concerns  in 
that  industry. 


EDITORIAL  REVIEW 


THE  WORTH  OF  MANAGE¬ 
MENT 

IN  a  very  excellent  article  printed 
elsewhere  in  Administration  it  is 
stated  that:  “Management  is  in  it¬ 
self  a  highly  specialized  profession  re¬ 
quiring  skill  in  the  analysis  of  economic 
conditions,  knowledge  of  organization 
technique,  and  capacity  for  leader¬ 
ship.”1  In  the  same  article  we  are 
told  that  this  management,  or  “execu¬ 
tive  direction,”  “consists  primarily  of 
organization  control  and  policy  con¬ 
trol.” 

Considering  these  definitions  the 
importance  of  management  is  obvious. 
As  a  matter  of  fact  it  is  of  a  vastly 
greater  importance  than  is  usually  as- 
scribed  to  it.  Bradstreet  reporting  on 
the  causes  of  business  disaster  ascribes 
38.9  per  cent  of  the  failures  in  1922  to 
lack  of  efficient  management.  In 
these  cases  the  results  of  poor  manage¬ 
ment  were  so  disastrous  as  to  be  clearly 
seen.  In  most  cases  the  results  are  not 
so  apparent.  Thus,  when  a  motorist 
crashes  into  an  electric  light  pole 
smashing  his  car  and  killing  its  occu¬ 
pants,  the  fact  is  spread  broadcast. 
When,  however,  he  merely  bumps  into 
another  car,  crumpling  a  fender, 
breaking  a  wheel  and  jarring  his 
passengers,  no  special  publicity  is 
given  the  affair— it  is  too  much  a 
matter  of  course — it  happens  too  often. 
Yet  it  is  safe  to  say  that  the  loss  from 
these  minor  mishaps  which  are  con¬ 
tinually  occurring  is,  in  the  sum 
total,  a  hundredfold  greater  than  that 
resulting  from  the  more  sensational 
and  disastrous  accidents  which  occur 
more  rarely. 

So  it  is  in  the  realm  of  business. 

1  “Centralized  Administration  in  Business,”  by 
Neustadt. 


When  inefficient  management  results 
in  bankruptcy  the  fact  is  given  to  the 
world.  When  it  merely  results  in 
losses,  few,  perhaps  none,  know  that 
anything  is  wrong,  yet  it  is  safe  to  say 
that  these  unseen  losses  are  enor¬ 
mously  greater  in  the  total  than  those 
revealed  by  bankruptcy  proceedings. 

It  is  to  these  “Covered  Losses  of 
Management,”  that  Mr.  Schwab  refers 
in  his  article  in  the  present  number  of 
Administration,  and  it  is  here  that  the 
modern  practice  of  surveys,  quotas, 
and  budgets — the  predetermination  of 
the  amount  of  business  that  should  be 
done  so  that  any  failure  to  attain  the 
reasonably  possible  results  may  be 
seen,  is  of  special  value.  In  no  other 
way  can  the  losses  of  bad  manage¬ 
ment  be  so  well  uncovered,  and,  being 
uncovered,  perhaps  be  transferred 
from  loss  to  gain. 

*  *  * 

Good  management  is  undoubtedly 
one  of  the  most  important  single  factors 
in  business  success,  for  without  it  there 
is  no  success.  With  it,  unless  the  bus¬ 
iness  is  a  singularly  poor  one,  or  too 
scantily  financed,  success  is  assured. 
Management,  therefore,  as  an  essential 
is  entitled  to  its  share  of  what  it  gains 
for  the  common  good.  Labor  and  the 
unthinking  public  wonder  at  and  be¬ 
grudge  the  high  prices  paid  to  man¬ 
agement,  but  unless  a  reasonable  re¬ 
ward,  at  least,  is  paid,  management 
will  not  play  its  part  and  there  will  be 
nothing  for  either  labor  or  capital. 

But  how  is  the  reasonable  reward  of 
management  to  be  determined?  Mr. 
Schwab  is  emphatic  in  his  statement: 
pay  a  small  basic  salary  and  then  give 
the  manager  a  percentage  of  all  he 
saves  in  costs,  or  a  percentage  of  all 
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net  profits  “above  the  estimated 
figure.” 

In  the  Leverhulme  discussion  which 
gives  Mr.  Schwab  his  text,  the  question 
was  as  to  whether  a  man  could  by  his 
own  efforts  make  £100,000  a  year,  or 
whether  this  could  only  be  done  by  the 
exploitation  of  labor.  Mr.  Schwab 
cites  an  instance  of  a  manager  em¬ 
ployed  on  the  basis  of  “one  per  cent 
of  all  net  profits  above  the  estimated 
figure,”  who  received  more  than  one 
million  dollars  for  his  first  year’s 
work.  Was  this  amount  made  by  the 
manager’s  own  efforts,  or  did  he  exploit 
labor?  As  a  matter  of  faot  no  man’s 
wages  were  cut  because  of  this  man¬ 
ager’s  able  direction  of  his  company’s 
affairs.  What  he  did  was  to  direct  and 
co-ordinate  the  activities  of  the  busi¬ 
ness  under  his  direction  so  well  that 
more  men  were  employed,  even  better 
wages  were  paid,  and  at  the  same  time 
the  company’s  net  profits  were  larger 
than  they  had  ever  been.  He  made 
two  blades  of  grass  grow  where  but 
one  grew  before,  and  in  spite  of  the 
manager’s  enormous  salary,  his  com¬ 
pany,  and  the  men  working  for  it,  and 
the  wTorld  at  large,  were  better  off  for 
what  he  had  done. 

*  *  * 

Mr.  Schwab,  as  already  stated,  is  em¬ 
phatic  that  a  “piecework  basis”  is  the 
preferable  method  of  employing  man¬ 
agers.  Yet  as  a  matter  of  practice, 
the  fixed  salary  plan  commonly  pre¬ 
vails,  even  among  the  large  concerns 
which  alone  could  interest  men  of  Mr. 
Schwab’s  managerial  capacity.  Take 
the  Standard  Oil  Companies,  which 
are  noted  both  for  their  good  manage¬ 
ment  and  for  the  large  salaries  paid 
their  managers,  and  we  find  these 
salaries,  though  liberal  and  apparently 
satisfactory,  are  flat  sums  not  affected 
in  any  way  by  the  results  attained. 
Thus  the  president  of  the  Standard  Oil 


Company  of  New  York  receives  a 
fixed  salary  of  $100,000  a  year.  The 
president  of  the  Standard  Oil  Com¬ 
pany  of  New  Jersey  receives  a  similarly 
non-elastic  salary  of  $125,000  a  year. 
Would  either  of  these  very  capable 
officials  do  better  work,  and  would 
the  profits  of  their  respective  com¬ 
panies  be  larger  if  they  were  paid  on  a 
sliding  scale  of  results?  Is  it  not 
the  case  that  after  money  compen¬ 
sation  reaches  a  certain  comfortable 
figure,  that  the  pleasure  of  executive 
action,  the  glory  of  success,  the  thrill  of 
accomplishment— in  short  the  pride  of 
craftsmanship— is  an  all-sufficient  in¬ 
centive  to  the  highest  effort?  Many 
things  beside  the  sense  of  material 
acquisition  incite  to  successful  effort. 

*  *  * 

Another  question  to  be  considered 
in  connection  with  the  large  rewards  of 
management  is  their  effect  upon  the 
workingmen.  What  is  the  mental 
reaction  of  men  getting  $6  to  $8  a  day 
when  they  learn  that  the  president  of 
their  company  is  receiving  from  $300 
to  $400  a  day?  Does  it  create  unrest 
and  discontent?  Or  do  the  men  ap¬ 
preciate  the  fact  that  their  chiefs  earn 
the  $300  or  $400  a  day  they  receive  as 
completely  and  as  well  as  the  men 
themselves  earn  their  $6  or  $8? 

Much  depends  on  the  way  the  matter 
is  handled.  A  manufacturer  from 
Cleveland,  Ohio,  recently  described 
the  basis  upon  which  his  business  is 
conducted.  Twelve  per  cent  upon  the 
invested  capital  is  set  aside  as  its 
reward;  a  fixed  sum  is  set  aside  for 
management;  the  highest  prevailing 
rate  is  agreed  upon  for  labor;  a 
certain  amount  is  set  aside  for  depre¬ 
ciation  and  contingencies,  and  so  on. 

When  asked  how  the  price  of 
management  was  fixed,  this  manu¬ 
facturer  replied:  “I  found  out  what 
other  men  doing  similar  work  were 
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getting — that  is,  what  we  should 
actually  have  to  pay  a  man  capable  of 
managing  the  factory.  The  employees 
were  then  told  that  they  could  have 
one  of  these  outside  men  or  myself  at 
the  fixed  salary.  The  men  had  known 
me  for  many  years,  felt  they  could 
depend  on  me  for  a  ‘square  deal,’  and 
were  unanimous  in  asking  me  to 
remain.” 

In  this  factory  the  piece  rate  pre¬ 
vails,  the  labor  turnover  is  but  5  per 
cent  a  year  and  there  is  no  dissatis¬ 
faction  with  management. 

THE  STABILIZATION  OF 
PROSPERITY 

HE  business  cycle  with  its  violent 
alternations  of  inflation  and  de¬ 
pression  is  a  stumbling  block  to  busi¬ 
ness.  Any  intelligent  effort  to  con¬ 
trol  it,  to  cut  down  its  peaks  of  in¬ 
flation,  to  raise  its  troughs  of  depres¬ 
sion,  to  approximate  as  nearly  as  may 
be  the  level  plane  on  which  alone  satis¬ 
factory  business  progress  may  be 
made,  is  therefore  worthy  of  all  en¬ 
couragement.  Such  an  effort  is  em¬ 
bodied  in  the  recent  report  of  the 
Committee  on  Unemployment  and 
Business  Cycles  appointed  by  Secre¬ 
tary  Hoover. 

This  report  includes  a  general  dis¬ 
cussion  of  the  business  cycle  and  also 
specific  recommendations  for  the  stabil¬ 
ization  of  business  so  that  the  dis¬ 
turbing  fluctuations  of  the  business 
cycle  may  be  minimized.  As  stated 
by  Secretary  Hoover: 

Broadly,  the  business  cycle  is  a  constant 
recurrence  of  irregularly  separated  booms 
and  slumps.  The  general  conclusion  of  the 
committee  is  that  as  the  slumps  are  in  the 
main  due  to  the  wastes,  extravagances, 
speculation,  inflation,  overexpansion,  and 
inefficiency  in  production  developed  during 
the  booms,  the  strategic  point  of  attack, 


therefore,  is  the  reduction  of  these  evils, 
mainly  through  the  provision  for  such 
current  economic  information  as  will  show 
the  signs  of  danger  and  its  more  general 
understanding  and  use  by  producers,  dis¬ 
tributors,  and  banks,  in  inducing  more 
constructive  and  safer  policies. 

The  committee’s  recommendations 
— ten  in  number — for  the  control  of 
the  business  cycle  and  also,  incidental 
thereto,  for  the  relief  of  unemploy¬ 
ment  in  the  periods  of  depression,  are 
briefly  as  follows: 

1.  Collection  of  Fundamental  Data. 
The  committee  very  reasonably  takes 
the  position  that  the  only  basis  for  a 
study  of  the  business  cycle  must  be  the 
fundamental  data  which  cause  or 
affect  this  cycle.  Elsewhere  in  the 
present  number  of  Administration  Mr. 
Snyder  in  his  article,  ‘‘Shall  We 
Modify  Our  View  of  the  Business 
Cycle?”  points  out  how  little  we  really 
know  about  it  —  we  cannot  deter¬ 
mine  in  advance  the  “capriciously  ir¬ 
regular”  intervals  between  them — we 
cannot  tell  with  certainty  whether  the 
ensuing  depressions  “will  be  short  or 
long,  even  within  such  wide  limits  as 
from  one  year  to  six  years.” 

2.  Larger  Statistical  Service.  In  line 
with  the  preceding  suggestion,  “the 
committee  recommends  the  expansion 
and  standardization  of  the  statistics 
now  collected  by  state  and  federal 
bureaus,  the  publication  of  employ¬ 
ment  statistics  by  the  Federal  Bureau 
of  Labor  Statistics,  and  the  final 
summation  and  publication  of  all  these 
statistics  by  the  Department  of  Com¬ 
merce,  in  order  that  there  may  be 
promptly  available  a  connected  uni¬ 
form  series  of  facts  about  the  trend  of 
business.” 

3.  Research.  In  addition  to  the 
fundamental  data  discussed  under 
Recommendation  1,  “we  need  further 
development  of  special  research  into 
economic  forces,  into  business  cur- 
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rents,  and  into  broad  questions  of 
economic  method.” 

If.  Control  of  Credit  Expansion  by 
Banks.  By  direct  restriction  of  credit, 
or  by  raising  the  requirements  for  its 
granting,  banks  may  restrain  the  in¬ 
flationary  tendency  which  precedes  a 
boom.  And  on  the  other  hand,  in  times 
of  depression,  by  a  more  liberal  credit 
policy  carried  to  the  limit  of  reason¬ 
able  safety,  they  may,  in  part  at  least, 
prevent  the  disastrous  effects  of  these 
periods  of  depression. 

5.  Possible  Control  of  Inflation  by  the 
Federal  Reserve  System.  This  is  much 
in  line  with  the  preceding  recommend¬ 
ation  but  applies  entirely  to  the  federal 
reserve  system  and  includes  a  sug¬ 
gestion  for  a  special  gold  reserve. 

6.  Control  by  Business  Men  of  the 
Expansion  of  their  Own  Industries. 
“The  committee  has  seen  numerous 
instances  in  which  the  individual 
business  man,  by  conducting  his  busi¬ 
ness  with  reference  to  the  business 
cycle,  has  avoided  dangerous  over- 
extension  of  inventories  and  fixed 
capital  which  in  many  other  instances 
resulted  in  unemployment  and  business 
failure  during  the  cycle  just  past.  It 
therefore  believes  that  while  the  in¬ 
dividual  cannot  in  any  large  way  in¬ 
fluence  the  general  situation  or  en¬ 
tirely  avoid  the  losses  incurred  in 
periods  of  depression  he  can  in  most 
cases  by  foresight  keep  his  business 
fundamentally  sound.” 

7.  Control  of  Private  and  Public 
Construction  at  the  Peak.  As  one 


method  by  which  periods  of  expansion 
might  in  part  be  controlled,  the  com¬ 
mittee  suggests  “the  cessation  and 
postponement  of  construction  by  the 
government,  railroads,  public  utilities, 
and  private  owners  in  boom  periods 
when  prices  are  high.” 

8.  Public  Utilities.  The  committee 
suggests  that  the  obvious  time  “to 
finance  new  construction  or  improve¬ 
ments  in  public  utilities  is  in  periods  of 
depression,  when  interest  charges  are 
reasonable  and  construction  costs  low.” 

9.  Unemployment  Reserve  Funds. 
“Loss  of  employment  not  only  elim¬ 
inates  income  but  lessens  the  ability  of 
wage-earning  men  and  women  and 
their  families  to  make  purchases,  thus 
intensifying  the  period  of  depression.” 
To  obviate  this  the  committee  sug¬ 
gests  a  provision  of  reserve  funds  or 
savings  to  be  made  during  periods  of 
prosperity  from  which  the  worker  may 
draw  during  periods  of  compulsory 
unemployment  “as  tending  toward 
relieving  the  fluctuations  of  business.” 

10.  Employment  Bureaus.  The  com¬ 
mittee  endorses  the  recommendation 
of  the  President’s  Conference  on  Un¬ 
employment  for  a  national  system  of 
employment  bureaus,  suggesting  that 
these  would  afford  valuable  data  as  to 
business  conditions.  Also  by  effec¬ 
tively  supplying  labor  where  labor  is 
needed,  the  loss  of  both  production 
and  wages  would  be  avoided,  thereby 
helping  to  maintain  the  level  of  pur¬ 
chasing  power  and  to  this  extent 
stabilizing  business. 


CURRENT  BUSINESS  LITERATURE 


BOOK  REVIEWS 


The  Stabilization  of  Business.  By  Wes¬ 
ley  C.  Mitchell,  Irving  Fisher,  and  seven 
other  writers.  Edited  by  Lionel  D.  Edie, 
with  an  introduction  by  Herbert  Hoover, 
xii,  396  pp.  The  Macmillan  Company. 

Reviewed  by  William  Trufant  Foster* 

“England  is  full  of  wealth,”  wrote 
Thomas  Carlyle  in  1843,  “of  multi¬ 
farious  produce,  supply  for  human 
want  in  every  kind;  yet  England  is 
dying  of  inanition.  With  unabated 
bounty  the  land  of  England  blooms 
and  grows;  waving  with  yellow  har¬ 
vests;  thick-studded  with  workshops, 
industrial  implements,  with  fifteen 
millions  of  workers,  understood  to  be 
the  strongest,  the  cunningest,  and  the 
willingest  our  earth  ever  had;  these 
men  are  here,  the  work  they  have 
done,  the  fruit  they  have  realized  is 
here,  abundant,  exuberant,  on  every 
hand  of  us:  and  behold,  some  baleful 
fiat  as  of  enchantment  has  gone  forth, 
saying,  ‘Touch  it  not  ye  workers,  ye 
master- workers,  ye  master-idlers;  none 
of  you  can  touch  it,  no  man  of  you  shall 
be  the  better  for  it;  this  is  enchanted 
fruit.’” 

This  description  applies  as  well  to 
the  United  States  in  1921,  says 
Wesley  C.  Mitchell  in  the  opening 
chapter  of  “The  Stabilization  of  Busi¬ 
ness.”  “During  this  year,”  he  con¬ 
tinues,  “millions  of  us  were  idle  when 
we  wished  to  work,  billions  of  dollars’ 
worth  of  plant  and  machinery  stood 
unused  when  the  owners  longed  to 
start  their  furnaces,  and  what  we 
wanted  to  produce  we  needed  to 
consume.  The  edict  of  enchantment 

*  Director,  Poliak  Foundation  for  Economic  Re¬ 
search. 


which  forbade  us  to  do  what  we  wished 
was  pronounced  by  the  money  econ¬ 
omy.  ...  If  I  am  right  about  this 
fundamental  matter,  I  can  hardly  be 
wrong  in  taking  an  optimistic  view  of 
the  future.  For  since  the  money 
economy  is  a  complex  of  human  in¬ 
stitutions,  it  is  subject  to  amendment. 
What  we  have  to  do  is  to  find  out  just 
how  the  rules  of  our  own  making 
thwart  our  wishes  and  to  change  them 
in  detail  or  change  them  drastically  as 
the  case  may  require.” 

To  show  how  these  rules  of  our  own 
making  may  be  changed,  drastically 
or  in  detail,  in  the  interests  of  sustained 
production  and  employment,  is  the 
purpose  of  “The  Stabilization  of 
Business.”  Wesley  C.  Mitchell,  at 
the  close  of  an  admirable  introduction 
to  the  subject,  concludes  that  the 
problem  of  business  instability  is 
mainly  monetary.  Irving  Fisher,  in 
the  second  chapter,  presents  con¬ 
vincing  evidence  to  show  that  the 
problem  would  be  solved,  in  its  major 
aspects,  by  the  stabilization  of  the 
purchasing  power  of  money.  With  his 
usual  clearness  and  cogency,  he  shows 
that  our  shifting  dollar  robs  first  one 
set  of  people  and  then  another  to  the 
tune  of  billions  of  dollars  a  year,  con¬ 
founding  business  calculations  and 
convulsing  trade,  stirring  up  discon¬ 
tent,  fanning  the  flames  of  class  hatred, 
perverting  politics,  and,  all  the  time, 
keeping  out  of  sight  and  unsuspected. 

In  order  to  obtain  a  general  idea  of 
the  larger  and  deeper  aspects  of  the 
problem  of  stabilizing  business,  one 
has  only  to  read  these  two  chapters. 
The  remaining  chapters  are  of  second¬ 
ary  importance.  They  deal  with 
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problems  which  arise  mainly  from 
shifting  price-levels — problems  which 
become  highly  critical,  as  a  rule,  only 
when  business  is  suffering  from  up¬ 
heavals  due  to  inflation  and  deflation. 
But,  in  the  absence  of  effective  con¬ 
trol  of  general  price  fluctuations,  these 
upheavals  are  likely  to  continue  to 
work  their  periodic  disasters;  and,  in 
any  event,  no  method  of  stabilizing 
prices  will  ever  do  away  with  all  the 
causes  of  business  instability.  So  we 
should  have  a  lively  and  immediate 
interest  in  remedial  measures. 

Some  of  these  are  discussed  in  this 
volume,  under  the  head  of  “Trans¬ 
portation,”  by  Frank  H.  Dixon;  “Un¬ 
employment  Insurance,”  by  John  R. 
Commons;  “Co-ordination  of  Pro¬ 
duction  and  Marketing,”  by  Lionel  D. 
Edie;  “International  Problems,”  by 
Edwin  R.  A.  Seligman;  “Public 
Works,”  by  John  B.  Andrews;  and 
“Applied  Technique,”  by  Henry  S. 
Dennison.  All  these  chapters  are 
timely  and  sound.  They  are  not  deep 
or  exhaustive,  and  most  of  the  material 
has  already  been  printed  elsewhere; 
but  they  do  present  certain  aspects  of 
the  control  of  fluctuations  in  business 
which  should  be  matters  of  common 
knowledge. 

Furthermore,  in  point  of  lucidity 
and  amenity,  these  discussions  are 
notably  above  the  average  of  economic 
writings.  Indeed — though  this  may 
seem  extravagant  praise — nearly  all 
men  who  have  gone  far  enough  in  their 
thinking  to  realize  in  a  general  way 
what  the  major,  unsolved  problems  of 
business  really  are  will  find  all  these 
chapters  easy  to  understand  and 
replete  with  evident  good  sense.  This 
is  also  true  of  the  chapter  by  Walter 
Dill  Scott,  though  the  title,  “The 
Psychological  Factors  in  Stabilization,” 
is  misleading.  Doubtless,  a  valuable 
chapter  could  be  written  on  this 
subject;  doubtless  Walter  Dill  Scott 


could  write  one;  doubtless,  he  has  not 
done  so.  The  chapter  seems  lost, 
strayed,  or  stolen  from  some  other 
volume. 

Practical  Economics.  By  Henry  P. 

Shearman,  Professor  of  Economies,  Du- 

quesne  University.  McGraw-Hill  Booh 

Company,  New  York  City. 

Reviewed  by  Archer  Wall  Douglas* 

In  the  preface,  the  author  announces 
the  purpose  of  the  book,  which  is: 

...  to  state  in  simple  language  the 
general  laws  and  principles  underlying  and 
governing  the  production  and  distribution 
of  wealth  in  the  United  States  today. 

So  far  as  the  logic  of  the  printed 
page  is  concerned  he  has  fulfilled  his 
purpose,  for  the  matter  of  the  story  is 
well  chosen  and  far  more  interestingly 
put  than  in  the  average  treatise  on 
economics.  The  impression  I  draw 
from  the  preface  and  the  general  run 
of  the  text  is  that  the  author  intends  it 
to  be  a  presentation  of  the  practical 
.manner  in  which  business  is  conducted 
today. 

The  author  speaks  of  economics  as 
being  supposedly  the  science  of  busi¬ 
ness,  but  with  the  good  sense  and  fair¬ 
ness  which  abound  throughout  the 
book  he  admits  candidly  that  it  is  a 
very  inexact  science  and  that  its 
theories  are  being  tested  and  tried 
today  by  human  experience.  This 
causes  me  to  wonder  why  he  so  often 
accepts  as  facts  matters  which  are 
contrary  to  human  experience.  One 
case  in  point  is  called  the  law  of 
demand,  for  like  all  economists  he  is 
strong  on  laws  in  economics  and  their 
supposedly  invariable  actions.  The 
law  runs  something  after  this  fashion: 

The  amount  of  any  commodity  buyers 
will  purchase  varies  inversely  with  the 

*  Chairman,  Committee  on  Statistics  and  Standards, 
Chamber  of  Commerce  of  the  United  States. 
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price.  The  higher  the  price,  the  smaller 
the  amount  that  will  be  purchased;  the 
lower  the  price,  the  larger  the  amount. 

This  may  apply  to  a  bargain  sale  but 
there  are  numerous  instances  where  the 
reverse  is  true.  In  all  business  booms 
that  I  have  been  through  in  the  last 
30  years  and  longer,  one  of  the  in¬ 
variable  symptoms  was  the  steadily 
increasing  demand  up  to  a  certain 
point  as  prices  advanced.  It  was 
perfectly  true  that  much  of  this 
demand  was  purely  speculative,  and 
there  was  fear  also  that  prices  would 
go  much  higher,  so  that  the  part  of 
wisdom  was  to  get  in  before  another 
advance  occurred.  It  was  equally 
true,  when  prices  went  down,  that  the 
lower  they  fell  the  smaller  were  the 
purchases,  until  at  the  bottom  there 
was  practically  no  market  for  the 
commodities  at  any  figure.  The 
trouble  about  so  many  of  these  would- 
be  economic  laws  is  that  they  are  not 
laws  at  all  but  mere  general  state¬ 
ments  subject  to  many  exceptions, 
amendments,  and  corrections. 

Another  would-be  law,  which  is  said 
to  be  “rooted  in  the  very  nature  of  the 
universe,”  is  that  “increasing  cost 
operates  in  agriculture,  resulting  in  a 
tendency  toward  an  increase  in  the 
supply  price  of  agricultural  products.” 
This  particular  law  evidently  has  not 
many  tap  roots  in  the  universe,  out¬ 
side  of  books,  for  if  there  is  a  well- 
established  fact  it  is  that  the  cost  of 
what  the  farmer  produces  has  no 
relation  whatever  to  the  prices  he 
obtains.  These  for  the  most  part,  are 
determined  by  competition,  and  the 
nature  and  extent  of  the  farmer’s 
marketing  facilities. 

On  the  other  hand,  Professor  Shear¬ 
man  is  not  led  astray  by  the  fallacies  of 
the  Malthusian  doctrine,  nor  has  he 
any  illusions  about  those  interesting 
fictions  known  as  index  numbers,  as  he 
recognizes  at  once  their  failings,  and 


their  possibilities  of  greater  accuracy. 
Like  most  eastern  economists,  however, 
he  still  has  faith  in  that  relic  of  the 
past  known  as  the  quantity  theory  of 
money,  in  regard  to  its  operation  on 
prices. 

In  the  main,  the  chapters  on  financial 
matters  are  among  the  best  in  the 
book.  They  are  mostly  from  a  modern 
point  of  view,  with  but  few  of  the 
antiques  from  the  past  receiving  much 
space.  He  sees  things  as  they  are  in 
real  life,  and  his  comments  and 
criticisms  are  well  placed,  though  I  do 
not  go  all  the  way  with  him  in  his 
judgment  of  some  of  the  kings  of 
finance,  who  have  been  gathered  to 
their  fathers — fortunately  for  the 
country.  He  is  as  strong  for  definition 
as  for  economic  laws,  and  devotes  an 
entire  chapter  to  telling  what  capital 
is.  Davenport,  in  his  cryptic  fashion, 
summed  up  the  matter  as  something 
that  any  man,  woman,  or  organization 
possessed  that  enabled  him,  her,  or  it 
to  make  a  living  or  carry  on  an  enter¬ 
prise.  That  definition  left  little  to  be 
said. 

Broadly  speaking,  the  book  is  a  most 
valuable  acquisition  to  any  library  be¬ 
cause  of  the  wide  range  of  subjects  it 
treats  and  the  large  amount  of  in¬ 
formation  it  contains.  It  is  rather  too 
deep  and  complex  for  the  average 
college  student  unless  it  be  accom¬ 
panied  by  careful  and  detailed  expla¬ 
nation.  It  is  unusually  well  written 
and  most  direct  and  unbiased  in  the 
presentation  of  its  numerous  subjects. 
It  is  a  curious  combination  of  common 
sense  with  occasional  apparent  belief 
in  certain  accepted  statements  that  are 
at  variance  with  the  facts,  such,  for 
instance,  as  the  great  economies  of 
large  consolidations  compared  with 
smaller  individual  concerns.  This  is 
frequently  in  individual  cases  merely 
a  half  truth  and  a  most  misleading  one 
at  that. 
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In  some  ways  the  book  is  a  distinct 
advance  on  the  conventional  textbooks 
on  economics  which  were  written 
mostly  one  from  the  other,  as  law 
books  are,  for  it  evidently  has  the  ad¬ 
vantage  of  personal  observation  on  the 
part  of  the  author.  Some  day  a  book 
on  economics  will  be  written  by  one 
who  is  both  a  student  and  a  man  of 
experience,  from  long  contact  with  the 
workaday  world.  It  will  tell  of  the 
vast  education  which  lies  in  every  great 
business,  of  the  vision  and  imagination 
which  the  study  of  business  problems 
involves,  and  how  the  laws  and  tend¬ 
encies  are  of  small  moment  compared 
to  the  part  which  the  human  element 
plays  in  the  problems  which  every 
great  enterprise  presents. 

Labor  and  Politics.  By  M.  R.  Carroll, 
Professor  of  Economics  and  Sociology, 
Goucher  College,  xix,  206  pp.  Houghton 
Mifflin  Company. 

Reviewed  by  Paul  A.  Tierney* 

In  view  of  the  current  vociferous 
forecasts  of  the  formation  of  a  national 
labor  party  which  is  to  go  actively 
into  politics  and  twist  business  by  the 
tail,  there  is  special  timeliness  in  this 
study  of  the  American  Federation  of 
Labor  just  issued  from  the  pen  of  M. 
R.  Carroll,  Professor  of  Economics  and 
Sociology  at  Goucher  College.  If 
Dr.  Carroll  interprets  correctly,  there 
is  little  likelihood  that  the  Federation 
will  abandon  its  present  non-partisan 
policy,  or  that  radical  elements  within 
the  federation  will  be  able  to  muster 
sufficient  strength  to  break  away  from 
the  rest  of  that  body  and  enter  the 
political  arena  alone. 

“Labor  and  Politics”  is  a  historical 
study  of  the  federation  from  its  organ¬ 
ization,  accompanied  by  interpretive 
comment  and  a  concluding  chapter  in 

*  Member  of  the  editorial  staff  of  The  Long  Island 
City  Star,  Long  Island  City,  N.  Y. 


which  an  attempt  is  made  to  predict 
the  future  in  the  light  of  the  past. 
Though  the  book  is  rather  forbidding 
in  form,  the  chapters  are  comple¬ 
mented  by  adequate  summaries  from 
which  the  busy  executive  may  glean 
the  essentials  of  the  discussion. 

The  American  Federation  of  Labor 
has  attained  its  present  position  by 
rigid  adherence  to  a  policy  of  bar¬ 
gaining — bargaining  with  employers 
when  wages  are  involved,  and  bar¬ 
gaining  with  the  existing  political 
parties  when  legislative  action  is  de¬ 
sired.  Rather  than  go  into  the  field 
with  a  definite  program  of  its  own,  the 
federation  has  preferred  to  select 
certain  issues  and  force  favorable 
political  action  thereon  by  “rewarding 
labor’s  friends  and  punishing  its  ene¬ 
mies.” 

The  chief  piece  of  labor  legislation 
obtained  by  this  procedure  is  the  Clay¬ 
ton  Act  of  1914,  declaring  that  “the 
labor  of  a  human  being  is  not  a  com¬ 
modity  or  article  of  commerce.”  It  is 
to  the  passage  of  this  act  that  Samuel 
Gompers  points  in  justification  of  his 
policy.  Dr.  Carroll  quotes  him  thus : 

Suppose  in  1912  we  had  a  labor  party  in 
existence;  do  you  think  for  a  moment  that 
we  could  have  gone  as  the  American  labor 
movement  to  the  other  political  parties  and 
said:  “We  want  you  to  inaugurate  in  your 
platform  this  and  this  declaration”?  If  one 
of  the  parties  had  refused  and  the  other 
had  consented  and  taken  its  chance, 
would  the  American  Federation  of  Labor 
have  been  permitted  to  exercise  that  in¬ 
dependent  political  and  economic  course 
if  the  labor  party  had  been  in  existence? 

By  skilful  dickering,  the  federation 
obtained  the  passage  of  considerable 
legislation  under  the  Wilson  admin¬ 
istration,  and  during  the  war,  labor 
occupied  a  highly  strategic  position, 
due  in  part  to  the  increased  demand 
for  production  and  in  part  to  the  per- 
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sonal  influence  of  Mr.  Gompers  with 
the  powers  that  were. 

Dr.  Carroll  does  not  believe,  after 
careful  examination  of  the  federation’s 
policies,  that  attempts  will  be  made 
to  regain  its  war-time  prestige  by  inde¬ 
pendent  political  action.  The  feder¬ 
ation  is  too  loosely  knit,  its  member¬ 
ship  is  too  heterogeneous,  its  members’ 
interests  are  too  closely  limited  to 
wages  and  wages  alone,  to  make  the 
adoption  of  broad  policies  likely.  In 
short,  the  many  affiliated  labor  groups 
are  not  expected  to  agree  except  upon 
the  most  general  of  principles.  The 
great  mass  of  workers  do  not  regard 
themselves  as  units  in  one  great 
political  group. 

Perhaps  this  heterogeneity,  which 
automatically  saves  the  American  in¬ 
dustrial  world  from  the  folly  of  a  labor 
party,  also  causes  the  lack  of  con¬ 
structive  program,  already  complained 
of.  Limiting  its  program  to  the  few 
steps  that  it  has  seen  just  ahead  of  it, 
the  federation  has  grown  up  without  a 
full  sense  of  its  responsibility  to  the 
country  as  a  whole. 

Labor,  Dr.  Carroll  believes,  will 
act  to  its  own  and  the  country’s  great 
advantage,  when  it  ceases  to  oppose 
suggestions  from  trained  people  out¬ 
side  the  labor  movement  and  learns  to 
co-operate  constructively  with  indus¬ 
trial  engineers. 

Common  Sense  in  Business.  By  Harold 

Whitehead.  315  pp.  Thomas  Y.  Crowell 

Company. 

Reviewed  by  W.  S.  Whittlesey* 

“Once  the  salesman  grasps  this  simple 
but  significant  fact  ...”  illustrates 
the  terse  and  pithy  language  Mr. 
Whitehead  uses  in  driving  home  the 
points  he  wishes  to  make  and  they  are 
so  neatly  clinched  by  anecdote  and 

*  Member  of  the  firm  of  Whittlesey  and  Millar,  New 
York  City. 


illustration  that  the  least  absorbent 
mind  cannot  fail  to  retain  something 
of  this  gospel  of  common  sense  that  he 
preaches. 

Mr.  Whitehead  states  “a  college 
professor  is  a  theorist;  I  am  one” 
meaning  both,  and  “a  business  man  is 
a  practicalist;  (I  am  one  of  them  also)  ” 
again  meaning  both,  which  reminds 
one  of  the  characterization  of  Henry 
James  as  the  “novelist  who  wrote  like 
a  scientist”  and  William  James  as 
“the  psychologist  who  wrote  like  a 
novelist.”  For  a  business  man,  I 
should  say  that  Mr.  Whitehead  writes 
with  the  forward-looking  idealism  of  a 
college  professor  and  for  a  college  pro¬ 
fessor  he  certainly  speaks  with  the 
authority  and  horse  sense  of  a  business 
man  of  experience. 

The  title  of  this  book  might  have 
been  “Modern  Business  Philosophy” 
or  “The  Psychological  Trend  of  Mod¬ 
ern  Business”  or  “Rules  for  Better 
Business”  but  the  author’s  doctrine  is 
common  sense  in  all  things  and  his 
title  is  characteristic. 

I  have  heard  it  said  of  a  certain 
Presbyterian  and  a  bookkeeper  that  he 
always  opens  his  books  with  prayer. 
If  it  were  customary  for  a  business 
family  to  start  its  day’s  work  with 
morning  devotions  “Common  Sense 
in  Business”  would  be  an  excellent 
text  for  the  reading.  It  touches  every 
department  of  business  organization, 
pointing  out  the  factors  which  make 
for  success  in  men  and  methods. 

One  of  our  most  progressive  business 
schools  arranges  for  an  inspiration- 
alist  to  talk  at  its  annual  banquet. 

This  is  an  inspirational  book  and 
should  be  in  the  circulation  library  of 
every  business  house. 

But  the  book  is  more  than  an  aggre¬ 
gation  of  chapters  of  uplift  talk  on 
business  subjects.  It  is  a  presentation 
of  causes  and  effects  in  business  as 
observed  by  an  intelligent  man  of 
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experience.  Keeping  the  human  factor 
always  to  the  fore,  it  goes  beyond  the 
old  “live  and  let  live”  to  live  a  larger 
life  and  make  a  true  success  by  helping 
others  to  it.  It  considers  a  trade  good 
only  when  it  is  good  for  both  parties. 

Readers  will  be  put  in  a  receptive 
mood  and  eager  attitude  for  the  drive 
for  better  business. 

Engineering  Economics.  By  J.  C.  L. 

Fish,  Professor  of  Railroad  Engineering, 

Stanford  University.  Second  Edition,  xi, 

311  pp.  McGraw-Hill  Book  Company. 

Reviewed  by  E.  F.  DuBrul* 

The  author  defines  engineering  eco¬ 
nomics  as  dealing  with  problems  in¬ 
volving  the  elements  of  cost  of  service 
performed  by  the  engineering  structure, 
the  elements  of  revenue,  the  inter¬ 
relations  of  these  elements,  and  their 
resultant  effect  on  profit. 

In  the  judgment  of  the  reviewer  the 
book  is  quite  inadequate  either  as  a 
text  for  study  or  as  a  manual  for  the 
office  of  either  engineer  or  business 
manager. 

Some  of  the  questions  for  students, 
supposedly  well  advanced  in  engineer¬ 
ing,  are  such  as  should  be  answered  by 
any  child  in  a  fifth  or  sixth  grade  class 
figuring  interest.  Two  chapters  mis¬ 
named  “Business  Statistics”  outline 
elementary  bookkeeping.  Why  should 
one  look  in  such  a  text  for  a  very  pale 
sketch  of  bookkeeping?  And  why  call 
bookkeeping  “Business  Statistics”? 

Three  other  chapters  in  an  ele¬ 
mentary  way  touch  on  the  forms 
of  business  organization,  individual 
ownership,  partnership,  and  corporate 
organization. 

Along  with  these  high  school  topics 
the  book  deals  with  the  higher  mathe¬ 
matics  of  interest,  which  very  few 
business  men  would  bother  with,  and 

*  General  Manager,  National  Machine  Tool  Builders 
Association,  Cincinnati,  Ohio. 


which  changing  business  conditions 
make  quite  futile  to  use  as  a  gauge  of 
investment  in  anything,  even  bonds. 

One  chapter  on  depreciation  gives  19 
pages  to  the  mathematics  of  five 
formulas  for  depreciation  and  salvage 
value.  Then,  in  the  last  paragraph  of 
this  same  chapter  we  read  as  follows: 

It  is  important,  however,  that  we  bear 
in  mind  the  fact  that  no  formula  can  take 
into  account  all  the  conditions  and  cir¬ 
cumstances  which  may  have  legitimate 
influence  on  the  salvage  value  of  a  structure ; 
and  that  accordingly  the  salvage  value 
computed  for  any  case  by  this  formula 
must  be  used  with  judgment.  .  .  . 

In  other  words,  the  computed  sal¬ 
vage  value  must  be  considered  co- 
ordinately  with  all  “irreducible  data.” 
To  the  “irreducible  data”  the  author 
devotes  one  chapter  of  nine  pages, 
pointing  out  some  things  that  the 
business  man  cannot  work  out  by 
formulas.  Every  business  man  will  at 
once  recognize  that  his  success  or 
failure  depends  on  his  skill  in  handling 
these  “  irreducibles  ”  rather  than  in 
knowing  the  interest  and  depreciation 
formulas. 

One  wonders  why  the  formulas  are 
so  exhaustively  given  for  depreciation 
down  to  salvage  value.  All  these  ab¬ 
struse  formulas  have  been  knocked 
into  the  traditional  “cocked  hat”  by 
economic  and  price  conditions  ob¬ 
taining  in  the  world  since  1914. 

Table  “K”  in  Appendix  “B”  in  the 
book  quotes  various  authorities  (sic) 
on  depreciation,  some  of  whom  esti¬ 
mate  the  life  of  things  down  to  tenths 
of  a  year.  But  it  is  disconcerting  to 
find  the  various  “authorities”  dis¬ 
agreeing  widely  in  their  estimates,  as 
for  storage  batteries,  from  10  to  33.3 
years;  boilers  from  10  to  40  years, 
including  some  estimates  at  28.6; 
steam  engines  from  10  to  40  years,  a 
variation  of  400  per  cent  from  mini- 
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mum  to  maximum;  coal  and  ash 
handling  machinery  from  5  to  20 
years;  paving  from  2  to  20  years,  a 
trifling  variation  of  1000  per  cent; 
shop  machinery  (whatever  that  is) 
from  10  to  50  years,  the  latter  figure 
probably  based  on  some  machinery  so 
common  in  railroad  repair  shops;  shop 
tools  (whatever  they  are)  from  10  to 
50  years;  switchboards  from  15  to 
50  years;  teams  and  vehicles  from  5 
to  20  years. 

Such  a  wide  difference  of  opinion 
among  “authorities”  shows  the  de¬ 
cided  futility  of  working  out  compli¬ 
cated  formulas  for  depreciation.  Why 
not  frankly  recognize  depreciation 
charges  as  pure  guesswork,  but  make 
the  guess  safe  by  a  large  factor  of 
safety  so  as  to  be  sure  of  replacing  the 
values  before  either  time  or  the  progress 
of  the  art  makes  the  physical  asset 
useless?  This  comes  under  the  head¬ 
ing  of  “Financial  Judgment,”  a  sub¬ 
ject  that  is  specifically  excluded  from 
discussion. 

One  demands  clarity  in  the  use  of 
economic  terms  in  a  book  professing 
to  deal  with  an  important  phase  of 
economic  science.  But  economic  terms 
as  used  in  this  book  are  bewildering. 
For  instance,  the  chapter  on  valu¬ 
ation  has  a  sub-title  “Fair  Value.” 
One  wonders  what  is  unfair  value.  The 
same  chapter  shows  quite  a  number  of 
“values”  besides  fair  value,  such  as 
“salvage  value,”  “scrap  value,”  “wear¬ 
ing  value,”  “total  sale  value,”  “com¬ 
mercial  value,”  “stock  and  bond  value,” 
“market  value.”  Value  and  price 
seem  at  times  to  be  synonymous  to  the 
author,  and  at  other  times  to  be  quite 
distinct.  Incidentally,  the  author 
seems  to  think  that  the  same  article 
can  have  two  market  prices,  whole¬ 
sale  and  retail,  at  the  same  time.  It  is 
inexcusable  to  tell  such  things  to 
students. 

In  paragraph  1608  he  says: 


If  both  buyer  and  seller  have  active 
competition,  neither  is  at  a  disadvantage, 
and  the  price  agreed  upon  may  be  called  a 
market  price.  Such  market  price  is  usually 
considered  a  fair  price. 

One  is  tempted  to  ask  just  when  a 
price  is  not  a  market  price,  and  just 
when  a  price  is  unfair. 

The  book  devotes  considerable  space 
to  valuation,  but  the  discussion  of  that 
subject  could  be  greatly  simplified  by 
using  clear  concepts  of  the  economic 
“utilities”  of  time,  form,  and  place, 
that  set  an  upper  limit  to  the  “value” 
of  which  price  is  simply  the  measure  in 
terms  of  money. 

In  paragraph  1617  the  author  holds 
that:  “.  .  .  fair  value  must  be  cost 
of  reproduction  new,  less  depreciation.” 
But  he  points  out  that:  “.  .  .  fair 
value  can  be  quite  different  for  the 
same  property  if  the  engineer  is  valuing 
property  for  such  different  purposes 
as,  (a)  sale,  (b)  taxation,  (c)  issue  of 
securities,  (d)  rate  fixing.”  Truly, 
courts,  commissions,  and  engineers 
would  do  well  to  work  with  economists 
to  eliminate  such  muddling  confusion 
of  expression.  We  ought  definitely  to 
symbolize  economic  concepts  as  the 
chemists  have  symbolized  chemical 
elements  and  compounds.  If  these 
“Values”  were  so  symbolized  as  V-l, 
V-2,  V-3,  V-4,  a  writer  would  not  be 
prone  to  use  the  symbol  V-l  when  he 
really  means  V-4.  That  simple  scheme 
might  keep  a  lot  of  economic  thinking 
and  writing  on  the  twin  rails  of 
accuracy  and  logic. 

Export  Advertising.  By  David  L.  Brown. 

iv,  342  pp.  The  Ronald  Press  Company. 

Reviewed  by  Walter  F.  Wyman* 

In  “Export  Advertising,”  David 
Leslie  Brown  has  written  a  classic.  It 
will  inevitably  remain  the  standard 
volume  on  export  advertising,  because 

*  Sales  and  Export  Manager,  Carter’s  Ink  Company. 
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it  is  a  safe  prediction  that  neither 
expert  nor  tyro  will  find  courage  to 
attempt  to  write  a  better  or  more  com¬ 
prehensive  book  on  the  subject. 

Mr.  Brown  knows  export  advertising. 
He  also  knows  how  to  write.  Not  only 
does  he  know  export  advertising — 
he  knows  merchandising.  In  “Export 
Advertising”  will  be  found  a  chapter 
largely  devoted  to  Sales  Letters,  which 
every  sales  and  sales  promotion  man¬ 
ager  and  sales  correspondent  should 
read.  Similarly,  there  is  liberal  space 
devoted  to  the  sanest  exposition  of 
sales  psychology.  This,  in  many  ways, 
is  superior  to  the  exposition  of  sales 
psychology  in  several  books  written 
especially  to  emphasize  the  mental 
side  of  the  selling  process. 

From  cover  to  cover  the  book  is  full 
of  concrete  illustrations  of  how  to  ad¬ 
vertise  overseas  in  order  to  secure  the 
greatest  dividends  from  export  ad¬ 
vertising. 

Among  the  most  valuable  features 
of  the  book  are  the  sixteen  forms 
ranging  from  unit  cost  sheets  to 
examples  of  good,  indifferent,  and  bad 
type  displays. 

While  the  greatest  emphasis  is  laid 
upon  the  use  of  local  media  overseas, 
the  book  is  well-balanced  by  covering 
sales  promotion,  direct-by-mail  ad¬ 
vertising,  dealers’  helps,  catalogues, 
outdoor  advertising,  motion-pictures 
and  house  organs.  The  export  ad¬ 
vertising  department  and  the  export 
advertising  manager  are  made  the 
subject  of  separate  chapters  and  of 
keen  and  practical  analysis.  To  the 
individual  directly  in  charge  of  export 
advertising,  Mr.  Brown  has  directly 
appealed.  He  has  pointed  out  the 
wisdom  of  becoming  a  part  of  the 
business  as  a  whole  and  identifying 
himself  thoroughly  with  his  own  enter¬ 
prise.  He  has  shown  the  contact  points 
which  should  be  established,  and  how 
these  contacts  can  be  made. 


To  those  who  are  rightly  curious  as 
to  the  way  others  conduct  their  cam¬ 
paigns  overseas,  Mr.  Brown  offers  in 
an  admirable  chapter,  thirteen  typ¬ 
ical  export  advertising  campaigns. 
These  are  in  the  form  of  summaries 
written  for  and  to  Mr.  Brown  by  ad¬ 
vertisers  with  narrow  and  wide  dis¬ 
tribution,  which  illustrate  the  problems 
of  the  novice  and  the  veteran. 

One  of  the  most  impressive  features 
of  “Export  Advertising”  is  the  careful 
analysis  of  the  various  forms  of  ad¬ 
vertising.  Certainly  never  before  has 
there  appeared  in  print  such  a  care¬ 
fully  prepared  exposition  of  foreign 
advertising  media,  their  fields,  and 
of  the  adaptation  of  the  American 
ideals  of  advertising  to  foreign  markets. 

In  his  exhaustive  treatment  of  the 
preparation  of  export  advertising  copy 
there  is  particularly  nice  balance  be¬ 
tween  the  emphasis  laid  upon  the 
illustrations,  text,  layout  and  type 
usage.  In  advocating  frequent  use  of 
the  indirect  method  of  presentation, 
Mr.  Brown,  by  seven  illustrations 
showing  in  parallel  volumes  “North 
American  Style”  and  “Overseas  Style,” 
illustrates  his  reason  for  preference  in 
a  striking  and  decidedly  educational 
way. 

The  chapter  devoted  to  “Mistakes 
to  Avoid”  summarizes  eight  im¬ 
portant  pitfalls : 

1.  Failure  to  investigate  or  analyze  the 
markets  properly. 

2.  Failure  to  appreciate  racial  prejudices. 

3.  Lack  of  knowledge  concerning  media, 
and  their  plant  equipment. 

4.  Lack  of  knowledge  concerning  foreign 
publishers’  methods  of  doing  business. 

5.  Inattention  to  details. 

6.  Improper  or  inadequate  translations. 

7.  Disregard  of  climatic  conditions. 

8.  Misdirected  enthusiasm. 

Similarly,  seventeen  specific  ex¬ 
amples  have  been  selected  from  the 
many  addresses  before  export  con- 
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ventions  and  from  the  writings  of  those 
directly  engaged  in  foreign  trading. 

It  undoubtedly  took  courage  as 
well  as  ability  to  discuss  the  Advertis¬ 
ing  Agency  problem.  For  this  has 
been  such  a  controversial  topic  that, 
if  Mr.  Brown  had  chosen  to  avoid  it 
or  to  dismiss  it  with  a  few  para¬ 
graphs,  he  could  scarcely  have  been 
blamed.  But  with  his  usual  willing¬ 
ness  to  meet  an  issue,  he  has  rendered 
a  distinct  service  to  the  export  fra¬ 
ternity  in  comparing  the  domestic 
Advertising  Agency  situation  with  the 
entirely  different  situation  which  ob¬ 
tains  abroad.  Not  only  in  a  chapter 
devoted  to  the  discussion,  but  in 
many  other  places,  Mr.  Brown  points 
out  the  unusual  conditions  which 
result  in  actually  lower  rates  to  ad¬ 
vertisers  placing  their  own  adver¬ 
tising  in  local  media  overseas — a  sav¬ 
ing  which  Mr.  Brown  proves  ranges 
from  15  to  43  per  cent.  But  it  is  to  be 
noted  that  as  one  of  the  many  proofs 
of  open-mindedness,  he  looks  forward 
to  a  time  when  with  different  conditions 
existing,  different  methods  will  in¬ 
evitably  come  into  being. 

This  same  willingness  to  look  facts 
squarely  in  the  face  results  in  a  most 
valuable  book.  For  Mr.  Brown  seldom 
says,  “The  publications  in  Peru”  but 
specific  references  abound  to  the 
West  Coast  Leader,  The  North  China 
Star,  La  Prensa.  And  he  has  no  hesi¬ 
tancy  in  ranking  media,  whenever  a 
useful  purpose  will  be  served. 

Equally  frank  and,  consequently, 
valuable  is  the  discussion  of  the 
relation  of  the  American  manufacturer 
and  his  agent  overseas.  Mr.  Brown  not 
only  shows  how  copy  should  be  placed 
in  the  country  of  an  agent,  but  why 
it  should  be  placed  in  the  ways  he 
portrays.  For  the  first  time,  it  is 
shown  clearly  in  print  just  what  the 
duties  are  of  the  exclusive  agent  abroad 
in  connection  with  advertising  and 


media  in  his  country.  For  the  first 
time  there  is  shown  the  only  ways 
which  will  result  in  the  maximum 
advertising  value  and  the  minimum 
of  friction. 

“Export  Advertising”  is  a  distinct 
and  permanent  contribution  to  the 
literature  of  foreign  trade.  It  will  do 
much  to  stimulate  the  quest  for  greater 
profits  overseas  along  lines  which  are 
eminently  sound.  It  is  so  full  of  def¬ 
inite  and  full  expositions  of  methods 
and  practices  that  it  is  certain  to  be 
found  in  the  business  library  of  every 
alert  manufacturer  of  an  exportable 
product,  regardless  of  his  existing 
volume  of  sales  overseas. 

Cost  Accounting  Procedure.  By  Wm. 

B.  Castenholz.  xi,  333  pp.  La  Salle 

University,  Chicago. 

Reviewed  by  John  M.  Scanlon* 

The  author  refers  to  the  results  which 
may  be  secured  from  a  cost  system 
and  under  the  heading  of  “Keeping 
Track  of  Material  Costs”  he  recom¬ 
mends  that  values  be  shown  on  stock 
records.  It  is  also  proposed  that  the 
expenses  of  the  purchasing,  receiving, 
and  storeroom  be  added  to  the  value 
of  material  received  instead  of  being 
charged  into  costs.  It  is  difficult  to 
imagine  how  the  cost  of  purchasing, 
receiving,  and  storing  adds  to  the  value 
of  material,  for  we  know  from  experi¬ 
ence  that  no  one  will  pay  us  a  price  for 
supplies  which  includes  these  expenses, 
and  when  obsolete  material  is  sold  the 
invoice  price  can  very  seldom  be 
realized.  Then,  again,  the  time  and 
clerical  help  necessary  to  add  1.13  1/3 
per  cent  to  every  item  entered  in  the 
stores  ledger  and  33  1/3  per  cent  to  all 
manufactured  parts  going  into  stores, 
as  advocated  by  the  author  would  be 
too  great  for  practical  use. 

*  Factory  Accountant,  The  Hess-Bright  Manu¬ 
facturing  Company,  Philadelphia,  Pa. 


618 


ADMINISTRATION 


Vol.  V 
No.  5 


A  form  of  stores  ledger  card  is  shown 
which  provides  only  quantities  for  the 
“Disbursed”  and  “Balance”  columns. 
It  is  stated  that  stores  accounting  and 
stores  valuations  are  the  bases  of 
proper  material  costs,  but  no  expla¬ 
nation  is  given  as  to  how  the  stores 
ledgers  are  to  be  controlled  by  the 
general  ledger  with  the  values  being 
omitted  from  these  columns.  The  use 
which  may  be  made  of  stores  records 
by  the  productive  departments  is  not 
mentioned. 

The  use  of  production  orders  in 
determining  costs  is  advocated,  it  being 
stated  that:  “Production  orders  should 
be  issued  so  that  costs  may  be  ascer¬ 
tained  frequently,  which  means  that 
they  should  call  for  quantities  that 
provide  for  a  relatively  short  period  of 
production.  Such  a  procedure  should 
in  no  way  retard  production  nor  re¬ 
quire  much  additional  work  in  the  cost 
department.”  This  method  of  ob¬ 
taining  data  does  retard  production  as 
it  has  been  found  that  the  best  way  to 
produce  is  in  large  quantities  so  that 
the  efficiency  of  the  operator  may  be 
kept  to  the  maximum  and  that  un¬ 
necessary  set-ups  and  waiting  time 
may  be  eliminated.  Ascertaining  costs 
by  production  orders  makes  it  im¬ 
possible  to  obtain  the  figures  until  the 
completion  of  an  order,  which  may  be 
from  four  to  six  months,  and  while 
data  which  is  from  four  to  six  months 
old  may  be  of  interest  to  the  cost 
accountant  it  is  of  no  practical  value 
to  the  operating  departments.  The 
detail  which  would  be  involved  in 
obtaining  costs  of  small  parts  by  pro¬ 
duction  orders  would  be  prohibitive 
and  although  the  cost  of  the  finished 
article  might  be  used  by  the  selling 
department,  the  data  would  not  be  of 
interest  to  the  factory  management,  as 
the  parts  which  were  assembled  may 
have  been  made  six  months  or  a  year 


ago,  and  stored  until  they  were  needed 
for  production. 

Three  cost  sheets,  one  for  labor,  one 
for  material,  and  a  “Master  Cost 
Sheet  ”  are  described  and  recommended 
to  be  used  for  each  of  the  subassembly 
and  assembly  orders.  The  expense  of 
obtaining  cost  data  should  be  con¬ 
sidered  in  the  operation  of  a  system, 
and  although  the  author  thinks  that 
one  sheet  showing  the  cost  of  labor, 
material,  and  overhead  would  be  too 
unwieldy,  such  a  sheet  is  being  very 
satisfactorily  used  by  a  number  of 
companies. 

The  different  methods  of  distributing 
overhead  are  referred  to,  the  author 
favoring  the  Machine-Hour  method  for 
making  this  distribution.  Controlling 
accounts  in  cost  work  are  fully  ex¬ 
plained  and  chapters  are  devoted  to 
“Interest  as  an  Element  of  Cost,” 
“Process  Costs,”  “Foundry  Costs  and 
Wage  Systems.”  A  number  of  charts 
and  forms  supplementing  the  reading 
matter  are  shown. 

The  International  Trade  Balance  in 
Theory  and  Practice — 1922.  By  Theo¬ 
dore  H.  Boggs,  Ph.D.,  Professor  of 
Economics  in  the  University  of  British 
Columbia,  viii,  220  pp.  The  Mac¬ 
millan  Company. 

Reviewed  by  C.  Lewis* 

Post-war  discussion  of  international 
debts  and  reparations  has  focused 
general  interest  on  many  questions 
that  formerly  received  little  attention 
except  from  avowed  students  of 
economics.  Important  among  these 
is  the  international  balance  of  accounts. 
To  answer  the  question  of  whether 
England  can  pay,  whether  France  can 
pay,  whether  Germany  can  pay,  re¬ 
quires  a  twofold  study:  on  the  one 
hand  is  the  internal,  budgetary  problem 

*  Member  of  Research  Staff,  Institute  of  Economics, 
Washington,  D.  C. 
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of  the  nation  concerned;  on  the  other 
is  the  problem  of  determining  how  the 
debtor  country’s  budgetary  surplus — 
if  it  has  one — may  be  converted  into  a 
form  of  payments  acceptable  in  cred¬ 
itor  countries. 

Involved  in  this  second  aspect  of 
determining  capacity  to  pay  is  the 
study  of  the  several  items  that  enter 
into  the  accounts  between  nations: 

1.  Imports  and  exports  of  commodities 
and  of  bullion  and  specie. 

2.  Interest  due  from  borrowing  countries 
to  lending  countries. 

3.  Shipping  earnings  due  to  carrying 
nations. 

4.  Earnings  due  for  banking,  insurance, 
and  commission  services. 

5.  Earnings  from  the  tourist  trade. 

6.  Emigrant  remittances  and  similar 
receipts  from  abroad. 

The  work  of  determining  at  first¬ 
hand  even  approximately  the  net  out¬ 
lay  or  income  on  account  of  each  and 
all  of  these  items  for  a  single  nation 
is  a  large  undertaking.  More  or  less 
reliable  measures  of  its  trade  and  specie 
operations  might  be  found  in  its 
official  reports.  Measures  of  the  other 
items,  however,  the  so-called  invisible 
items,  are  not  officially  recorded  for 
any  country  and  are  not  easily  de¬ 
termined.  Estimates  are  all  that  are 
available.  To  get  an  exact  measure¬ 
ment  of  these  items  for  the  principal 
nations  engaged  in  the  World  War  is 
beyond  the  scope  of  any  but  a  well- 
staffed  body,  armed  with  international 
authority,  and  possessed  of  the  con¬ 
fidence  of  business  men  in  the  countries 
concerned.  It  is  a  task  which  the 
Economic  and  Financial  Section  of 
the  League  of  Nations  might  well 
undertake.  But  unless  and  until  some 
such  authoritative  investigation  is 
made,  the  world  must  continue  to 
depend  upon  independent  studies  made 
from  time  to  time  by  men  interested 


in  the  trade  and  finance  of  some  par¬ 
ticular  country.  For  certain  countries, 
especially  for  the  United  States  and  the 
United  Kingdom,  reasonably  thorough 
studies  have  been  made;  for  others  the 
estimates  that  we  have  are  decidedly 
sketchy  and  incomplete. 

Professor  Boggs,  in  his  “Inter¬ 
national  Trade  Balance  in  Theory  and 
Practice,”  brings  together  available 
statistics  and  estimates  of  the  balance 
of  payments  of  each  of  the  following 
countries :  United  States,  United  King¬ 
dom,  Canada,  India,  Australia,  New 
Zealand,  and  South  Africa.  His  inter¬ 
est  is  not  in  arriving  at  statistical 
measurements  of  the  items,  but  in 
bringing  together  and  interpreting 
such  statistics  as  are  to  be  had.  He 
has  devoted  Chapter  I  of  the  book  to  a 
discussion  of  the  theory  of  the  “Bal¬ 
ance  of  Trade”  and  in  later  chapters 
has  interpreted  his  data  in  the  light 
of  this  theory.  He  is  particularly 
interested  in  the  “intimate  relation¬ 
ship  between  foreign  trade  and  the 
international  ebb  and  flow  of  capital.” 
He  presents  a  complete  statement  of 
the  balance  of  payments  of  each 
country  for  the  years  just  before  the 
war,  in  order  to  find  to  what  extent  the 
several  invisible  items  appear  in  the 
accounts  as  offsets  against  the  visible 
items.  In  each  case,  he  centers  his 
attention  upon  the  resulting  imports 
or  exports  of  capital,  and  upon  the 
interest  paid  or  received  thereon. 
Once  on  this  theme  he  follows  it 
through,  tracing  the  changes  in  the 
trade  balance — the  commodity  and 
specie  balance — and  showing  the  re¬ 
lation  between  these  changes  and  the 
inflow  or  outflow  of  capital. 

In  this  connection  he  briefly  sets 
forth  the  theory  of  international  ex¬ 
change  rates  under  normal  conditions 
and  modifications  of  the  theory  to 
make  it  fit  the  situation  that  has 
arisen  out  of  the  war.  He  explains. 
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truly  enough,  the  meaning  of  par  of 
exchange,  and  states  that  the  funda¬ 
mental  cause  of  present  deviations 
from  par  lies  in  the  depreciated  paper 
currencies.  He  considers  the  causes 
and  results  of  this  depreciation  en¬ 
tirely  in  terms  of  the  external  prob¬ 
lems  of  the  countries  concerned — their 
trade  and  financial  dealings  with  other 
countries — and  overlooks  the  fact  that 
an  internal  factor  is  likewise  operating. 
To  this  extent  his  discussion  is  incom¬ 
plete,  for  there  is  a  close  relationship 
between  the  internal,  budgetary,  prob¬ 
lems  of  a  nation  and  the  depreciation 
of  its  currency.  Governments  faced  by 
budgetary  deficits  may  as  a  rule  secure 
the  required  funds  through  borrowing 
at  home  or  abroad.  Failing  this,  they 
may  set  their  printing  presses  to  work 
turning  out  paper  money  with  which 
to  meet  their  payments ;  paper  money 
which,  without  an  adequate  gold 
reserve  back  of  it,  depreciates  in  value 
as  it  increases  in  quantity,  and  unless 
a  halt  is  called  somewhere,  must  finally 
result  in  disaster. 

The  conclusions  reached  with  regard 
to  the  United  States  and  the  United 
Kingdom,  while  theoretically  sound, 
should  for  practical  purposes  be  ex¬ 
amined  in  the  light  of  the  tacit  assump¬ 
tion  on  which  they  are  based — that 
France,  Italy,  and  other  European 
countries  will  pay,  will  be  able  to  pay, 
their  debts  to  the  United  States  and 
the  United  Kingdom.  The  countries 
concerned  in  this  assumption  are  not 
included  among  those  chosen  for 
discussion.  The  book  offers  no  sug¬ 
gestions  and  no  information  with 
regard  to  their  ability  to  pay.  For  this 
reason,  and  also  because  the  author 
explains  in  the  preface  that  popular 
interest  in  his  subject  at  the  present 
time  is  a  result  of  “war-induced  lending 
and  borrowing,”  the  reader  is  led  to 
question  the  reason  for  failing  to  con¬ 
sider  some  of  the  principal  countries 


which  have  been  concerned  in  these 
operations. 

To  this  general  criticism  may  be 
added  some  lesser  criticisms  involving 
technicalities : 

1.  From  an  accounting  pointfof  s  view, 
the  Balance  of  Payments  statement  may 
be  compared  to  the  Revenue  and  Expense 
account  of  a  business  concern;  the  net 
capital  borrowed  or  loaned  during  a  period 
is  an  item  that  belongs  in  the  Capital 
account.  Would  it  not  be  well  in  setting 
up  these  accounts  to  observe  this  dis¬ 
tinction,  making  it  clear,  by  means  of  some 
accounting  device,  that  the  net  change  in  a 
country’s  status  as  a  borrower  or  lender 
during  a  given  period  is  explained  by  its 
international  Profit  and  Loss  account? 
This  would  help  the  reader  to  get  at  a 
glance  the  point  which  the  author  is  stress¬ 
ing — the  relationship  between  the  balance 
of  payments  and  the  international  transfer 
of  capital. 

2.  There  is  a  confused  use  of  the  terms 
“trade  balance”  and  “balance  of  pay¬ 
ments.”  |,The  two  terms  are  not  synony¬ 
mous.  As  was  pointed  out  in  the  dis¬ 
cussion  of  a  paper  on  this  subject  before  the 
London  Statistical  Society,  the  “balance  of 
trade  is  the  difference  between  the  imports 
and  exports  of  a  nation”;  the  “balance  of 
payments”  takes  account  of  the  invisible 
as  well  as  the  visible  items. 

What  has  been  said  above  is  in¬ 
tended  to  show  that  there  is  still  an 
enormous  amount  of  work  to  be  done 
in  the  field  in  which  Professor  Boggs  is 
working.  The  subject  which  he  treats 
is  of  fundamental  importance  in  these 
days  when  nations  are  taking  stock  of 
their  relationships  with  other  nations. 
The  fact  that  his  contribution  might 
have  been  greater  does  not  alter  the 
fact  that  he  nevertheless  has  made  a 
considerable  contribution  by  bringing 
together  from  a  variety  of  sources,  and 
interpreting,  the  information  that  is 
available  with  regard  to  all  the  more 
important  English-speaking  nations  of 
the  world. 


May 

1923 


CURRENT  BUSINESS  LITERATURE 


621 


Business  Library  Classification  with 

Index.  By  Julia  E.  Elliott.  226  pp. 

The  Indexers  Press,  Chicago.  1923. 

Reviewed  by  Estelle  L.  Liebmann* 

The  proper  grouping  of  material, 
whether  printed  or  otherwise,  is  a 
problem  arising  at  some  time  in  every 
business.  Its  handling  requires  skill 
and  knowledge.  Every  system  has  its 
pros  and  cons.  The  best  system  is  only 
a  relative  term;  what  may  be  excellent 
in  one  instance  may  not  be  workable  in 
another.  What  system  of  classi¬ 
fication  should  be  decided  upon  in  a 
given  instance  and  who  shall  decide? 
The  simplest  form,  the  alphabetic, 
does  not  lend  itself  easily  to  material 
outside  of  a  file.  A  numbered  system 
may  be  one  of  many.  An  indiscrim¬ 
inate  or  unskilled  assigning  of  numbers 
leads  sooner  or  later  to  a  chaotic 
condition. 

A  classification  based  upon  general 
knowledge  is  used  in  all  large  libraries. 
There  are  three  well-known  ones  in  this 
country,  the  Dewey  Decimal,  The 
Expansive  (Cutter’s)  and  that  of  the 
Library  of  Congress.  The  two  latter 
are  burdened  with  an  intricate  system 
of  notation  combining  letters  and 
numbers.  The  Dewey  Decimal  is 
probably  used  the  most.  It  is,  on  the 
whole,  the  most  practical  and  adapt¬ 
able  and  permits  of  the  greatest  amount 
of  expansion.  Its  notation  is  simple 
and  comparatively  easy  to  remember. 
Its  defects  are  those  of  logic.  Its 
difficulties,  when  used  in  a  special 
library,  are  those  that  arise  when  a 
minor  subject  becomes  a  major  one. 
The  group  under  “Business”  in  the 
Decimal  Classification  has  never  been 
fully  developed  and  the  length  of  the 
numbers  would  make  it  very  awkward. 
It  is  possible  that  a  subject  like 
“Auditing”  would  have  a  number 

*  Special  Librarian;  Former  Secretary,  The  Special 
Libraries  Association. 


657.6543!  Librarians  of  commercial 
libraries  have  recognized  this  and  have 
changed  the  Dewey  system  to  suit 
their  needs,  in  many  cases  practically 
remaking  the  entire  scheme.  Others, 
more  courageous,  have  made  original 
classifications.  The  latter,  it  must  be 
acknowledged,  is  a  dangerous  enter¬ 
prise  and  with  few  exceptions,  the 
classifications  have  broken  down  sooner 
or  later. 

For  this  reason  we  are  very  glad  to 
see  the  “Business  Library  Classi¬ 
fication  with  Index,”  by  Miss  Elliott. 
The  author,  herself  a  successful  busi¬ 
ness  librarian  and  organizer  of  many 
libraries,  has  devised  this  arrange¬ 
ment  out  of  her  own  long  experience. 

The  framework  of  a  classification 
should  be  so  constructed  that  any 
subject  not  already  included  can  be 
inserted  without  disturbing  the  general 
sequence.  This  Miss  Elliott  has  ob¬ 
served.  Some  schedules  have  been 
worked  out  with  barely  a  suggestion. 
The  author  promises  additional  ones 
from  time  to  time  and  wisely  leaves 
some  purposely  open,  knowing  that 
individual  needs  precede  all  others. 

The  sequence  of  subjects  follows  the 
logical  development  of  a  business  and 
the  larger  subjects  precede  the  minor. 
The  notation  is  a  decimal  one.  The 
general  subject  outline  of  the  book  is 
as  follows: 

General.  Reference  Books. 

Business.  Organization.  Administration. 

Technique  of  the  Special  Industry  or 
Business. 

Finmce  and  Banking.  Public  Finance. 

Economics.  Industry. 

Economics.  Public  Utilities.  Com¬ 
munication.  Transportation.  Com¬ 
merce. 

Economics.  Commercial  and  Political 
History  and  Conditions. 

Miscellaneous  Classes. 

Unused  Class. 

A  classification  for  a  bank  or 
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financial  library  has  been  worked  out 
in  this  first  edition  under  the  caption, 
“Technique  of  the  Special  Industry  or 
Business.” 

One  of  the  practical  features  of  the 
scheme  is  the  alphabetical  arrange¬ 
ment  of  groups  by  industry  or  place. 
A  financial  library  in  particular,  re¬ 
quires  a  close  connection  between  sub¬ 
ject  and  place.  Miss  Elliott  has 
worked  out  a  series  of  alphabetic  tables 
for  industries  and  geography  adapted 
from  Cutter’s  Alphabetic  Tables  and 
the  Library  of  Congress  Classification. 

Another  valuable  feature  is  a  very 
carefully  worked  out  index  referring 
to  the  notation  for  each  subject.  Many 
alternative  numbers  are  given.  None 
are  used  beyond  the  decimal  point. 

Many  persons  might  disagree  with 


the  author  on  the  score  of  logic 
or  precedence  of  some  subjects  but 
scarcely  two  people  ever  agree  on  such 
a  matter.  Classification  is,  on  the 
whole,  more  or  less  of  an  arbitrary 
matter.  Miss  Elliott  has  given  us  a 
clearly  worked  out  classification,  with 
a  well-grounded  basis  and  consistent  all 
the  way  through.  She  has  tested  it  in  a 
number  of  libraries  but  it  does  require 
a  skilled  hand  to  use  it.  As  now 
printed,  it  lacks  many  elaborations 
necessary  in  many  libraries.  We  look 
forward  to  further  details  promised  by 
the  author.  To  anyone  having  or 
contemplating  a  library  or  wishing  to 
have  a  sound  arrangement  for  business 
material,  we  recommend  a  careful 
study  of  it.  It  fills  a  much  needed 
want  and  shows  excellent  possibilities. 


BRIEF  REVIEWS 


Practical  Federal  Income  Tax  Pro¬ 
cedure — 1923.  By  James  V.  Giblin. 

192  pp.  Seaver- Howland  Press. 

It  is  not  difficult  to  discover  why  Mr. 
Giblin’s  desk  book  on  income  tax  pro¬ 
cedure  has  found  a  place  as  a  text  in  at 
least  a  dozen  universities  from  Massa¬ 
chusetts  to  Oregon,  and  in  nearly  as 
many  business  colleges  and  schools  of 
accounting.  The  various  forms  of  re¬ 
turn  are  photographically  reproduced. 
In  order  to  provide  for  this,  a  page  size 
has  been  adopted  which  permits  of  a 
much  better  type  and  more  generous 
margins  than  are  found  in  the  average 
college  textbook.  Moreover,  the  entire 
income  tax  law  is  summarized.  For 
each  kind  of  return,  a  specific  problem 
is  given. 

The  special  points  covered  in  the 
1923  edition  are:  methods  for  reopen¬ 
ing  concluded  cases;  procedure  for 
presentation  of  claims  before  the 


Treasury  Department;  computation  of 
taxes  for  fractional  part  of  year  in  case 
of  deceased  persons ;  calculation  of  loss 
and  gain  reportable  from  property 
involuntarily  seized;  value  of  good¬ 
will  and  licenses  in  special  cases,  due 
to  the  Eighteenth  Amendment;  calcu¬ 
lation  of  profit  and  loss  on  sale  of  stocks 
and  bonds,  and  stock  dividend  stock; 
and  proper  handling  of  organization 
expenses,  discount  on  stock,  commis¬ 
sion  on  stock,  etc.,  for  corporations. 

That  Mr.  Giblin  should  produce  an 
income  tax  manual  that  is  adequate  as 
a  text  for  students  and  also  as  a  desk 
book  for  accountants,  treasurers,  and 
business  men  generally,  follows  logi¬ 
cally  from  the  author’s  extended  experi¬ 
ence  as  both  practitioner  and  teacher. 
His  1923  offering  is  a  practical,  con¬ 
densed,  usable  summary  of  the  income 
tax  law,  and  should  be  of  genuine  value 
to  all  who  are  concerned  with  the 
making  of  returns  under  its  provisions. 
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Prices,  Profits  and  Production.  By  A. 

F.  Stock  and  M.  B.  Gordon.  National 

Association  of  Cost  Accountants,  130 

West  42  Street,  New  York  City. 

One  of  the  most  interesting  and 
valuable  publications  that  the  Nat¬ 
ional  Association  of  Cost  Account¬ 
ants  has  yet  issued  is  Volume  IV, 
Number  9,  published  under  date  of 
January  15,  1923,  entitled  “Prices, 
Profits  and  Production.”  The  pub¬ 
lication  has  a  sub-title  “How  to 
Determine  the  Effect  of  Manufac¬ 
turing  Effort  and  Volume  on  Costs, 
Selling  Prices  and  Profits.”  The 
writers  point  out  that  the  ordinary 
method  of  calculating  selling  prices  is 
to  add  direct  material,  direct  labor, 
manufacturing  overhead,  w’hich  con¬ 
stitutes  manufacturing  costs,  and  then 
a  percentage  to  cover  selling  and  ad¬ 
ministrative  expenses  to  arrive  at  the 
total  cost  to  make  and  sell.  To  this 
figure  is  added  an  “overall”  per¬ 
centage  to  cover  profit  and  the  result 
is  the  selling  price.  In  the  opinion 
of  the  writers,  this  method,  in  many 
cases,  is  not  satisfactory. 

Manufacturers  should  regard  them¬ 
selves  as  being  in  business  mainly  to 
fabricate  product  and  should  not  re¬ 
gard  themselves  as  doing  a  brokerage 
business  in  materials,  although  some 
firms  make  more  money  from  fluctua¬ 
tions  in  the  prices  of  material  than 
they  do  from  actual  manufacturing. 

A  more  desirable  method  of  cal¬ 
culating  selling  prices,  under  certain 
conditions  pointed  out  by  the  writers, 
is  to  arrive  at  the  total  cost  to  make 
and  sell  and  then  to  add  as  profit 
10  per  cent  on  material,  for  example, 
and  50  per  cent  on  labor  and  burden. 
This  method  is  called  the  “effort  of 
manufacture”  basis.  The  theory  of 
this  method  is  that  the  manufacturer 
makes  his  profit  largely  as  a  result  of 
the  labor  and  burden  effort  and  not 
the  material  effort,  so  to  speak. 


Examples  of  these  two  methods  of 
calculating  selling  prices  are  illustrated. 

The  effect  of  volume  on  selling  prices 
and  profits  often  overlooked  by  the 
manufacturer  is  clearly  brought  out. 
An  interesting  chart,  called  “Point  of 
Profit”  chart  will  be  found  very  serv¬ 
iceable  to  the  manufacturer  who  is 
trying  to  determine  at  what  point  his 
profit  will  disappear  if  his  volume  of 
sales  decreases. 

The  Rising  Temper  of  the  East.  By 

Frazier  Hunt.  248  pp.  The  Bobbs- 

Merrill  Company. 

East  is  also  West,  and  the  twain 
meet  in  this  volume,  for  Mr.  Hunt 
adds  to  India,  China,  Japan  and 
Korea  glimpses  of  Haiti  and  Mexico, 
where,  as  Patrick  Francis  Murphy 
recently  said,  “Peace  occasionally 
breaks  out.”  Concerning  Mexico  Mr. 
Hunt  speaks  with  authority  grounded 
on  an  experience  of  several  years  as  a 
cane  planter  in  one  of  the  southern 
provinces.  As  for  the  other  nations 
concerned,  his  wanderings  as  globe¬ 
trotter  and  war  correspondent  on 
many  fronts  are  a  matter  of  common 
knowledge  among  reading  Americans. 
In  the  present  volume  he  attempts  to 
portray  the  awakening  of  a  billion 
backward  people,  and  especially  to 
sound  a  note  of  warning  to  the  white 
Christian  element  resident  in  the  East. 
The  white  man’s  domination  of  the 
East  by  force,  he  says,  must  cease. 
The  ruling,  the  domineering,  the  loot¬ 
ing  must  give  way  to  a  more  enlight¬ 
ened  leadership.  The  peons,  the 
fellaheen,  the  peasants  and  coolies  of 
the  world  must  be  given  what  they 
have  striven  for  in  vain  through  the 
centuries — land  and  freedom.  Na¬ 
tionalism  they  will  gain,  but  they  will 
not  stop  there.  They  will  go  on  to 
gain  “more  rice  and  better  homes  and 
all  the  precious  things  of  real  freedom.” 
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The  Law  of  Sales.  By  James  B.  Read. 

xviii,  229  pp.  D.  Appleton  &  Company . 

This  is  a  useful  work  for  the  business 
man  who  wishes  a  general  knowledge 
of  the  legal  principles  underlying  the 
sales  contracts,  in  which  as  buyer  or 
seller  he  is  interested  every  day  of  his 
life.  Professor  Read’s  work  is  non¬ 
technical  and  easy  to  read.  It  does  not 
go  too  far  into  the  subject,  which 
would  defeat  its  object,  which  is  only 
to  give  the  layman  the  knowledge  he 
should  have  of  general  principles.  The 
Uniform  Sales  Act  has  been  adopted 
by  some  thirty  of  the  states,  among 
which  are  those  in  which  is  the  most 
business  activity.  The  present  work  is 
based  upon  this  Act  from  which  it 
gives  many  well  chosen  quotations. 


The  author  properly  emphasizes  the 
fact  that  the  object  of  any  work  for  the 
layman  is  not  to  enable  him  to  be  his 
own  lawyer,  but  to  be  able  more 
intelligently  to  know  when  he  really 
needs  a  lawyer.  Of  course,  the  object 
of  any  legal  work  for  business  men  is  to 
inform  them  so  that  they  can  avoid  the 
ignorance  and  carelessness  that  cause 
most  litigation,  but  this  object  is  en¬ 
tirely  legitimate  and  one  that  all  reput¬ 
able  lawyers  approve. 

The  work  is  based  on  the  excellent 
university  extension  work  of  the  Uni¬ 
versity  of  Wisconsin  and  the  material 
has  been  used  in  the  correspondence 
courses  of  that  institution.  It  is  well 
adapted  for  its  purpose  and  will 
doubtless  have  a  wide  sale. 
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CHRONICLE  AND  COMMENT 


FULL  PAID  STOCK 

The  following  correspondence  ex¬ 
plains  itself.  The  question  discussed 
is  an  interesting  one  to  stockholders  of 
financial  institutions,  and  to  all  others 
interested  in  any  way  in  the  full  pay¬ 
ment  of  stock. 

Editor  Administration: 

I  must  take  exception  to  the  follow¬ 
ing  statement  of  Mr.  Paul  W.  Pinker¬ 
ton  in  “The  Surplus  of  Corporations” 
published  in  the  November  1922, 
issue  of  Administration. 

“The  National  Bank  Act,  for  ex¬ 
ample,  provides  that  in  case  of  failure 
of  the  bank,  stockholders  shall  be 
liable  for  twice  the  amount  of  their 
capital  stock.  If  they  have  paid  into 
the  bank’s  treasury  twice  par  at  the 
time  of  purchase  of  their  stock,  they 
are  immediately  relieved  from  further 
liability.” 

When  the  capital  of  a  national  bank 
is  impaired,  the  stockholders  may,  at 
the  request  of  the  Comptroller  of  the 
Currency,  make  a  voluntary  assess¬ 
ment  of  an  amount  necessary  to  pay 
in  the  deficiency.  This  assessment 
may  be  as  much  as  100  per  cent  of  the 
original  capital,  but,  as  I  understand 
it,  it  does  not  yet  satisfy  the  provi¬ 
sions  of  Section  5205  of  the  Act.  The 
Comptroller  may  still  enforce  an  assess¬ 
ment  of  100  per  cent  if  necessary  to 
make  good  a  second  deficiency. 

Nor  does  any  amount  above  par 
paid  for  stock  in  a  national  bank 
counteract,  to  the  amount  of  the 
premium  so  paid,  the  additional  lia¬ 
bility  of  the  stockholder.  Let  us  take, 
for  example,  a  national  bank  with 
capital  of  $100,000  and  surplus  of 
$25,000  paid  in,  shares  having  sold  for 


$125.  In  case  of  impairment  of  capital 
the  Comptroller  can  enforce  a  con¬ 
tribution  of  $100,000,  not  $75,000. 
The  reason  for  the  usual  practice  of 
selling  bank  stock  at  a  premium  is 
that  a  surplus  is  created  by  the  time 
the  bank  opens  for  business  and  divi¬ 
dends  may  be  declared  out  of  first 
earnings. 

Yours  very  truly, 

Arthur  J.  Linn. 

Editor  Administration: 

An  accountant  should  not  attempt 
to  define  the  law.  He  is  not  suffi¬ 
ciently  well  versed  in  it,  and  is  likely, 
with  his  “little  knowledge,”  to  err  as 
greatly  as  the  average  attorney  who 
attempts  a  discriminating  use  of  ac¬ 
counting  terms. 

I  wish  to  thank  Mr.  Arthur  J.  Linn 
for  questioning  a  certain  statement 
which  appeared  in  my  article  on  “The 
Classification  of  Surplus”  in  the  No¬ 
vember  number.  I  am  very  glad  that 
he  took  the  pains  to  make  his  clear 
statement  of  the  facts,  because  the 
belief  which  I  expressed  seems  to  be 
widespread. 

I  have  found  the  same  statement 
made  by  three  authors  of  textbooks 
which  are  accepted  as  authoritative, 
one  of  them  included  in  the  carefully 
selected  and  closely  limited  bibliog¬ 
raphy  prepared  for  the  use  of  pro¬ 
spective  applicants  by  the  board  of 
examiners  of  the  American  Institute 
of  Accountants. 

After  I  had  received  Mr.  Linn’s 
letter  I  first  made  certain  that  the 
questioned  statement  actually  was  in 
various  books  in  my  library.  Then, 
realizing  that  the  law,  as  set  out  by 
statute  and  court  decisions,  must 
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govern,  and  not  textbooks,  I  took  the 
question  up  with  four  attorneys  of 
my  acquaintance,  one  at  a  time. 
Each  of  the  first  three  expressed  the 
opinion  that  the  statement  in  my 
article  was  correct,  but  upon  looking 
the  matter  up  each  agreed  with  Mr. 
Linn.  The  fourth,  a  former  officer  of 
the  United  States  Attorney  General’s 
office,  immediately  affirmed  Mr.  Linn’s 
position. 

In  justice  to  my  friends,  however,  I 
should  say  that  I  did  not  ask  them  to 
go  into  the  matter  as  thoroughly  as 
they  would  if  they  were  advising  a 
real  client — the  kind  which  pays — 
but  I  must  let  them  take  the  respon¬ 
sibility  for  the  following  information 
which  they  furnished  me. 

Section  520 5  of  the  Revised  Statutes, 
to  which  Mr.  Linn  refers,  indicates  the 
procedure  for  the  levying  of  assess¬ 
ments  by  the  comptroller.  The  pro¬ 
visions  as  to  the  liability  of  stock¬ 
holders  are  contained  in  Section  5151, 
but  the  Revised  Statutes  have  been 
superseded  in  part  by  the  Federal 
Reserve  Act  of  Dec.  23,  1913,  c.  6, 
Sec.  23  (given  as  Sec.  9689  of  the 
United  States  Compiled  Statutes). 
The  changes  in  the  provisions  re¬ 
garding  the  liability  of  the  stock¬ 
holders  are,  however,  only  in  minor 
matters  of  phraseology,  and  clarify 
rather  than  alter  the  older  statute. 
The  later  act  says  in  part: 

The  stockholders  of  every  national  bank¬ 
ing  association  shall  be  held  individually 
responsible  for  all  contracts,  debts,  and 
engagements  of  such  association,  each  to 
the  amount  of  his  stock  therein,  at  the  par 
value  thereof  in  addition  to  the  amount  in¬ 
vested  in  such  stock. 

Some  of  the  relevant  interpreta¬ 
tions  which  have  been  placed  upon  the 
statute  follow: 

In  Scott  v.  Latimer  (1898) 1  the  court 
said: 

»  89  Fed.  843,  33  C.  C.  A.  1. 


The  liability  of  a  stockholder  in  a 
national  bank  for  assessments  made  by  the 
comptroller  on  its  insolvency  is  not  de¬ 
pendent  upon  the  contract  of  subscription 
between  the  stockholder  and  the  cor¬ 
poration,  but  is  created  by  statute  for  the 
benefit  of  the  bank’s  creditors,  and  can 
neither  be  modified  nor  released  by  any 
act  of  the  corporation. 

In  Delano  v.  Butler  (1886) 2  and  in 
Mills  v.  Same  (1886)3  it  was  held: 

The  payment  of  an  assessment  imposed 
by  a  bank  on  its  shareholders  in  order  to 
continue  business  and  avoid  liquidation  is 
not  a  discharge  of  a  shareholder’s  liability  in 
the  case  of  liquidation,  for  the  obligation  of 
the  bank  is  to  the  extent  of  the  amount  of 
his  stock  at  par  value  in  addition  to  the 
amount  invested  in  his  shares. 

The  courts  have  repeatedly  decided 
that  a  loan  made  to  a  bank  by  a  stock¬ 
holder  in  an  effort  to  prevent  the 
failure  of  the  bank  is  not  a  proper 
offset  or  counterclaim  against  the 
comptroller’s  assessment  upon  insol¬ 
vency,  even  though  the  bank  examiner 
had  assented  to  an  agreement  made 
by  the  bank  that  it  should  be  so  con¬ 
sidered.4 

The  theory  upon  which  the  ques¬ 
tioned  statement  has  been  made  is 
not  at  all  difficult  to  find.  The  lia¬ 
bility  of  stockholders  for  corporate 
debts  is  limited  to  that  created  by 
statute.  In  the  case  of  most  cor¬ 
porations  that  limit  is  in  nearly  all 
states  the  par  value  of  the  stock  held  by 
each  stockholder,  and  if  the  corpo¬ 
ration  has  received  par  for  the  stock 
there  is  no  further  liability  on  the  part 
of  the  holders. 

In  the  case  of  national  banks  there 
is  an  additional  liability  of  the  same 
amount,  therefore  it  was  argued  that 
if  the  banking  corporation  had  re- 

*  7  Sup.  Ct.  39,  118  U.  S.  634,  30  L.  Ed.  260. 

*  7  Sup.  Ct.  47,  118  U.  S.  635,  30  L.  Ed.  266. 

4  Witters  v.  Sowles  (C.  C.  1887)  32  Fed.  130; 

Welles  v.  Stout  (C.  C.  1899)  38  Fed.  807; 

Sowles  v.  Witters  (C.  C.  1889)  39  Fed.  403. 
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ceived  twice  par  the  full  measure  of 
the  stockholder’s  liability  was  dis¬ 
charged.  But  it  seems  that  the 
statute  is  specific  to  the  effect  that  the 
liability  is  for  the  par  value  of  the 
stock  “in  addition  to  the  amount  in¬ 
vested  in  such  stock,”  and  that  it  has 
been  interpreted  to  mean  that  “the 
liability  ...  is  not  dependent  upon 
the  contract  of  subscription,”  and  is 
not  discharged  even  in  part  by  “the 
payment  of  an  assessment  imposed  by” 
the  bank  or  by  a  loan  or  voluntary 
additional  payment  made  to  the  bank. 

Yours  very  truly, 

P.  W.  Pinkerton. 

MANAGERIAL  OBSTRUCTION¬ 
ISTS  IN  THE  FACTORY 

The  following  letter,  from  a  well- 
known  consulting  industrial  engineer 
who  was  for  many  years  a  factory 
manager,  voices  a  condition  that  fre¬ 
quently  obtains  and  one  which  may 
in  some  cases  stand  seriously  in  the 
way  of  industrial  improvement. 

Editor  Administration: 

I  venture  to  point  out  one  of  the 
most  serious  obstacles  to  be  overcome 
by  the  owner  of  a  manufacturing 
business  in  his  efforts  to  bring  it  up 
to  the  modern  standards  of  efficiency; 
also  a  way  of  overcoming  it. 

This  obstacle  is  based  upon  the  fact 
that  every  factory  manager,  super¬ 
intendent,  and  foreman  “worth  his 
salt”  believes — sincerely  and  firmly 
believes — that  he  is  doing  as  well  as  it 
is  possible  for  him  to  do  under  the 
circumstances.  If  he  did  not  believe 
this  he  would  make  changes  in  his 
methods — driven  thereto  by  his  natural 
ambition  to  be  up  near  the  head  of  the 
procession.  He  usually  reads  more  or 
less  in  technical  and  trade  journals 
about  improved  methods  of  doing  this 
or  that  and  adopts  some  of  them;  but, 


when  it  comes  to  considering  the  in¬ 
stallation  of  a  complete,  coherent,  and 
co-ordinated  system  essentially  differ¬ 
ent  from  what  he  has  in  use  and  is 
accustomed  to,  his  every  instinct  is 
against  it. 

Just  here  is  the  obstacle  I  have  re¬ 
ferred  to.  The  owner  may  have  his 
doubts  as  to  his  factory  being  as  well- 
managed  as  it  could  be,  or  he  may  feel 
pretty  certain  that  it  is  not.  But  he 
knows  of  no  better  way  nor  of  any 
better  manager  whom  he  can  engage. 
The  owner  may,  perhaps,  ask  his 
superintendent  for  a  report  on  some 
new  system  that  seems  to  him  good. 
And  the  report  is  morally  certain  to 
be  adverse — honestly  and  sincerely  so 
— for  the  reasons  I  have  given. 

It  is,  however,  quite  possible  for  the 
owner  of  the  business  to  doubt  the 
soundness  of  his  superintendent’s  re¬ 
port  without  in  the  least  doubting  his 
sincerity  or  his  ability,  and  the  trouble 
is  that  here  the  matter  too  often  ends. 
But  it  should  not  and  it  need  not.  A 
plan  which  has  worked  very  well  in¬ 
deed,  in  several  instances  I  have  known 
of,  is  for  the  owner  or  the  general 
manager  to  investigate  for  himself,  and 
then  decide  whether  or  not  it  will  be 
wTorth  while  to  introduce  the  new 
system.  And  the  factory  in  which  the 
system  is  found  need  not  be  engaged 
in  just  the  same  line  of  work  or  be 
similarly  situated.  A  sound  system  of 
industrial  management  deals  with  fun¬ 
damental  things  that  apply  to  all 
industrial  organizations  of  every  kind. 

Having  decided  that  it  will  be  ad¬ 
visable  to  put  in  the  new  system,  if  he 
will  then,  at  the  proper  time,  and  in 
the  proper  way,  make  it  known  that 
it  has  been  decided  to  introduce  the 
system — never  that  “it  is  to  be  tried,” 
or  that  “we  will  see  how  it  works  out,” 
but  that  “the  results  of  it  have  been 
investigated;  there  is  no  doubt  that  it 
will  work  well  for  all  concerned;  and 
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the  co-operation  of  everyone  is  ex¬ 
pected,”  then  success  may  confidently 
be  looked  for. 

Under  a  good  system,  properly  in¬ 
troduced,  in  such  a  manner  as  to 
interest  and  convince  those  who  come 
into  contact  with  it,  factory  executives 
nearly  always  improve,  take  more 
interest  in  their  work,  are  glad  the  new 
methods  have  been  established  and 
the  chief  obstacle  to  the  higher  devel¬ 
opment  of  the  industry  has  thus  been 
overcome. 

Very  truly  yours, 

Fred  J.  Miller. 

MARGINS  OF  SAFETY-A  WEST¬ 
ERN  STUDY  IN  STANDARD 
RATIOS 

The  third  bulletin  in  the  “Studies  in 
Business”  series  published  by  the 
College  of  Business  Administration  of 
the  University  of  Nebraska  has  just 
been  issued.  It  gives  the  results  of  an 
analysis  of  the  financial  statements  of 
158  general  stores  in  28  counties  of 
Nebraska,  made  in  order  to  test  their 
credit  status. 

As  stated  in  the  “foreword”: 

It  is  well  known  that  the  character, 
capacity,  and  capital  of  the  proprietors  of 
an  individual  business  must  be  considered 
in  determining  credit  strength.  Char¬ 
acter  is  a  matter  of  personal  judgment  and 
cannot  be  measured  statistically.  Ca¬ 
pacity  and  capital,  however,  are  matters  of 
record  and  can,  therefore,  more  definitely 
be  measured.  This  bulletin  presents  a 
method  for  measuring,  in  the  case  of  general 
merchandise  stores,  the  last  two  credit 
elements — capacity  and  capital — as  shown 
by  financial  statements. 

The  bulletin  is  prepared  by  the 
university’s  Committee  on  Business 


Research.  The  committee  in  stating 
the  purpose  and  method  of  the  analysis, 
calls  attention  to  the  fact  that  most  of 
the  writers  on  mercantile  credit,  in 
analyzing  financial  statements,  em¬ 
phasize  the  well-known  two-to-one 
ratio,  arrived  at  by  dividing  current 
assets  by  current  liabilities.  Stopping 
the  analysis  at  this  point,  it  is  sub¬ 
mitted,  leaves  undetermined  certain 
relationships  of  vital  importance  which 
have  been  shown  to  exist  between  items 
on  the  statement.  The  committee  has 
therefore,  in  making  its  analysis, 
followed  the  system  formulated  by 
the  Robert  Morris  Associates,  a  na¬ 
tional  organization  of  bank  credit 
men. 

Under  this,  in  addition  to  the  “cur¬ 
rent”  or  “two-to-one”  ratio,  these 
seven  ratios  are  used: 

1.  Receivables  compared  with  merchan¬ 
dise  or  inventory. 

2.  Net  worth  compared  with  fixed  assets. 

3.  Sales  compared  with  receivables. 

4.  Sales  compared  with  merchandise  or 
inventory. 

5.  Sales  compared  with  net  worth. 

6.  Debt  compared  with  net  worth. 

7.  Sales  compared  with  fixed  assets. 

A  consolidated  average  statement 
covering  the  158  stores  developed  the 
following  ratios : 

Current  ratio  i.e.,  of  assets  to  lia¬ 


bilities . 3.66 

Receivables  to  merchandise . 0.32 

Net  worth  to  fixed  assets . 6.28 

Sales  to  receivables . 9.67 

Sales  to  merchandise . 3.10 

Sales  to  net  worth . 2.64 

Debt  to  net  worth . 0.33 

Sales  to  fixed  assets . 16.57 


The  results  of  this  analysis  constitute 
a  definite  contribution  to  the  literature 
of  standard  ratios. 
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THE  FINANCIAL  SITUATION 

BY  H.  PARKER  WILLIS* 


ONCE  more  a  waiting  attitude  has 
developed  in  the  stock  market, 
prices,  after  their  vigorous  advance 
during  March,  apparently  suffering  a 
setback  during  the  earlier  part  of 
April  from  which  they  have  not 
emerged.  This  recession  has  not  been 
due  to  any  slackening  of  business 
activity,  such  activity  being,  on  the 
contrary,  well  maintained,  and  if  any¬ 
thing,  more  extensive  than  during 
the  month  of  March.  The  recession 
has  been  partly  due  to  financial  un¬ 
certainty — questions  as  to  discount 
rates,  doubt  regarding  political  pro¬ 
grams  with  respect  to  railroads, 
corporations,  and  other  factors  of  a 
like  sort,  so  that  the  securities  market 
has  failed  to  continue  its  upward 
movement  along  with  business.  Those 
who  are  in  the  habit  of  considering 
stock  market  prices  as  practically 
anticipating  changes  in  business  con¬ 
ditions  frequently  regard  any  re¬ 
cession  in  values  as  equivalent  to  a 
prediction  that  business  is  to  be  cut 
back  to  a  lower  level.  There  has  been 
some  tendency  to  view  in  this  way 
market  hesitation  during  April,  but 
against  such  forecasts  are  the  positive 
assurances  of  business  authorities  that 
in  many  basic  lines  there  is  nothing 
to  warrant  other  than  an  optimistic 
outlook. 

II 

Movement  of  Securities.  Due  to  this 
uncertainty,  the  movement  of  the 

*  Editor  The  Journal  of  Commerce,  New  York  City. 


financial  market  as  a  whole  and  of 
stocks  in  general,  during  past  weeks 
has  at  all  events  done  little  more 
than  hold  its  own  issues  both  of 
industrial  and  railway  origin.  The 
more  speculative  shares  have  been 
less  uniform  in  their  trend,  some  ad¬ 
vancing  in  harmony  with  the  business 
trend;  but  this  has  been  true  chiefly 
of  those  which  are  more  influenced  by 
earnings  and  by  business  conditions 
than  by  money  rates  and  the  financial 
outlook.  The  group  of  shares  in¬ 
fluenced  by  the  latter  factors  have 
been  in  many  cases  inclined  to  seek 
a  lower  level  of  values.  In  preferred 
stocks  the  tendency  has,  on  the  whole, 
not  been  very  pronounced  though 
affected  unfavorably  by  money  con¬ 
ditions. 

Common  shares  have  been  buoyed 
up  considerably  by  excellent  manu¬ 
facturing  and  business  conditions;  yet 
they  have  also  suffered  from  the  fact 
that  in  some  groups  of  issues  it  has 
been  manifest  that  unfavorable  politi¬ 
cal  action  would  tend  to  impair  their 
status.  This  prospect  has,  of  course, 
been  most  pronounced  in  the  railway 
group,  but  it  has  been  obvious  also  in 
other  classes  of  issues,  such  as  the 
public  utilities,  which  are  likewise  de¬ 
pendent  in  no  small  degree  upon  legis¬ 
lative  favor. 

The  movement  of  stocks  may  thus 
be  said  to  have  been  a  composite 
result  of  conflicting  influences,  good 
business  tending  to  maintain  prices, 
while  politics  and  higher  money  were 
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tending  to  depress  them,  with  possible 
business  recession  at  the  end  of  the 
current  season  as  a  factor  of  some  sig¬ 
nificance,  at  least  in  the  background. 
On  the  whole,  it  may  fairly  be  said 
that  the  stock  market  has  not  much 
more  than  held  its  own  at  any  time  of 
late,  and  that  the  present  drift  is  still 
uncertain. 

If  business  is  now  at  peak,  it  may 
easily  be  that  the  market  has  already 
anticipated  this  situation.  That  is  the 
opinion  of  a  good  many  persons,  and 
wdiile  predictions  are  always  hazardous, 
it  is  apparently  true  that  many  issues 
are  now  at  levels  which  hardly  leave 
much  margin  for  further  normal  gains 
in  value  in  the  near  future.  Some 
indeed  have  evidently  been  over¬ 
developed,  but  there  are,  no  doubt,  a 
few  which  have  still  considerable 
possibilities  of  advance.  There  is  un¬ 
doubtedly  legitimate  reason  for  think¬ 
ing  that  stocks  which  have  not  been 
greatly  “boomed”  during  the  recent 
advance  may  still  reap  a  good  deal  of 
benefit  from  the  general  increase  in 
business  which  has  been  taking  place 
all  over  the  country,  but  this  is  a 
different  thing  from  saying  that  stocks 
as  a  group  may  be  expected  to  go 
higher.  The  immediate  tendency  is 
rather  against  that  supposition,  so 
that  such  advances  as  occur  in  the 
near  future  must  be  expected  to  be 
largely  sporadic  rather  than  general. 

Ill 

The  Money  Situation.  Conflicting 
opinions  about  the  money  situation 
have  been  expressed  during  the  past 
month.  On  all  hands  it  has  been 
agreed  that  rediscount  rates  at  re¬ 
serve  banks  wrere  too  low.  At  about 
the  beginning  of  April  market  rates 
had  apparently  reached  a  level  near 
5  per  cent  for  call  and  time  funds,  or 
in  other  words  a  figure  fully  one  per 
cent  above  the  prevailing  rate  for 


rediscounts  at  reserve  banks.  This 
“spread”  or  discrepancy  was  in  the 
opinion  of  a  good  many  properly  to  be 
made  up  by  an  advance  of  reserve 
bank  rates.  The  meetings  of  federal 
reserve  authorities  which  occurred  in 
Washington  during  the  latter  part  of 
March  afforded  no  indication,  one  way 
or  the  other,  as  to  the  intention  of  the 
system  with  respect  to  rate  advances, 
except  for  the  issuance  of  a  statement 
designed  to  call  attention  mildly  to 
the  existence  of  a  rather  inflated 
credit  situation. 

Market  rates,  however,  with  some 
ups  and  downs,  continue  to  advance, 
so  that  it  is  safe  to  say  that  there  has 
been,  despite  temporary  fluctuation, 
an  upward  movement  of  money  with 
an  increasing  degree  of  scarcity  (at 
least  from  the  investment  standpoint) 
notwithstanding  that  ample  funds 
have  been  at  all  times  available  for  all 
legitimate  commercial  business  that 
might  offer.  On  the  other  hand,  the 
natural  seasonal  tendency  of  funds 
has  been  away  from  the  stock  market 
and  toward  the  interior,  due  to  the 
opening  of  the  spring  season  with  its 
larger  requirements  for  money  to  be 
used  in  financing  the  planting  and 
other  early  season  agricultural  oper¬ 
ations.  That  this  tendency  toward  a 
higher  level  of  money  is  likely  to  con¬ 
tinue  for  some  time  to  come  is  now  very 
generally  admitted,  and  while  there  is 
manifest  reluctance  on  the  part  of 
federal  reserve  authorities  to  advance 
their  rates,  the  logic  of  the  situation 
is  plainly  working  towards  a  point  at 
which  they  will  be  compelled  to  make 
some  increase,  due  to  the  steadily 
growing  spread  between  reserve  bank 
and  open  market  figures. 

IV 

Rates  and  Bond  Prices.  This  up¬ 
ward  tendency  of  money,  connected  as 
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it  is  with  the  fact  that  commercial 
banks  throughout  the  country  are  now 
pretty  well  “loaned  up,”  undoubtedly 
has  had  the  effect  of  reducing  the 
quoted  values  of  gilt-edged  securities. 
Liberty  bonds  have  receded,  although 
of  course  moderately,  while  the  highest 
grade  of  railroad  and  other  bonds  have 
likewise  tended  to  lose  ground.  Some 
speculative  issues  have  been  more 
buoyant,  but  for  the  reason  that  their 
speculative  possibilities  offset  the  in¬ 
fluence  of  tendencies  toward  lower 
rates  in  the  money  market.  The  latter, 
however,  are  steadily  at  work  and  un¬ 
doubtedly  operate  toward  a  reduction 
of  the  general  level  of  quotations  for 
corporation  issues. 

To  some  extent  this  same  tendency, 
as  already  remarked,  works  also  in  the 
field  of  preferred  stocks  as  well  as  in 
a  lesser  degree  among  common  stock 
quotations  but  it  is  more  influential 
in  the  bond  field.  The  higher  value  of 
money  is,  in  a  word,  a  depressing 
factor  of  special  force  in  the  bond 
market.  Whether  it  will  prove  su¬ 
perior  to  the  influences  that  are 
tending  to  buoy  up  quotations  is 
another  matter.  As  to  this,  however, 
it  should  be  observed  that  good 
business,  with  large  volumes  of  oper¬ 
ations,  has  appeared  to  be  the  prin¬ 
cipal  factor  influencing  the  upward 
movement  of  prices  and  tending  to 
maintain  values  on  a  stable  level. 

The  general  bond  index  prepared 
and  published  by  The  Wall  Street 
Journal  showed  a  figure  of  71.65  for 
March  as  compared  with  73.42  for 
February,  and  April  quotations  have 
tended  to  accentuate  the  slightly 
downward  tendency  observable  during 
preceding  weeks.  Liberty  bonds,  which 
are  more  sensitive  as  an  index  than 
others,  clearly  pointed  towards  lower 
levels  comparatively  early  in  the  move¬ 
ment,  while  gilt-edged  corporation 
issues  have  tended  in  a  like  direction. 


V 

The  Commodity  Outlook.  It  is  gen¬ 
erally  recognized  that  the  commodity 
outlook  has  much  to  do  with  the 
general  situation  of  quotations  on  the 
Stock  Exchange  and  with  business 
developments  generally.  Nothing  has 
caused  more  anxiety  and  doubt  in  the 
minds  of  farsighted  business  men 
during  the  past  few  weeks  than  the 
apparently  rapid  advance  in  com¬ 
modity  prices.  In  the  course  of  the 
past  month  such  prices  have  continued 
to  increase  in  a  good  many  lines, 
though  there  have  also  been  sporadic 
reductions  in  important  commodities, 
such  as  crude  oil.  The  tendency  of 
commodity  prices  is  still  upward.  Yet 
it  is  true  that  in  a  considerable 
number  of  important  lines  business 
men  now  feel  that  to  go  further  will 
mean  a  curtailment  of  consumption, 
and  that  it  will  be  well  to  draw  the 
line  at  this  point  or  as  early  as  possible. 
Demand  for  goods,  if  reduced  below 
its  present  level,  will  not  suffice  to 
carry  off  manufactures  at  their  present 
rate  of  production;  in  fact  it  would 
seem  that  a  considerable  increase  of 
demand  would  be  desirable,  if  not 
necessary,  to  carry  off  the  present 
supply  of  manufactured  products.  This 
means  that  the  check  to  business,  when 
it  does  come,  is  likely  to  be  felt  not  so 
much  through  high  interest  rates  due 
to  scarce  money  as  it  is  through  higher 
prices  resulting  in  smaller  demand. 

This  point  of  view  is  strengthened 
by  the  fact  that  as  yet  most  of  the 
advances  that  have  occurred  in  the 
wholesale  field  have  not  had  time  to 
be  transferred  fully  to  retail  prices, 
so  that  the  consumer  has  yet  to  feel 
them  and  to  make  up  his  mind  how 
far  he  will  be  able  to  go  on  purchasing. 
All  this  indicates  that  the  real  test 
period  will  fall  about  the  beginning  of 
autumn  when  the  so-called  “fall  goods” 
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are  placed  on  the  market.  Price  in¬ 
creases,  however,  are  likely  to  con¬ 
tinue  gradually  for  some  weeks  or 
months  to  come,  and  there  are  those 
who  now  forecast  a  steady  advance  in 
wholesale  prices  up  to  about  July  1, 
with  hesitation  or  perhaps  recession 
thereafter.  Such  hesitation  or  re¬ 
cession  will  not,  of  course,  prevent  the 
effects  of  past  advances  from  being 
shifted  over  into  the  field  of  retail 
prices. 

VI 

The  Supply  of  Credit.  The  question 
whether  what  is  called  “inflation”  is  as 
yet  doing  much  harm  has  been  widely 
discussed,  chiefly  in  connection  with 
its  relationship  to  credit.  As  to  credit, 
the  facts  are  about  as  follows:  There 
has  been  an  increase  of  perhaps 
$3,000,000,000  or  more  in  the  item  of 
loans  and  discounts  of  the  commercial 
banks  of  the  country  during  the  past 
year  or  a  little  more.  There  has  been 
an  increase  in  the  bills  held  by  fed¬ 
eral  reserve  banks  amounting  in  round 
numbers  to  say  $350,000,000,  or  some¬ 
thing  like  60  per  cent,  since  about  nine 
months  ago.  The  Federal  Reserve 
Board  figures  that  the  total  amount  of 
bank  credit  outstanding  is  about  the 
same  as  it  was,  taking  everything  to¬ 
gether,  at  the  beginning  of  1920.  The 
relatively  small  increase  in  redis¬ 
counts  is  due  to  the  fact  that  during 
the  intervening  years  there  has  been  a 
great  increase  in  the  amount  of  gold 
received  by  this  country  which  has 
tended  to  pay  off  loans  at  reserve 
banks  and  to  enable  members  to  in¬ 
crease  their  outstanding  credits  with¬ 
out  getting  reserve  bank  accommo¬ 
dation.  This  accounts  for  the  relatively 
low  volume  of  accommodations  at 
federal  reserve  banks  and  for  the  fact 
that  there  has  been  so  little  tendency 
to  fall  back  upon  the  latter  even  in 
spite  of  the  considerable  increase  in 


business  which  has  taken  place.  Even 
at  the  beginning  of  April  there  were 
tendencies  to  recession  at  times  in  the 
reserve  bank  portfolio. 

There  is  no  reason  why  there  should 
be  any  shortage  of  bank  credit  ac¬ 
commodation,  even  though  member 
banks  are  so  largely  “  loaned  up  ”  at  the 
present  time,  reserve  banks  being  able 
to  grant  an  almost  unlimited  amount  of 
accommodation  for  all  practical  pur¬ 
poses.  On  the  other  hand,  the  ques¬ 
tion  where  to  draw  the  line  is  an  im¬ 
portant  one,  and  there  is  good  reason 
for  thinking  that  an  undue  extension 
of  bank  credit  may  be  injurious,  rather 
than  helpful,  to  business.  Hence  the 
constant  discussion  of  the  question  of 
raising  the  reserve  bank  rate  of  dis¬ 
count  and  the  development  of  two 
distinct  parties  within  the  reserve 
system,  one  in  favor  of  advancing  the 
rate  and  the  other  of  keeping  it  as  it 
is.  An  advance  in  rates  would  not 
be  likely  to  have  any  immediate  effect 
on  commercial  business  because  busi¬ 
ness  is  already  pretty  well  equipped 
with  funds.  It  might  however  have  a 
distinctly  important  effect  upon  the 
quotation  of  bonds  and  also  upon 
speculative  values. 

VII 

Public  Financing  and  Rates.  In  the 
field  of  public  financing  an  advance  in 
rediscount  rates  would  undoubtedly 
have  an  important  influence.  Mem¬ 
bers  of  the  staff  of  the  Treasury  De¬ 
partment  have  within  the  past  month 
stated  that  that  department  no  longer 
desires  to  force  discount  rates  down  to 
unduly  low  levels.  Still,  it  remains  a 
fact  that  the  government  has  large 
financing  to  do,  and  that  an  advance 
in  rates  would  undoubtedly  make  this 
financing  more  costly  while  at  the 
same  time  depressing  the  prices  of 
outstanding  Liberty  bonds.  Such  a 
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tendency  lias  already  been  seen  in 
connection  with  “Liberties”  as  a 
result  of  the  announcements  hereto¬ 
fore  made  concerning  the  probability 
of  discount  rate  advances. 

The  fact  that  these  bonds  have,  as 
already  observed,  tended  to  sell  off  as 
interest  rates  have  advanced,  illus¬ 
trates  the  fact  that  public  financing  is 
greatly  cheapened  by  low  rates  of  dis¬ 
count.  Even  though  this  may  not 
have  been  a  consideration  with  the 
Treasury  in  determining  its  attitude 
with  respect  to  discount  rates,  the 
fact  remains  that  federal  reserve 
rates  are  now  much  below  market 
rates,  and  that  should  the  reserve 
rates  be  raised  it  will  be  fair  to  expect 
some  further  reduction  in  Liberty  bond 
values  as  well  as  a  corresponding  in¬ 
crease  in  the  cost  of  financing  the 
government.  For  this  reason  some 
observers  have  been  inclined  to  predict, 
notwithstanding  the  Treasury’s  state¬ 
ments  already  referred  to,  that  there 
will  be  no  advance  in  discount  rates 
until  the  considerable  amounts  of  new 
government  financing  which  are  to  be 
disposed  of  during  May  have  been  pro¬ 
vided  for. 

Meanwhile  most  persons  are  of  the 
opinion  that  Liberty  bonds  are  likely 
for  some  months  to  come  to  do  little 
more  than  hold  their  own  at  best. 
British  debt  settlements  with  the 
United  States,  which  had  been  ex¬ 
pected  by  some  to  result  in  large  pur¬ 
chases  of  Liberty  bonds  here,  with  a 
corresponding  good  effect  on  values, 
now  seem  likely  to  be  deferred  for 
some  time  in  so  far  as  they  involve 
any  payments  by  means  of  a  tender  of 
our  bonds.  A  factor  which  deserves  at 
least  passing  notice  is  seen  in  the  pro¬ 
visions  of  the  new  Agricultural  Credits 
Act  which  will  permit  the  issue  of 
great  quantities  of  tax-free  securities. 
These  will  be  superior  to  Liberty 
bonds  in  their  value  as  a  tax-free  in¬ 


vestment,  assuming  of  course  that 
their  principal  value  is  well  protected. 
They  may  thus,  as  they  come  on  the 
market  in  larger  quantities,  tend  to 
depress  the  quotation  of  refunding 
issues  as  the  latter  are  offered. 

VIII 

Foreign  Trade  Outlook  Discouraging . 
After  many  months  of  delay  the  De¬ 
partment  of  Commerce  has  at  last 
made  public  the  complete  export  and 
import  figures  for  the  year  1922.  These 
show  a  “favorable  balance”  for  the 
United  States  of  only  about  $716,000,- 
000,  little  more  than  the  favorable 
balance  shown  in  1913,  the  last  full 
year  of  trade  before  the  war.  It  may 
fairly  be  said,  therefore,  that  1922 
marks  the  close  of  the  era  of  war  trade 
expansion,  and  indicates  the  return  of 
the  United  States  to  its  old  basis. 

Should  the  foreign  trade  reaction 
continue  at  its  recent  average  rate, 
the  year  1923  would,  of  course,  show  a 
considerable  “unfavorable  balance” 
against  the  United  States;  and  when 
this  balance  had  actually  developed, 
the  time  would  come  to  expect  the 
exports  of  gold  that  were  predicted 
some  months  ago  by  members  of  the 
Harding  Administration  as  the  means 
which  eventually  would  relieve  us  of 
“surplus”  gold.  This,  however,  is  a 
costly  way  of  bringing  about  the 
rectification  of  our  balance,  since  it 
means  that  we  shall  have  driven  away 
trade  by  developing  a  high  level  of 
prices  here  which  will  prevent  for¬ 
eigners  from  buying  as  they  otherwise 
would  while  we  also  currently  refused 
to  finance  new  foreign  trade. 

Both  criticisms  apply  to  our  present 
policy,  and  today  banks  are  doing 
but  little  in  providing  the  means  of 
moving  American  goods  to  foreign 
markets,  while  practically  no  foreign 
bonds  are  being  sold  here.  This 
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represents  a  great  change  from  the 
conditions  of  last  year,  and  suggests 
the  danger  to  which  our  business  and 
industrial  life  would  be  subjected  were 
we  to  proceed  with  the  present  rate  of 
production  without  developing  an  out¬ 
let  abroad.  The  effect,  in  the  event 
of  domestic  business  reaction,  would, 
of  course,  be  that  of  depriving  us  of 
any  outlet  for  our  excess  supply  of 
goods. 

IX 

Some  Conclusions.  The  business 
“boom”  has  now  become  definitely 
confirmed  and  in  most  basic  lines  in¬ 
dustries  are  working  well  up  toward 
full  capacity.  There  is  nothing  in  the 
credit  situation  to  threaten  reaction 
or  recession,  although  commercial  banks 
the  country  over  are  quite  fully  “loaned 
up.”  Reserve  banks  have  hardly  been 
infringed  upon  in  any  marked  degree, 
and  are  able  to  continue  to  furnish 
credit  in  large  quantities,  although, 
should  they  do  so,  it  would  probably 
be  at  an  advancing  rate.  This  pros¬ 
pect  of  higher  rates,  coupled  with  the 
increasing  level  of  prices,  suggests  the 
recurrence  at  some  not  very  distant 
time  of  a  check  to  consumption,  al¬ 


though  such  a  probability  is  dimin¬ 
ished  by  the  fact  that  wages  have  ex¬ 
panded  so  extensively,  thus  giving  to 
the  laboring  population  the  power  to 
go  on  buying  upon  a  large  scale.  Con¬ 
ditions  arising  out  of  such  a  check  to 
demand  would  be  exceptionally  trying, 
it  may  be  supposed,  due  to  the  fact 
that  our  export  market  has  been  so 
largely  lost,  and  could  be  regained 
only  with  difficulty. 

For  the  immediate  present,  how¬ 
ever,  nothing  is  in  sight  except  good 
demand  with  full  employment  and 
substantial  paper  profits.  These  con¬ 
ditions  help  to  maintain  the  values  of 
sound  stocks,  which  however  are  re¬ 
stricted  to  some  extent  by  the  cir¬ 
cumstance  that  they  have  already  so 
fully  anticipated  future  advance  of 
business.  The  best  opinion  seems  to 
be  to  the  effect  that  further  gains  in 
market  prices  of  securities  will  on  the 
average  be  small,  and  that  in  bonds 
the  tendency  is  pretty  generally  down¬ 
ward.  There  appears  to  be  every 
reason  to  believe  that  the  year  1923 
will  be  a  year  of  successful  business 
and  good  business  profits,  assuming,  of 
course,  that  agriculture  is  of  at  least 
average  productiveness. 


SOME  FUNDAMENTALS  OF  THE  PRESENT  SITUATION 


BY  ARCHER  WALL  DOUGLAS* 


THE  significant  feature  of  present- 
day  prosperity  is  that  its  principal 
and  immediate  sustaining  factors  are 
not  those  which  promise  it  a  long 
tenure  of  life.  In  the  beginning  it  was 
obvious  that  there  could  be  no  im¬ 
provement  in  the  dull  monotone  of 
business  until  the  agricultural  situation 
assumed  healthier  and  more  natural 
conditions.  The  higher  prices  for  farm 
products  that  later  took  place  were 
consequently  the  herald  of  better 
things  to  be,  much  in  fact  as  they  have 
actually  come  to  pass. 

No  sooner  had  the  tide  of  reviving 
business  begun  to  rise  than  it  became 
evident  that  the  volume  of  trade  was 
to  come  even  more  largely  from  the 
great  cities  than  from  the  countryside. 
And  all  because  of  long  delayed  con¬ 
struction  whose  peremptory  needs 
must  first  be  satisfied.  Not  only  has 
the  drift  of  population  been  from 
country  to  city  for  several  decades, 
because  of  perfectly  natural  causes,  but 
this  inflow  from  farm  to  town  became 
much  accentuated  after  the  war  when 
disbanded  soldiers  added  to  the  general 
current.  Housing  in  the  congested 
centers  became  a  matter  of  vital 
moment,  and  there  came  into  being 
the  present  great  building  boom  which 
gives  no  sign  of  immediate  subsidence, 
although  there  can  be  no  manner  of 
doubt  that  its  peak  is  not  far  away. 
It  is  bringing  about  its  own  cessation 
by  the  speedy  and  unceasing  manner 
in  which  it  is  satisfying  the  needs  which 
brought  it  into  being.  Enormous 
apartments,  capable  of  housing  hun¬ 
dreds  of  families,  are  full-fledged  for 
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business  in  a  few  months  after  their 
foundations  are  laid.  Dwellings  in  new 
suburbs  and  additions  to  great  cities 
are  ready  for  occupancy  in  the  same 
season  in  which  they  are  commenced. 
Meanwhile  prices  of  building  material 
continue  to  advance,  as  do  wages  of 
workingmen,  in  all  construction  indus¬ 
tries,  until  costs  of  operation  are  fast 
becoming  prohibitory. 

II 

Dangers  of  Building  Boom.  But  that 
has  ever  been  the  shortsighted  fashion 
of  all  building  booms  in  the  past,  which 
reach  their  culmination  when  they 
seem  good  for  indefinite  continuation. 
The  most  fatal  destructive  power  of 
all,  that  of  speculation,  is  now  in  full 
blast,  and  is  the  best  evidence  of  what 
must  develop  in  the  coming  months. 
When  the  slowing  down  will  come  is 
among  the  many  uncertainties  of  the 
times,  but  it  is  not  likely  that  the 
present  pace  will  be  sustained  into  next 
year.  While  building  lasts  at  its 
present  gait  it  calls  upon  every  great 
industry  for  materials,  either  for  con¬ 
struction  or  furnishing. 

When  it  slackens,  the  production  of 
all  building  material  and  everything 
that  goes  into  a  house  will  feel  the 
lessened  demand  in  a  most  marked 
degree.  So,  too,  will  that  great  body 
of  labor  which  is  now  so  constantly  and 
so  profitably  employed. 

As  one  of  the  interesting  phases  of 
the  situation  it  is  worthy  of  noting  how 
far  flung  is  the  demand  created  even 
by  the  utilization  of  one  of  the  ma¬ 
terials  of  building,  lumber — how  this 
takes  in  and  comprehends  all  manner 
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of  tools,  all  kinds  of  furniture,  paints 
and  varnishes,  and  the  endless  iron  and 
steel  consumed  in  connection  with 
interior  wood  finishings.  And  it  will 
also  be  well  to  remember  that  all  these 
things  will  feel  the  effect  of  the  gradual 
falling  off  of  demand  which  will  come 
with  the  subsidence  of  nation-wide 
construction. 

III 

Demand  for  Railroad  Equipment. 
Also,  there  is  another  great  contribu¬ 
tion  to  the  prevailing  productive 
energy  which  will  not,  in  all  likelihood, 
last  out  the  year  at  its  present  rate,  and 
that  is  buying  by  railroads  of  equip¬ 
ment  of  which  they  have  been  in 
desperate  need  for  so  long  a  time.  It 
will  take  months  for  the  roads  to  get 
what  they  have  already  ordered,  but 
their  buying  is  often  of  that  mass 
fashion  which  takes  advantage  of  the 
periodical  occasions  when  they  have 
the  funds  wherewith  to  make  pur¬ 
chases.  We  shall  later  face  one  of  those 
periods  when  in  the  main  their  buying 
will  be  from  day  to  day  instead  of,  as 
now,  by  way  of  laying  in  large  supplies 
to  replenish  used  equipment. 

IV 

Automobile  Industry  as  a  Factor  in 
Business  Situation.  A  fundamental 
business  factor  is  the  production  of 
steel  and  iron,  a  favorite  barometer 
of  business  conditions  with  the  legion  of 
forecasters.  At  present  mills  are  so 
full  of  business  that  they  are  advancing 
not  only  prices  of  material  but  wages  of 
workers,  both  of  which  they  may  find 
in  time  are  things  easier  to  do  than  to 
undo.  Building  cuts  much  of  a  figure 
in  the  present  demand  for  iron  and 
steel  products,  as  does  railroad  buying, 
but  the  most  interesting  and  puzzling 
factor  in  this  contribution  is  auto¬ 


mobile  manufacturing.  It  is  a  most 
unsafe  industry  to  forecast  because  it 
has  an  uncomfortable  fashion  of  con¬ 
founding  all  prophecies,  wherein  it 
much  resembles  the  stock  market. 

The  author  remembers  well  the  drag¬ 
net  that  was  drawn  in  1910  by  a  large 
distributing  concern  over  the  length 
and  breadth  of  the  country  for  informa¬ 
tion  regarding  the  present  and  future 
of  the  automobile  industry,  which  at 
that  time  was  regarded  with  dread  and 
apprehension  by  many  conservative 
financiers,  and  also  by  that  large  and 
interesting  class  of  sober-minded  folks 
who  are  given  to  denouncing  new  and 
startling  factors  in  our  social  and 
economic  life.  Replies  all  came  from 
traveling  salesmen  and  it  fell  to  the 
author’s  fortunate  lot  to  digest  and 
analyze  them.  Not  only  did  their 
statement  of  the  situation  do  credit  to 
their  discernment  and  comprehension, 
but  their  forecast  of  what  was  to  come 
has  been  literally  fulfilled  in  the  present 
time.  They  stated  that  automobiles 
were  even  then  an  integral  and  neces¬ 
sary  part  of  modern  life,  as  much  so  as 
telephones  and  the  telegraph,  and  that 
it  would  soon  become  apparent  that 
business  could  not  be  transacted  with¬ 
out  them.  Their  reply  to  the  question 
as  to  what  the  financial  world  thought 
of  the  situation  was  that  many  bankers 
were  apprehensive  of  a  great  financial 
cataclysm  because  of  the  widespread 
purchasing  of  automobiles  by  those 
who  could  not  afford  them.  Then  they 
added,  with  much  irony,  that  every 
banker  owned  an  automobile. 

The  enormous  production  of  cars  is 
another  one  of  the  sustaining  factors  of 
business  activity  that  cannot  be  ex¬ 
pected  to  continue  indefinitely  at  its 
present  rate.  Ere  long  the  story  will 
be  largely  one  of  replacement  rather 
than  of  additions  to  the  existing  num¬ 
ber,  for  steadily  the  point  of  saturation 
grows  nearer.  The  analogy  of  the  past 
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seems  to  indicate  that  the  problem  of 
automobile  production  will  more  nearly 
approach  in  character  that  of  telephone 
installation,  though  the  latter  has  yet 
much  farther  to  go  by  comparison 
before  the  saturation  point  is  reached. 

V 

Utility  Value  of  the  Automobile. 
Theoretically  the  automobile  is  a  very 
expensive  luxury.  Actually  it  is  im¬ 
bedded  in  modern  life,  as  is  the  tele¬ 
phone.  It  can  no  longer  be  judged  by 
mere  economic  standards,  for  it  has 
gone  far  beyond  that  stage.  It  has 
done  more  to  broaden  the  life  and  to 
enlarge  the  mental  horizon  of  the  many 
than  any  other  one  influence.  It  is  fast 
banishing  provincialism,  and  substitut¬ 
ing  instead  an  intelligent  and  sympa¬ 
thetic  understanding  of  every  state 
and  section  of  the  union.  It  is  rather 
an  interesting  fact  that  the  nearness  of 
the  point  of  saturation  in  any  part  of 
the  country  is  invariably  in  proportion 
to  the  prevailing  percentage  of  illiteracy . 
In  states  such  as  Iowa,  Kansas, 
Nebraska,  and  South  Dakota,  where 
the  percentage  of  illiteracy  is  almost 
down  to  the  vanishing  point,  auto¬ 
mobiles  are  thickest  per  capita.  And 
by  a  curious  action  and  reaction  the 
prevalence  of  automobiles  is  at  once 
the  cause  and  effect  of  general  intelli¬ 
gence.  For  since  the  beginning  of 
civilization  it  has  been  that  those  who 
mix  most  with  their  fellow  men  have 
the  broadest  and  most  understanding 
point  of  view. 


The  utility  phase  of  the  automobile 
finds  constantly  increasing  expression, 
and  in  the  matter  of  transportation  it 
is  peculiarly  invaluable,  in  view  of  the 
inadequacy  of  most  rapid  transit 
systems,  in  great  congested  centers  to 
take  care  of  their  fast-growing  popula¬ 
tion.  Equally  so  is  the  motor-truck  in 
supplementing  our  railroads  in  the  days 
of  distress.  In  time,  the  output  of 
automobiles  will  probably  bear  close 
relation  to  the  growth  of  population, 
but  at  present  and  for  a  long  period  to 
come,  the  potent  factor  in  production 
will  be  the  general  business  conditions. 
The  production  curve  will  accordingly 
continue  to  present  some  strong  con¬ 
trasts.  Just  now  it  seems  approaching 
its  zenith  as  the  accumulated  demand 
becomes  more  nearly  satisfied. 

Much  after  the  fashion  of  building 
construction  does  the  giant  automobile 
industry  call  upon  other  industries — 
cotton,  iron  and  steel,  leather,  gasoline, 
rubber,  glass,  mechanics’  tools,  not 
alone  for  the  creation  of  its  cars,  but 
also  for  their  care  and  upkeep. 

VI 

Other  Sustaining  Factors  to  Follow. 
If  in  the  months  to  come  the  great 
industries  that  have  been  cited  slow  up 
in  their  output,  and  this  effect  is 
widely  felt  in  all  related  business,  we 
shall  then  have  to  look  elsewhere  for 
other  sustaining  factors  to  take  their 
place.  Once  more  it  will  be  the  old 
story  of  the  nature  of  the  buying 
powder  of  the  farmer,  and  of  the  ability 
of  Europe  to  take  our  surplus  products. 


*  Note:  “Normal”  for  interest  rate  =  4  to  6  per  cent;  for  y  =  ratio  in  1912;  for  reserve  ratio  =  55  to  65 

THE  BUSINESS  TREND— A  BAROM 


EXPLANATION  OF  BAROMETER. 

The  trade  barometer  shown  above  is  so 
constructed  that  when  business  is  in  the 
stage  either  of  boom  and  expansion  or  is 
moving  downward  in  the  early  stages  of 
crisis,  the  curves  and  vertical  bars  are  in 
the  upper  area.  When  the  general  busi¬ 
ness  condition  is  that  of  depression  or  the 
beginning  of  recovery,  the  curves  and  bars 
are  in  the  lower  area. 

The  light  line  shows  the  course  of  the 
interest  rate  on  prime  commercial  paper, 
with  adjustment  for  normal  seasonal  vari¬ 
ation.  It  is  based  on  an  index  number,  100 
equaling  5  per  cent.  The  broken  line  shows 
the  federal  reserve  bank  ratio  of  cash  re¬ 
serves  to  note  and  deposit  liabilities,  the 
curve  being  inverted  so  that  an  increase  in 
the  ratio  causes  a  fall  in  the  curve.  The 
heavy  line  shows  the  relation  between  the 
price  level  (Bradstreet’s  index  number  of 
wholesale  prices)  tmd  the  physical  volume 
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of  trade  (car-loadings  X  tons  per  car). 
The  bars  projecting  above  or  below  the 
normal  zone  indicate  the  movement  of 
business  failures  (Dun’s).  Bars  pro¬ 
jecting  above  the  “normal”  area,  show  a 
smaller  number  of  failures  than  normal; 
bars  projecting  below  show  an  excess  of 
failures  over  normal;  the  absence  of  any 
bar  would  show  that  failures  are  normal. 
The  arrows  pointing  up  or  down  from  the 
center  line  of  the  normal  zone  show  by  their 
direction  the  course  of  a  special  six-com¬ 
modity  price  index.  The  stars  indicate 
the  probable  trend  of  the  curves  during  the 
current  month;  the  dotted  bar  the  prob¬ 
able  trend  of  failures. 

THE  BUSINESS  TREND  IN 
MARCH  AND  APRIL 

The  net  result  of  an  analysis  of  the 
present  business  trend  is  to  confirm  the 
forecast  made  a  month  ago.  Of  the  five 
factors  considered  in  this  barometer, 


per  cent  (curve  plotted  on  inverted  scale);  for  failures  =  trend  during  40  years. 
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two  continue  slightly  unfavorable  and 
three  indicate  a  condition  of  uncer¬ 
tainty.  The  general  conclusion  which 
seems  most  reasonable  from  the  data 
at  hand  is  that  business  is  nearing  a 
turning  point  which,  while  it  may  not 
be  a  major  crisis,  will  be  followed  by  a 
check  or  a  decline.  The  expansion  of 
business  is  already  being  checked,  and 
this  is  perhaps  a  good  thing.  Certainly 
it  is  a  possibility  that  the  general  level 
of  stock  prices  may  reach  a  maximum 
in  June  or  a  little  sooner,  and  that 
business  and  industry  may  decline 
sharply  toward  the  end  of  the  year. 
Conservatism  right  now  will  reduce 
and  perhaps  postpone  the  reaction. 

The  foregoing  suggestions  are  not 
made  with  the  idea  of  a  positive  fore¬ 
cast,  since  our  abnormal  financial  con¬ 
dition,  coupled  with  the  abnormal 


foreign  situation,  makes  it  unusually 
difficult  to  draw  clear-cut  conclusions. 
Moreover,  the  widespread  caution  now 
in  evidence,  is  an  uncertain  factor.  One 
thing  is  certain  at  present  and  that  is 
that  prices  have  reached  a  level  which 
will  soon  either  (1)  check  demand  or 
(2)  will  have  to  be  sustained  by  starting 
business  on  the  broad  and  easy  way  of 
an  inflationary  boom.  Just  now  the 
latter  alternative  does  not  seem  likely, 
but  it  cannot  be  dismissed  from  con¬ 
sideration  so  long  as  there  are  such 
powerful  political  motives  for  encour¬ 
aging  it. 

1.  The  trend  of  the  six-commodity  price 
index  during  March  was  up,  but  in  April 
the  advance  was  checked  and  at  this 
writing  it  is  impossible  to  say  whether  or 
not  the  index  will  be  higher  than  in  March. 
Bradstreet’s  price  index  on  April  1,  showed 
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a  slight  decline.  All  the  evidence  indi¬ 
cates  that  price  declines  closely  balance 
the  advances.  If  grain  and  building 
materials  advance,  copper  and  petroleum 
decline,  etc.  One  hypothesis  which  fits 
these  facts  is  that  different  industries  are 
successively  reaching  the  peak  of  the  1922- 
1923  up-swing  in  prices  and  then  hesitate 
at  the  maximum  level  and  begin  to  decline 
one  after  another. 

2.  The  index  number  of  the  interest  rate 
on  commercial  paper  in  March  was  101.8 
and  in  April  102.6.  There  has  been  a 
steady  gain  in  the  rate  since  August  1922. 
Of  late  the  interest  rate  has  become 
high  enough  to  have  a  slight  deterrent 
effect  on  speculation.  It  has  become  a 
question  whether  it  is  worth  while  to  carry 
stocks  on  margin  at  present  yields  when  a 
speculator  has  to  pay  from  6  to  634  Per 
cent  to  his  broker. 

3.  The  number  of  failures  in  March 
showed  a  sharp  increase  and  the  excess 
over  normal  was  greater  than  in  February 
or  last  December,  and  about  the  same  as  in 
January.  Present  indications  are  that  the 
number  of  failures  in  April  will  also  be 
large,  although  not  so  large  as  in  March. 
This  increase  in  number  of  business  failures 
for  two  months  is  not  to  be  disregarded, 
and  certainly  indicates  either  a  post¬ 
ponement  of  complete  recovery  or  the 
nearing  of  a  turn  for  the  worse. 

4.  The  PV  line  continues  its  downward 
trend.  The  price  level  on  April  1  was  not 
much  different  from  that  on  March  1,  but 
in  the  meantime,  physical  volume  of  trade 
had  increased  greatly.  The  conclusion 
may  be  drawn  that  the  demand  for  goods 
is  being  weakened  and  the  outlook  for 
business  profits  is  not  so  bright.  Since 
the  PV  line  has  now  moved  downward  for 
three  months,  it  seems  certain  that  a 
decided  check  upon  the  expansion  of 
business  is  not  distant. 

5.  The  federal  reserve  ratio  in  March, 
after  correction  for  seasonal  variation, 
declined  slightly,  which  brings  the  in¬ 
verted  curve  a  little  nearer  to  the  normal 
area.  Such  evidence  as  is  now  available 
indicates  a  further  slight  rise  in  the  curve 
for  April.  If  these  indications  are  correct 
the  curve  may  be  said  to  indicate  a  grad¬ 
ual  increase  in  the  use  of  bank  credit,  al¬ 


though  as  yet  the  member  banks  have  been 
able  to  handle  the  situation  very  largely 
without  drawing  on  the  resources  of  the 
system.  The  writer  would  not  be  sur¬ 
prised  to  see  the  reserve  ratio  curve  show 
a  fairly  marked  rise  between  now  and 
June.  If  this  were  the  case,  that  rise  would 
mark  the  end  of  the  bull  movement  in 
the  stock  market.  So  abnormal,  however, 
is  the  present  banking  situation  that  the 
foregoing  observation  is  made  with  con¬ 
siderable  hesitation. 

The  pronounced  growth  of  railway 
tonnage  this  spring  suggests  the  desir¬ 
ability  of  introducing  an  allowance  for 
normal  growth  into  the  construction  of 
the  PV  line.  The  normal  growth  factor 
in  railway  tonnage  has  been  so  uncer¬ 
tain  during  the  last  few  years  that  it 
has  not  seemed  wise  hitherto  to  make 
an  adjustment.  In  addition  to  the 
general  disturbances  caused  by  the 
war,  there  has  been  the  rapid  growth 
of  motor-truck  transportation  and  of 
coast-to-coast  water  borne  traffic.  It 
now  seems  probable,  however,  that 
railway  tonnage  will  increase  at  a  rate 
nearly  as  great  as  the  average  from 
1889  to  1915.  The  writer  hopes  to  be 
able  to  include  an  adjustment  for 
normal  growth  in  the  PV  line  sometime 
in  the  near  future.  Such  an  adjustment 
would  undoubtedly  increase  the  baro¬ 
metric  value  of  that  line  with  reference 
to  the  business  cycle,  although  it  would 
not  increase  its  value  as  an  indicator 
of  month-to-month  changes. 

The  immediate  outlook  for  business 
is  very  good.  Expansion  continues  in 
most  lines;  mail-order  sales,  iron  and 
steel  output,  railway  tonnage,  employ¬ 
ment  of  labor,  all  show  this.  At  the 
same  time  inflation  is  little  in  evidence. 
The  only  question  concerns  a  future 
date  which  is  several  months  ahead. 
Possibilities  of  a  setback  are  apparent. 
Therefore  caution  is  desirable  until  the 
growing  uncertainties  concerning  the 
business  trend  are  cleared  up.  Two 
months  more  should  serve  to  do  this. 
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SALARIES  FOR  EXECUTIVES 

BY  CHARLES  T.  WHITE* 


THE  Leverhulme-Kennedy  contro¬ 
versy  in  England  and  the  activity 
of  the  United  States  Senate’s  sub¬ 
committee  in  investigating  the  salaries 
paid  to  certain  executives  have  to¬ 
gether  given  an  international  aspect  to 
the  far  from  new  question  of  what  con¬ 
stitutes  a  proper  compensation  for 
high-grade  executive  services. 

Charles  M.  Schwab,  Chairman  of 
the  Board  of  the  Bethlehem  Steel 
Corporation,  went  on  record  in  the 
May  issue  of  this  publication  as 
favoring  large  rewards  for  efficient 
business  management,  but  declared 
himself  as  opposed  to  the  payment  of 
such  rewards  in  the  form  of  stated 
salaries.  His  avowed  preference  is 
for  small  salaries,  with  contingent 
arrangements  added  that  make  it 
possible  for  the  capable  manager,  by 
means  of  percentages  of  costs  cut  or 
extra  profits  made,  to  obtain  for  him¬ 
self  a  very  generous  annual  return  for 
his  services. 

In  the  company  with  which  I  am 
associated,  we  believe  in  generous 
payment  on  a  salary  basis,  for  reasons 
which  seem  to  us  logical.  In  the  first 
place,  we  have  very  little  choice  in 
the  matter.  We  have  to  pay  such 
salaries  to  get  and  keep  the  services 

*  Secretary,  Standard  Oil  Company  of  New  Jersey. 


of  men  who  are  big  enough  to  do  our 
hardest  work.  If  we  did  not,  our 
executives  would  have  no  difficulty 
whatever  in  placing  their  services 
elsewhere  on  a  high  compensation 
basis,  and  we  could  scarcely  blame 
them  for  so  doing. 

II 

Developing  Able  Executives.  As  we 
have  felt  the  necessity  of  making 
clear  many  times  since  the  Senate  sub¬ 
committee’s  investigation  was  begun, 
the  higher  executives  of  our  company 
have  spent  the  greater  part  of  their 
business  lives  at  comparatively  small 
pay,  training  themselves  in  mind  and 
judgment  to  do  our  important  work. 
As  they  are  not  ordinarily  permitted 
to  engage  in  outside  enterprises,  they 
habitually  devote  their  whole  time, 
energy,  and  attention  to  the  interests 
of  the  company.  Practically  every 
one  of  the  present  staff  executives 
began  his  career  as  a  wage-earner. 
His  ability  to  command  the  salary 
paid  him  is  not  a  matter  of  “pull;”  it 
is  based  on  the  operation  of  the  law  of 
supply  and  demand. 

In  a  recent  announcement  to  our 
employees  we  endeavored  to  make 
clear  to  them  our  attitude  concerning 
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this  whole  matter  of  management  and 
its  rewards.  We  told  them  that  those 
who  have  the  responsibility  of  selecting 
executives  for  important  positions 
know  that  it  is  a  most  difficult  task, 
and  that  the  fitness  of  the  man  for  the 
position  is  the  consideration  that 
matters — not  the  question  of  salary. 
We  assured  them  that  we  pursue  the 
same  policy  in  employing  executives 
that  we  do  in  every  other  phase  of  the 
business — we  pay  a  fair  price  for  that 
which  serves  best.  We  believe,  and 
are  confident  that  we  can  prove,  that 
our  management  costs  are  far  less 
proportionately  than  the  majority  of 
companies  pay  for  similar  service.  If 
the  ordinary  scale  of  salaries  in¬ 
creased  proportionately  to  the  volume 
of  business  for  which  our  executives 
are  responsible  trustees,  for  the  com¬ 
munity  at  large  as  well  as  for  our 
shareholders,  our  executive  salaries 
would  be  far  in  advance  of  what  they 
are  today.  As  a  matter  of  fact,  the 
combined  salaries  of  all  of  our  exec¬ 
utives  represent  less  than  one  forty- 
second  of  a  cent  on  the  price  of  every 
gallon  of  petroleum  products  we  sell; 
and  of  our  gross  receipts,  the  charge 
for  management  is  less  than  one- 
tenth  of  one  per  cent. 

Ill 

What  Executives  are  Paid  to  Do. 
The  Senate’s  sub-committee,  and 
others  of  an  investigating  turn  of 
mind,  have  used  the  loud  pedal  on  the 
amounts  paid  in  salaries  but  have 
overlooked  entirely  the  vital  question 
of  what  the  managers  are  really  doing 
in  return  for  the  money  they  receive. 
One  thing  our  executives  are  paid  to 
do  is  to  make  petroleum  products  as 
cheaply  as  possible.  It  is  only  by 
taking  advantage  of  the  fullest  capa¬ 
bilities  commanded  by  the  payment  of 
adequate  salaries  that  these  products 


can  be  sold  at  present  prices.  It  can¬ 
not  be  denied  that  the  research  work 
performed  by  high-salaried  experts 
and  their  improvement  of  business 
practices  have  been  of  far  greater 
value  to  consumers  than  any  benefit 
that  has  accrued  to  the  experts  them¬ 
selves. 

A  trade  paper  has  recently  com¬ 
pared  salaries  paid  in  the  oil  industry 
with  those  given  to  motion-picture 
stars  and  prize-fighters.  “We  have 
looked  over  the  list,”  the  writer  says, 
“and  we  fail  to  find  any  salaries,  even 
among  the  biggest,  that  will  compare 
with  the  reported  salaries  of  some 
movie  actresses  whose  only  claim  for 
service  is  that  their  faces  photograph 
well.  Even  Mr.  Chaplin  tops  by  a 
wide  margin  the  highest  oil  salary  paid. 
Gallagher  and  Shean  (whose  place  by 
their  own  admission  could  be  easily 
filled),  receive  a  greater  yearly  income 
than  most  of  the  high-powered  execu¬ 
tives  on  whose  shoulders  rests  the 
responsibility  of  millions  invested  by 
ordinary  citizens  of  the  United  States. 
Jack  Dempsey  got  more  for  his  fight 
with  Carpentier  than  the  salary  of 
the  head  of  one  of  the  biggest  oil 
producing,  refining,  and  marketing 
companies  in  the  United  States.  It 
has  been  our  observation  that  few 
oil  men  continue  to  head  companies 
or  company  departments  unless  they 
deliver  the  goods.  There  are  few 
sinecures  in  the  oil  business.  Take 
away  the  incentive  of  a  big  salary 
and  the  incentive  to  strive  has  been 
lessened  to  a  material  degree.” 

One  good  quotation  deserves  an¬ 
other.  The  New  York  Commercial 
recently  remarked,  concerning  our 
executives  and  those  of  other  oil 
companies : 

These  men  who  are  paid  large  salaries  are 
not  being  paid  for  the  manual  labor  they 
perform  in  successfully  operating  the  oil 
companies,  but  for  knowing  how.  In- 
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dustry  places  a  premium  upon  brains,  al¬ 
though  politics  may  not.  Big  business 
needs  big  men  at  the  head  of  it.  The  reason 
for  its  bigness  is  because  it  is  directed  by 
men  who  are  big.  The  country  has  grown 
big  and  it  is  only  natural  for  business  to 
grow  with  it. 

To  this  The  New  York  World  adds: 

It  is  possible  to  draw  various  conclusions 
from  the  lavish  scale  of  compensation,  but 
no  doubt  as  logical  an  inference  as  any  is 
that  it  helps  explain  why  Standard  Oil  is 
the  greatest  business  organization  in  the 
world.  It  pays  men  big  salaries  for  doing 
big  things.  This,  of  course,  is  the  exact 
opposite  of  the  governmental  policy  of 
trying  to  secure  the  services  of  a  $50,000 
man  for  $5000.  Probably  there  was 
nothing  further  from  the  thought  of  the 
Senate  sub-committee  than  a  desire  to 
exemplify  this  essential  difference  between 
private  and  public  remuneration  for  execu¬ 
tive  ability.  But  the  committee’s  report 
on  Standard  Oil  salaries  emphasizes  it  in  a 
striking  manner. 

IV 

What  Constitutes  a  Large  Salary? 
Thus  far  in  this  discussion  I  have  tried 
to  state  my  belief  that  an  executive 
who  opens  up  new  channels  of  in¬ 
dustry,  makes  possible  the  distribution 
of  wages  a  thousandfold  in  excess  of 
the  amount  he  himself  receives,  and 
by  his  skill  and  judgment  is  able  to 
keep  large  numbers  of  his  fellow-men 
free  from  unemployment,  may  receive 
large  remuneration  and  still  be  under¬ 
paid.  That,  incidentally,  appears  to 
be  precisely  what  Lord  Leverhulme 
did  in  England,  when  he  took  over  a 
soap  business  that  had  been  running 
for  several  years  at  a  loss,  and  by 
improved  management  turned  the 
balance  on  operation  from  the  debit 
to  the  credit  side  before  the  end  of  the 
first  year. 

Let  us  now  study  for  a  moment  the 
question  of  salaries  paid,  in  dollars. 
Consider  the  case  of  an  executive  who, 


as  head  of  a  large  industrial  organi¬ 
zation,  received  ten  years  ago  an 
annual  salary  of  $75,000.  That  was, 
let  it  be  frankly  said,  a  very  good 
salary.  Out  of  it  the  executive  paid, 
say  about  $3000  a  month  for  all  living 
expenses,  saving  and  investing  the 
balance  of  practically  $40,000  a  year. 
Suppose  that  as  the  years  passed,  the 
executive’s  services  became  increas¬ 
ingly  valuable,  and  the  salary  was 
raised  from  time  to  time  until  now  the 
executive  receives  $125,000  a  year. 
It  requires  nothing  more  than  a  pencil, 
some  paper,  and  a  speaking  acquaint¬ 
ance  with  income  surtaxes  to  show  that 
whereas  the  executive’s  actual  spend¬ 
able  income  is  still  very  close  to 
$75,000,  his  living  expenses  (without 
raising  the  standard  of  living  in  the 
slightest  degree)  have  increased  to 
$6000  or  more  a  month  and  he  is 
therefore  able  to  save,  if  he  is  lucky, 
not  $40,000  but  perhaps  $3000  to 
$5000  a  year. 

Those  who  complain  about  high 
rates  of  compensation  overlook  com¬ 
pletely  the  important  fact  that  the 
nation  and  the  state,  with  graduated 
income  taxes  mounting  heavily  as  the 
salary  of  the  industrial  executive 
passes  beyond  the  range  of  the  ordi¬ 
nary  income,  exercise  a  stringent  regu¬ 
lation  of  the  amount  of  the  executive’s 
salary  by  taking  for  the  benefit  of  the 
people  at  large  a  generous  and  ever- 
increasing  share  of  the  sum  he  earns. 

V 

Large  Salaries  Outside  of  the  Oil 
Industry.  The  enormous  annual  earn¬ 
ings  of  motion-picture  stars  and  pugi¬ 
lists  have  already  been  cited.  One 
editor  has  proclaimed,  with  the  air  of 
having  discovered  something  new, 
that  “these  are  larger  salaries  than 
the  President  of  the  United  States 
receives.”  The  Cincinnati  Times - 
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Star  announces  that  while  Secretary 
of  the  Navy  Denby  gets  $12,000  a 
year  for  managing  one  of  the  greatest 
navies  of  all  history,  the  Director  of 
Marine  Matters  of  the  Standard  Oil 
Company  of  New  Jersey  receives  an 
annual  salary  of  $85,000.  A  Wash¬ 
ington  correspondent  volunteers  the 
suggestion  that  during  the  absence  of 
Mr.  Mellon  and  his  chief  assistant  a 
$4000-a-year  clerk  is  to  all  intents  and 
purposes  Secretary  of  the  Treasury. 

But  a  writer  in  The  New  York 
Herald  acknowledges  that  there  is 
another  side  to  the  picture,  and  en¬ 
deavors  to  present  it  in  all  honesty  and 
fairness.  “Such  salaries,”  he  says, 
“are  not  so  uncommon  as  one  would 
imagine  from  the  stir  created  by  the 
Senate  sub-committee’s  announce¬ 
ment.  There  are  probably  scores  of 
business  organizations  paying  such 
salaries  to  their  officers.”  The  Provi¬ 
dence  News  remarks  that  there  are  ad¬ 
vertising  agents  who  would  not  “swap” 
their  annual  incomes  with  the  best- 
paid  men  in  the  oil  industry,  and 
ventures  the  suggestion  that  the  sal¬ 
aries  of  all  the  big  men  in  the  oil  busi¬ 
ness  will  not  total  as  much  as  is  paid 
annually  to  the  heads  of  the  great 
department  stores  in  New  York, 
Philadelphia,  and  Chicago. 

The  large  salaries  paid  by  many 
banks  and  trust  companies  are  a  matter 
of  common  knowledge.  The  same  is 
true  of  a  large  number  of  life,  fire,  and 
liability  insurance  companies;  of  man¬ 
ufacturing  concerns  almost  without 
end;  of  merchandising  enterprises 
of  all  kinds,  and  especially  of  chain 
stores  whose  operation  is  on  a  national 
or  even  an  international  basis.  The 
directors  of  all  these  enterprises  be¬ 
lieve  that  the  laborer  in  an  executive 
position  is  worthy  of  his  hire.  “The 
reason  these  men  are  paid  such  sal¬ 
aries,”  says  The  Syracuse  Post-Stand¬ 
ard,  “is  that  they  are  worth  it.”  In¬ 


cidentally,  this  paper  has  made  the 
following  comment  on  our  company 
which  has  cheered  and  heartened  our 
whole  crew: 

The  company  has  been  accused  of  much 
wickedness  but  it  has  never  been  charged 
with  inefficiency  in  the  conduct  of  its 
business.  It  has  been  indeed  a  marvel  of 
effective  commercial  organization,  which 
has  enlisted  the  best  brains  it  could  com¬ 
mand  for  its  business,  which  has  paid  un¬ 
grudgingly  what  the  brains  are  worth,  and 
which  has  vindicated  by  the  results  the 
policy  of  getting  the  best  and  paying  the 
price. 

VI 

Reward  for  Continued  Service.  In 
the  second  .section  of  this  article  I 
mentioned  the  fact  that  our  executives 
grow  up  in  the  service  of  the  com¬ 
pany.  We  are  glad  to  see  signs  of  a 
general  recognition  of  our  policy  in 
this  respect.  The  New  York  Herald, 
in  the  article  already  referred  to, 
said: 

Most  of  the  men  in  high  places  in  Stand¬ 
ard  Oil  started  with  the  company  in  the 
nineties,  and  the  salaries  they  are  now 
receiving  are  the  reward  of  long  service 
and  hard  work.  The  company  demands 
the  entire  time,  energy,  and  devotion  of 
its  workers.  Putting  it  bluntly,  Standard 
Oil  takes  the  best  from  its  brainiest  men 
and  when  they  have  reached  middle  age 
remunerates  them  with  a  handsome  salary 
that  enables  them  within  a  few  years  to 
accumulate  a  comfortable  fortune,  so 
they  can  retire  in  comfort  and  luxury  at 
the  end  of  a  hard-working  career.  Not  all 
men  would  be  willing  to  undergo  the  strain 
necessary  to  reaching  the  top  of  so  exacting 
a  profession  as  the  oil  business,  where  the 
competition  is  heavy  and  the  knowledge  is 
of  a  highly  specialized  nature.  A  composite 
picture  of  the  board  of  directors  would 
show  a  striking  preponderance  of  the  type 
of  man  who  has  risen  from  the  humblest 
position  through  sheer  ability  and  has 
received  what  education  he  possesses  in 
the  school  of  hard  knocks  rather  than  in 
academic  circles, 
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As  evidence  that  our  executives  are 
actually  “manufactured  in  our  own 
plants,”  I  will  state  the  fact  that  four 
members  of  our  present  Board  began 
as  junior  clerks  and  three  as  manual 
laborers.  One  was  a  telegrapher,  one 
an  office  boy,  one  a  tank  wagon  driver, 
and  one  a  salesman.  As  for  their  in¬ 
comes,  they  are  probably  generally 
less  than  if  they  had  followed  the 
example  of  many  others  and  estab¬ 
lished  petroleum  enterprises  of  their 
own,  and  certainly  not  more  than  they 
could  earn  in  other  positions. 

VII 

Salaries  and  Peace  of  Mind.  Mr. 
Schwab’s  pig-iron  plant  manager,  if 
he  can  add  to  a  salary  of  $3000,  com¬ 
missions  on  extra  profits  earned  or 
costs  cut  below  a  stipulated  figure  to 
the  extent  of  $25,000  or  $50,000  or 
more  a  year,  is  a  fortunate  man.  But 
if  any  one  of  a  number  of  possible  un¬ 
fortunate  things  happens  and  in  spite 
of  his  best  efforts  he  makes  only  a 


small  profit  or  actually  runs  at  a  loss, 
his  contingent  arrangement  will  do 
him  little  if  any  good. 

Vve  believe  that  a  man  works  best  on 
a  guaranteed  salary.  And  it  should 
be  a  generous  one  for  this  reason  if  for 
no  other.  If  he  is  worried  about  his 
home  expenses,  the  health  of  his  wife 
or  children,  payment  of  a  note  or  on 
account  of  a  mortgage,  the  company 
employing  him  gets  but  from  50  to 
80  per  cent  of  his  potential  efficiency. 
If  we  make  his  salary  large  enough  to 
cover  the  risks  incident  to  the  scale 
of  living  to  which  he  is  properly  en¬ 
titled,  we  get  90  or  95  or  even  the  full 
100  per  cent  of  his  time,  his  physical 
and  mental  energy  and  his  enthu¬ 
siasm.  To  accomplish  that  result 
with  every  executive  on  our  pay-roll 
is  our  conscious  purpose,  and  we  be¬ 
lieve  that  the  principle  on  which  we 
act  works  out  to  the  advantage,  in  the 
long  run,  of  the  thousands  who  hold 
our  securities  and  the  thousands  if  not 
millions  who  use  our  products  in  every 
civilized  country  of  the  world. 


ONE  COMPANY’S  EXPERIENCE  IN  THE  SELECTION 

OF  SALESMEN 

BY  O.  R.  JOHNSON* 


NATURAL  processes  are  constantly 
at  work  among  salesmen,  by 
which  the  producers  are  separated 
from  the  “four-flushers,”  and  the 
“four-flushers”  from  the  pay-roll. 

But  these  processes  are  leisurely, 
and  before  the  “four-flusher”  has  been 
separated  from  the  pay-roll  he  has 
proved  an  expensive  luxury  to  his  firm. 

In  one  company  with  which  the 
writer  is  familiar,  advertising  for, 
interviewing,  hiring,  and  training  each 
salesman  who  gets  into  the  training 
school,  costs  a  minimum  of  $200. 
This  does  not  include  any  salary  or 
drawing  account,  as  these  men  pay 
their  own  expenses.  It  does  not 
include  the  much  heavier  charge  that 
might  be  made  against  the  successful 
men  for  the  turnover  in  the  whole  sales 
force.  Nor  does  it  allow  for  the  sales 
lost  by  the  constantly  changing  sales 
personnel.  Taking  into  account  these 
factors,  each  successful  salesman  (not 
quite  one  out  of  each  four  hired  is 
successful)  trained  by  the  company 
costs  at  least  $900  cash,  and  this  is  still 
exclusive  of  the  indeterminate  loss  of 
sales  and  customers  chargeable  to 
heavy  turnover. 

The  same,  or  somewhat  similar, 
situation  confronts  practically  every 
sales  manager.  What  is  needed  is  a 
method  of  selecting  salesmen  that  will 
help  sales  managers  know  a  good  man 
when  they  see  him.  The  problem  is 
well  recognized,  but  in  spite  of  many 
efforts  to  solve  it,  lack  of  success  has 
been  so  marked  as  to  have  led  to  the 
fatalistic  conclusion  that  “that’s  the 

*  With  A.  M.  Collins  Manufacturing  Company, 
Philadelphia,  Pa.,  engaged  in  sales  and  advertising 
research. 


nature  of  the  beast,”  and  there’s  no 
changing  nature.  So  sales  managers 
have  kept  a  wary  eye  on  their  competi¬ 
tors’  men,  picked  off  a  “peach  ”  now  and 
then  from  his  sales  branches,  and,  often 
as  not,  found  they  had  a  “lemon.” 

Some  sales  managers  have  operated 
upon  the  principle  that  salesmen,  like 
poets,  are  born  and  not  made.  They 
have,  therefore,  devoted  years  in  trying 
to  discover  what  were  the  outward 
characteristics  of  innate  sales  ability. 
Others  have  concluded  that  most  men 
can  be  taught,  or  trained,  into  suc¬ 
cessful  selling  methods,  and  have  con¬ 
sequently  stressed  training  rather  than 
selection. 

As  usual,  the  middle  ground  seems 
to  be  the  safest.  Individual  differences 
in  potential  sales  ability  are  un¬ 
doubtedly  great,  but  it  is  also  true  that 
good  and  bad  training  will  be  reflected 
in  production  records  all  along  the 
line,  from  the  “dubs”  to  the  stars. 

II 

Study  of  Salesmen’s  Characteristics. 
In  an  attempt  to  discover  whether  or 
not  successful  salesmen  were  signifi¬ 
cantly  different  as  a  group  from  un¬ 
successful  salesmen,  the  writer  made 
a  study  of  the  characteristics  of  about 
500  salesmen.  This  article  is  a  state¬ 
ment  of  the  results  obtained,  together 
with  some  conclusions  that  seem 
justified  by  the  evidence  presented. 

These  men  were  all  hired  by  one 
company  over  a  period  of  about  4 
years.  The  product  sold  was  one  of  the 
so-called  “  intangibles,”  therefore  prob¬ 
ably  demanding  either  a  higher,  or  a 
different,  type  of  salesman  than  would 
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be  required  to  sell  a  staple,  tangible 
commodity. 

The  salesmen  were  secured  almost 
entirely  through  classified  advertising 
in  metropolitan  newspapers.  The 
responses  to  the  advertisements  were 
read  by  the  sales  manager,  who  made 
appointments  for  interview  with  those 
whose  letters  impressed  him  most 
favorably. 

As  the  basis  of  remuneration  was 
straight  commission,  the  interview  was 
really  a  sales  talk  upon  the  advantages 
of  the  position,  its  opportunities  and 
rewards.  When  the  fact  is  also  con¬ 
sidered  that  the  sales  candidates  were 
told  they  had  to  take  a  training  course 
covering  a  period  of  from  two  to  three 
weeks,  and  that  no  advances  would  be 
made,  it  is  easy  to  see  that  the  process 
was  one  of  selling,  rather  than  giving, 
them  a  job. 

The  men  that  were  hired,  or  “sold” 
a  job,  filled  out  an  application  blank 
differing  but  little  from  the  conven¬ 
tional  form,  and  were  instructed  to 
appear  for  training  at  a  certain  time 
and  place. 

After  completing  their  training  satis¬ 
factorily,  the  men  were  sent  out  into 
their  territories.  Approximately  one- 
half  of  the  men  were  lost  during  the 
training  period,  either  through  re¬ 
jection  or  their  own  loss  of  interest. 

That  completes  a  general  description 
of  the  natural  selective  process,  which 
may  be  summarized  as  follows: 

1.  Classified  newspaper  advertising. 

2.  Applicant’s  letter. 

3.  Sales  manager’s  letter. 

4.  Interview. 

5.  Training  course. 

6.  Work  in  the  field. 

Ill 

Cost  of  the  Selective  Process.  The 
above  is  the  “natural,”  or  expensive, 
selective  process  mentioned  in  the  first 
paragraph.  Outlined  in  this  way  it  is 


easy  to  see  that  the  expense  arises  from 
the  fact  that  so  much  has  to  be  done 
to  a  man,  so  to  speak,  before  the  sales 
manager  knows  whether  or  not  the 
candidate  is  really  a  salesman. 

Some  idea  of  the  amount  of  this  ex¬ 
pense  can  be  obtained  from  the  follow¬ 
ing  table,  which  presents  a  statistical 
summary  of  the  process  of  selecting 
salesmen  in  the  company  under  dis¬ 
cussion  over  a  period  of  three  years 
and  seven  months: 


Number  of  advertisements  run .  888 

Responses  received . 11,988 

Appointments  made .  5,5 27 

Appointments  kept .  3,951 

Men  hired .  521 

Men  going  into  field .  255 

Men  failing .  168 

Men  succeeding .  87 


Figure  1  shows  graphically  what  an 
astonishing  amount  of  chaff  must  be 
threshed  in  order  to  get  a  few  grains  of 
sales  nourishment.  Of  the  total  number 
that  responded  to  the  advertisements 
only  0.7  of  one  per  cent  were  selected 
and  actually  succeeded.  It  is  obvious 
that  the  earlier  in  the  process  of 
natural  selection  one  can  separate  the 
wheat  from  the  chaff,  the  less  costly 
the  whole  process  becomes. 


Figure  1.  Chart  Showing  Graphically 
the  Figures  Presented  in  Table.  I. 
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As  shown  in  the  preceding  chart,  the 
first  big  separation  was  made  by  the 
man  who  selected  from  the  responses  to 
the  advertisements  those  which  he 
thought  worth  while.  Investigation 
revealed  that  the  basis  of  this  selection 
was  entirely  subjective,  and  conse¬ 
quently  quite  variable  and  beyond  easy 
verification  as  to  accuracy.  Certain 
broad  and  general  principles  were 
followed,  but  these  principles  were 
quite  elastic  and  had  never  been 
verified  statistically.  Certain  nation¬ 
alities  were  tabooed,  for  instance,  and 
certain  types  of  sales  experience  were 
preferred  to  others.  Beyond  this  it 
was  impossible  to  predict  which  letters 
would  be  answered  and  which  would 
not.1 

The  second  cut  was  made  by  the 
applicants  themselves,  28  per  cent 
failing  to  keep  the  appointments  made. 
This  probably  is  subject  to  less  con¬ 
trol  than  any  other  step,  but  careful 
attention  to  the  letters  sent  out  might 
prove  profitable  from  the  standpoint 
of  increasing  the  number  of  appoint¬ 
ments  kept. 

IV 

The  Critical  Stage  in  Hiring  Process. 
The  third  cut,  the  biggest  and  most 
important  one,  comes  in  the  step  that 
is  common  to  all  sales  selection  prob¬ 
lems,  i.e.,  the  interview  with  the 
salesman. 

It  is  chiefly  at  this  point  that  sales 
managers  need  more  facts  upon  which 
to  base  their  selection,  and  it  is  prob¬ 
ably  the  most  practicable  point  at 
which  some  “artificial”  selective  ma¬ 
chinery  can  be  put  into  operation. 

“The  expense  of  advertising  for, 
corresponding  with,  and  interviewing 
sales  candidates  is  great  enough,”  says 

1  Some  preliminary  investigations  into  the  classi¬ 
fication  of  letters  received  from  applicants  has  been 
made,  and  the  evidence,  and  general  observation  as 
well,  indicate  that  only  a  small  percentage  of  appli¬ 
cants  can  safely  be  rejected  upon  the  basis  of  a  letter 
alone. 


the  treasurer  fervently,  but  it  is  slight 
compared  with  the  expense  entailed 
by  actually  hiring  a  man  and  taking 
him  into  the  organization. 

In  the  present  case,  only  521  men  of 
the  3951  interviewed,  or  13  per  cent, 
were  hired,  and  of  these  over  225 
dropped  out  during  training.  This 
low  percentage  of  men  hired  is  prob¬ 
ably  due  primarily  to  the  fact  that  the 
position  offered  required  a  month  or  so 
of  the  salesman’s  time  at  his  own 
expense  before  actually  beginning  to 
produce,  and  to  the  further  fact  that 
after  that  a  straight  commission  is  the 
only  source  of  income. 

Applicants  were  compelled  to  pay 
their  own  expenses  without  advances 
because  so  few  of  the  candidates 
actually  qualified  as  salesmen.  Any 
facts  that  would  enable  the  sales 
manager  to  select  more  accurately  at 
the  time  of  interviewing  would  there¬ 
fore  save  the  cost  of  training  a  lot  of 
non-producers.  It  might  also  lead  to 
such  an  accurate  selection  as  would 
make  it  possible  to  offer  acceptable 
men  more  advantageous  terms,  which, 
in  turn,  would  make  it  easier  to  hire 
the  really  desirable  men. 

V 

Analysis  of  Application  Blanks. 
With  that  object  in  view,  a  detailed 
analysis  was  made  of  the  application 
blanks  filled  out  by  each  man.  The 
object  of  the  study  was  to  determine 
whether  or  not  successful  salesmen  in 
this  business  showed  certain  char¬ 
acteristics  not  present  in  a  group  of 
unsuccessful  salesmen;  and,  from  the 
other  side,  whether  there  were  any 
characteristics  typical  of  unsuccessful 
men  as  a  group. 

The  actual  study  was  made  at  two 
different  times.  The  first  time  425 
cases,  covering  a  period  of  5  years, 
were  analyzed.  Certain  facts  were 
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brought  out,  but  in  order  to  check 
them,  a  second  study  was  made  of  the 
results  during  the  following  7  months. 
These  latter  figures  substantiated  the 
results  from  the  first  study.  Since 
the  conditions  were  the  same  during 
both  periods  the  figures  for  the  entire 
group  have  been  considered  together. 

The  data  from  the  application 
blanks  covered  the  following  details: 

1.  Age 

2.  Education 

3.  Experience 

4.  Marital  status 

5.  Dependents 

6.  Remuneration 

7.  Height 

8.  Weight 

Table  1  presents  a  summary  of 
this  information.  When  considering 
it  keep  in  mind  that  these  are  the  facts 
as  stated  by  the  salesmen  themselves. 
On  some  items,  such  as  height  and 
weight,  where  there  would  be  nothing 
gained  by  misrepresentation,  there  is 
no  reason  to  doubt  the  accuracy  of  the 
figures.  On  items  such  as  previous 
remuneration,  or  experience,  there  is 
some  question  as  to  how  closely  the 
figures  are  in  accord  wdth  the  facts. 

It  is  also  necessary  to  define  the 
terms,  under  “Education” — “Gram¬ 
mar  School,”  “High  School,”  and 
“College.”  The  following  arbitrary 
definitions  were  made  for  ease  in 
handling  the  figures : 

1.  Grammar  School.  Men  who  had  at¬ 
tended  grammar  school  at  all  were  classified 
as  of  grammar  school  education,  whether 
or  not  they  had  graduated. 

2.  High  School.  Credit  for  high  school 
education  was  given  if  they  had  attended 
high  school  at  all.  Those  men  reporting 
night  school,  correspondence,  and  business 
courses  were  also  recorded  in  the  high 
school  group. 

3.  College.  College  education  was  cred¬ 
ited  to  all  men  who  had  attended  college, 
whether  or  not  they  had  graduated. 


VI 

Marital  Status.  The  problem  now 
before  us  was  to  ascertain  whether  the 
successful  men,  the  men  who  had 
actually  sold,  had  characteristics,  as  a 
group,  different  from  the  failures  as  a 
group. 

For  instance,  317,  or  63  per  cent  of 
the  salesmen  hired  were  married,  33 
per  cent  were  single,  and  4  per  cent 
were  widowers.  What  we  wanted  to 
know  was  whether  the  successful 
men  showed  any  inclination  to  vary 
from  these  proportions.  By  the  law 
of  probability,  if  there  was  no  selection 
favoring  either  group,  the  successful 
and  unsuccessful  men  should  show  the 
same  proportions  of  married  and  single 
men  as  the  group  from  which  they 
were  drawn. 

To  ascertain  the  facts  in  the  case, 
the  whole  group  was  divided  into  two 
main  divisions : 

1.  The  failures. 

2.  The  men  who  had  sold  enough  to 
have  made  their  hiring  worth  while.1 2 3 

From  this  the  following  results  were 
obtained: 


Successful  Men 


Number 

Per 

Cent 

Per  Cent 
in  Total 
Group 

Married . 

92 

74 

63 

Single . 

30 

24 

33 

Widowers. . . . 

3 

2 

4 

Unsuccessful  Men 


Number 

Per 

Cent 

Per  Cent 
in  Total 
Group 

Married . 

102 

57 

63 

Single . 

72 

40 

33 

Widowers .... 

6 

3 

4 

2  This  was  estimated,  and  not  calculated  closely. 
However,  it  is  accurate  enough  for  our  purpose. 
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Table  1.  Analysis  of  Data  Secured  from  Salesmen’s  Application  Blanks. 


MARITAL  STATUS 


Education 

Dependents 

G.  S. 

H.  S. 

College 

0 

1 

2 

3 

4  + 

Single — 166 

Married — 317 

40 

261 

201 

99 

140 

138 

64 

62 

Widowed — 22 

AGE 


25  or 
Under 

26-30 

31-35 

36-40 

41-45 

46-50 

51  + 

10 

127 

120 

130 

79 

43 

12 

WEIGHT 


Under 
140  lbs. 

140-9 

150-9 

160-9 

170-9 

180-9 

190-9 

200 

and  over 

68 

75 

89 

107 

67 

43 

29 

34 

HEIGHT  (INCHES) 


65  or  less 

66 

67 

68 

69 

70 

71 

72 

73  + 

41 

33 

59 

83 

52 

108 

52 

42 

36 

PREVIOUS  SALES  EXPERIENCE  IN  YEARS 


Less 
than  Y2 

M  to  1 

1-2 

2-3 

3-4 

4-5 

5  + 

68 

44 

53 

41 

33 

34 

195 

STATED  PREVIOUS  REMUNERATION 


Under 

$3,000 

$3,000  + 

$4,000  + 

$5,000  + 

$6,000  + 

$7,000  + 

$8,000  + 

$9,000  + 

$10,000  + 

104 

86 

55 

57 

36 

24 

11 

6 

42 

(All  above  figures  are  from  the  same  group,  but  all  facts  were  not  reported  on  eaoh  salesman.) 
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There  were  thus  more  married,  and 
fewer  single  men  in  the  group  of 
successful  salesmen  than  we  could 
expect  from  a  purely  chance  separation. 
Of  the  successful  men  74  per  cent  were 
married,  and  of  the  failures  only  57 
per  cent.  And  although  in  the  group 
from  which  they  were  drawn  only  33 
per  cent  were  single  men,  the  group 
of  failures  contains  40  per  cent  of 
single  men.  It  seems  clear  from  this 
that  married  men  are  more  likely  to 
prove  good  investments  as  salesmen 
than  are  single  men. 

This  conclusion  is  supported  by  the 
observations  of  many  sales  managers, 
and  other  studies  have  brought  out 
similar  results. 


VII 

Dependents.  It  is  not  hard  to  believe 
that  married  men  are  more  apt  to  be 
successful  than  single  men,  since  we 
can  account  for  it  naturally  enough  by 
saying  that  his  financial  responsi¬ 
bilities  are  greater,  and  he  must, 
therefore,  work  harder  to  meet 
them. 

If  this  explanation  is  at  all  justified, 
we  may  find  it  profitable  to  ascertain 
whether  there  is  any  relationship  be¬ 
tween  a  man’s  success  and  the  number 
of  his  dependents.  Table  2  shows  the 
distribution  of  dependents  among  the 
salesmen  divided  into  successes  and 
failures: 


Table  2.  Distribution  of  Dependents  Among  Various  Groups  of  Salesmen 


Number  of  Dependents . 

0 

1 

2 

3 

4 

5 

6  and  Over 

Per  Cent  Total  Group* . 

21 

29 

25 

14 

8 

2 

1 

Per  Cent  Successes  f . 

10 

39 

22 

16 

6 

5 

2 

Per  Cent  Failuresf . 

26 

23 

38 

13 

8 

1 

5 

*  315  cases.  1 105  cases.  t  210  cases. 


Kenagy  reports  in  the  January  1923, 
issue  of  The  Service  Bulletin3  that 
92.7  per  cent  of  a  group  of  selected, 
superior  salesmen  are  married.  D.  B. 
Goldsmith,  in  a  privately  published 
pamphlet:  “A  Study  of  Five  Hundred 
Personal  History  Blanks,”4  finds  that 
marriage  is  a  positive  indication  of 
sales  success,  and  that  singleness  is  a 
negative  indication. 

Here,  then,  is  one  fact  that  can 
profitably  be  used  in  selecting  sales¬ 
men.  Everything  else  being  equal,  if 
we  had  to  choose  between  two  men, 
one  married  and  one  single,  the  prob¬ 
ability  would  be  strongly  in  favor  of 
success  for  the  married  man. 

*  Published  by  Bureau  of  Personnel  Research, 
Carnegie  Institute  of  Technology. 

‘  The  Guardian  Life  Insurance  Company  of  America. 


The  tendencies  of  the  two  groups 
can  most  quickly  be  summarized  by 
saying  that  in  the  group  of  successful 
salesmen  the  average  number  of  de¬ 
pendents  is  1.9;  while  in  the  group 
of  failures  the  corresponding  figure  is 
0.8. 

This  substantiates  the  general  con¬ 
clusion  made  when  examining  the 
marital  status  of  successful  men, 
namely,  that  increased  responsibility 
seems  to  provide  additional  incentive 
to  work  and  effort,  and  therefore  tends 
to  increase  production. 

VIII 

Education.  The  question  has  often 
been  asked  whether  education  is 
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related  to  success  in  selling.  The 
figures  below  will  show  the  tend¬ 
ency  in  a  general  way,  at  least  so 
far  as  the  company  in  question  is 
concerned. 


Education  of  Successful  Salesmen 


Number 

Per 

Cent 

Per  Cent 
of  Total 
Group 

Grammar 

School .... 

9 

8 

8 

High  School. . 

52 

47 

53 

College . 

50 

45 

39 

Education  of 

Failures 

Number 

Per 

Cent 

Per  Cent 
of  Total 
Group 

Grammar 

School .... 

9 

6 

8 

High  School. . 

92 

59 

53 

College . 

55 

35 

39 

A  comparison  of  these  two  groups 
upon  the  basis  of  education  does  not 
reveal  any  clear-cut  differences.  The 
only  point  at  which  they  seem  to  differ 
consistently  is  in  the  two  groups  of 
college-trained  men. 

Here  we  find  that  of  all  those 
hired,  39  per  cent  were  college  men, 
as  previously  defined,  but  that 


among  the  successes  45  per  cent 
were  college  trained,  and  among  the 
failures  only  35  per  cent  had  attended 
college. 

Other  organizations  have  found  dif¬ 
ferences  in  education  significant.  So, 
in  order  further  to  check  our  results 
the  group  of  successful  men  was  sub¬ 
divided  into  classes  A  and  B,  the  men 
in  the  latter  group  having  sold  just 
barely  enough  to  make  their  hiring 
profitable  to  the  company.  The 
result  was  as  shown  below. 

This  subdivision  brings  out  more 
clearly  a  tendency  towards  the  se¬ 
lection  of  men  with  greater  schooling. 
Grammar  school  men  have  but  slight 
chance  of  becoming  high-grade  sales¬ 
men  in  this  organization.  High  school 
men  seem  to  have  a  tendency  to 
break  up  into  two  groups,  one  hav¬ 
ing  a  tendency  to  complete  failure, 
and  the  other  to  an  above-average 
success. 

It  is  possible  that  the  method  of 
classification  has  been  responsible  for 
this,  for  it  will  be  remembered  that 
the  high  school  group  includes  not  only 
high  school  graduates,  but  also  all  men 
having  any  schooling  at  all  in  addition 
to  their  grammar  school  work,  whether 
it  was  night  school,  high  school,  or 
correspondence  courses. 

The  importance  of  these  figures 
must  not  be  overemphasized.  They 
are  merely  straws  pointing  the  di¬ 
rection  of  the  wind.  But  they  at  least 
help  us  to  trim  our  sails  a  bit  to  that 
wind  so  that  it  may  assist  rather  than 
retard  our  progress. 


Total  Group 
Per  Cent 

Failures 
Per  Cent 

A — Successes 
Per  Cent 

B — Successes 
Per  Cent 

Grammar  School . 

8 

6 

2 

11 

High  School . 

53 

59 

53 

40 

College . 

39 

35 

45 

49 
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IX 

Age.  What  is  the  ideal  age  for 
salesmen?  The  question  has  been 
asked  many  times.  Some  have  argued 
that  only  young  men  have  the  energy 
and  vitality  essential  to  success  in 
most  lines  of  sales  work.  Others  have 
taken  the  stand  that  the  age  and 
dignity  of  the  older  men  is  an  impor¬ 
tant  factor  in  getting  a  hearing. 
This  is  one  of  the  questions  that 
each  sales  manager  must  answer  from 
the  facts  in  his  own  records,  for 
it  is  exceedingly  probable  that  the 
answer  will  vary  according  to  the 
type  of  selling  and  the  commodity 
sold. 

For  this  company  the  data  presented 
in  Table  3  were  obtained. 

No  decided  tendency  can  be  seen 


50.  .  .  .  The  median  age  for  our  mixed 
group  of  (superior)  salesmen  is  38.56  years. 
In  a  sense  this  represents  a  composite  of 
all  superior  salesmen,  and  indicates  that, 
on  the  whole,  good  salesmen  come  to  the 
zenith  of  their  productive  power  when 
about  38  years  old. 

Holcomb,  of  the  Life  Insurance 
Sales  Research  Bureau,  reported  at  a 
meeting  of  the  Taylor  Society  at 
Philadelphia,  May  1922,  that: 

...  in  the  matter  of  age,  the  experi¬ 
ence  of  one  (life  insurance)  company  is  that 
men  below  26  show  distinctly  inferior 
results,  as  a  group,  in  comparison  with  men 
from  26  to  40,  and  of  the  men  between  the 
ages  of  26  and  40,  the  best  group  are  those 
between  31  and  35. 

Goldsmith,  in  the  pamphlet  men¬ 
tioned  before,  scores  the  ages  between 


Table  3.  Compaeison  of  Successful  and  Unsuccessful  Men  on  Basis  of  Age 


Age 

25  or 
Under 

26-30 

31 

-35 

36-40 

41 

-45 

46 

-50 

51  Plus 

No. 

Per 

Cent 

No. 

Per 

Cent 

No. 

Per 

Cent 

No. 

Per 

Cent 

No. 

Per 

Cent 

No. 

Per 

Cent 

No. 

Per 

Cent 

Failures . 

9 

6 

41 

29 

23 

16 

34 

24 

24 

17 

7 

5 

3 

2 

Successes . 

3 

2 

43 

24 

43 

24 

46 

26 

26 

15 

13 

7 

2 

1 

Both  Groups . 

12 

4 

84 

26 

66 

21 

80 

25 

50 

16 

20 

6 

5 

2 

in  the  table  favoring  any  particular 
ages,  although  a  bias  is  evident 
against  the  extremes. 

Kenagy,  in  the  article  previously 
mentioned,  says: 

Examination  shows  that  relatively  few 
salesmen — slightly  over  11  per  cent — be¬ 
come  big  producers  before  they  are  30 
years  old,  and  a  still  smaller  number — 
about  7  per  cent — remain  in  the  superior 
group  after  they  have  passed  the  age  of 


25  and  40  in  favor  of  applicants,  and 
penalizes  the  extremes  above  and  below 
those  ages. 

Richmond,  in  an  article  in  Admin¬ 
istration  for  January  1923,  says: 

Age  is  another  physical  characteristic 
which  has  an  important  influence  in  de¬ 
termining  a  salesman’s  success.  .  .  .  The 
extremes  (under  30  or  over  40)  are  un¬ 
favorable. 
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His  figures  are  on  life  insurance 
salesmen. 

Altogether  it  seems  safe  to  say  that 
applicants  below  25  or  above  50  are 
not  good  investments;  and  that  the 
most  promising  and  productive  men 
are  those  between  the  ages  of  30  and  40. 

X 

Experience.  Many  sales  managers 
give  more  weight  to  an  applicant’s 
experience  than  to  any  other  single 
factor.  When  this  is  the  case,  however, 
the  applicant’s  statements  have  been 
verified,  so  any  judgments  that  are 
made  are  presumably  based  upon 
facts.  This  is  not  the  case  with  the 
figures  shown  in  Table  4,  since  they 
have  been  accepted  at  face  value  from 
the  applicant’s  own  report  upon  his 
experience. 

Inspection  of  this  table  apparently 


men  were  separated  into  A  and  B 
groups,  the  latter  being  the  less  suc¬ 
cessful  men.  Classifying  them  ac¬ 
cording  to  experience,  we  get  the  result 
shown  in  Table  5. 

Very  decided  differences  are  shown 
by  this  classification,  but,  strangely 
enough,  it  indicates  consistently  that 
this  company  is  more  likely  to  find  its 
superior  salesmen  among  those  appli¬ 
cants  who  have  had  less  than  two  years 
of  previous  sales  experience. 

Another  interesting  fact  is  that  the 
men  who  have  had,  or  claimed,  more 
than  5  years’  experience  have  little 
promise  of  high  success.  Of  all  the 
men  hired,  42  per  cent  claimed  more 
than  5  years’  experience;  of  the  failures, 
41  per  cent  had  more  than  5  years’ 
experience;  of  the  Class  A  successes, 
only  17  per  cent  had  recorded  experi¬ 
ence  in  excess  of  five  years. 


Table  4.  Relation  of  Previous  Experience  to  Success 


Experience  in  Years 

Less  Than 
6  Months 

6  Months 
to  1  Year 

2  Years 

3  Years 

4  Years 

5  Years 

Over 

5  Years 

Per  Cent  of  Failures .  . . 

14 

11 

15 

7 

7 

5 

41 

Per  Cent  of  Successes .  . 

19 

8 

8 

6 

6 

7 

45 

Per  Cent  of  Both  Groups 

16 

10 

12 

7 

6 

6 

42 

shows  that  there  is  little,  if  any, 
relation  between  an  applicant’s  state¬ 
ment  of  his  previous  experience  and 
his  success  with  this  company. 

A  slight  difference  is  evident  in 
those  men  who  claimed  more  than 
five  years’  experience.  On  the  other 
hand,  it  appears  also  that,  of  the 
relatively  inexperienced  men  hired, 
those  having  practically  no  experience 
(less  than  6  months)  are  more  likely 
to  succeed  than  to  fail. 

As  a  further  check  upon  this  some¬ 
what  surprising  fact,  the  successful 


All  of  this  apparently  contradicts 
general  observation  and  opinion  re¬ 
garding  the  relation  of  experience  to 
success.  So  far  as  the  writer  is  aware, 
no  figures  have  been  published  show¬ 
ing  the  relationship  between  previous 
experience  and  success  (or  failure)  in  a 
new  line  of  selling.  For  that  is  what 
these  figures  show.  None  of  the  men 
had  ever  had  experience  in  just  this 
kind  of  work,  for  there  are  relatively 
few  companies  in  the  field.  In  several 
reports,  a  relationship  has  been  dem¬ 
onstrated  between  experience  in  the 
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Table  5.  Relation  of  Experience  to  Class  A  Success 


Experience  in  Years 

Less  Than 
6  Months 

6  Months 
to  1  Year 

2  Years 

3  Years 

4  Years 

5  Years 

More  ] 
Than  j 
5  Years 

Per  Cent  of  Class  A 
Successes . 

17 

22 

22 

8 

8 

6 

17 

Per  Cent  of  Failures . . 

14 

11 

15 

7 

7 

5 

41 

same  kind  of  selling  and  success  with 
the  particular  company  reporting. 
And,  naturally,  a  relationship  has  also 
been  demonstrated  between  experience 
and  success  in  the  same  company,  as 
only  those  who  have  been  able  to 
achieve  a  certain  minimum  success 
have  been  able  to  continue  at  that 
work. 

There  is  also  another  fact  which 
makes  our  results  more  credible.  It 
may  be  that  the  men  who  had  had 
more  than  5  years  of  selling  experience 
and  who  were  willing  to  make  a 
change  into  what  was  radically  a 
different  field  for  all  of  them,  were 
those  who  had  failed  of  success  in  their 
previous  endeavors.  In  other  words, 
it  may  be  that  when  this  company  is 
interviewing  men  with  more  than  5 
years  of  sales  experience  it  is  selecting 


from  a  group  composed  largely  of 
failures  in  other  fields  of  selling. 

However  we  may  attempt  to  ex¬ 
plain  the  facts,  we  can  be  sure  of 
nothing  except  the  figures.  Their 
explanation  demands  further  study. 

XI 

Height.  Claims  have  been  made 
that  executives,  as  a  group,  are 
unusually  big  men,  above  average 
in  both  height  and  weight. 

In  Table  6  statistics  are  given  show¬ 
ing  the  distribution  according  to 
height  of  506  salesmen  hired  by  this 
company,  of  the  failures  among  them 
and  of  several  groups  of  successful 
men,  divided  according  to  the  degree 
of  success  attained.  For  comparison, 
figures  are  also  included  for  almost 
6000  cases  from  the  general  population. 


Table  6.  Height  of  Various  Groups  of  Salesmen 


Height  in  Inches 

65  or  Less 

66 

67 

68 

69 

70 

71 

72 

73  and  Over 

Per  Cent  General  Population . 

27 

14 

15 

14 

12 

8 

5 

2 

2 

Per  Cent  Salesmen  Group . 

8 

7 

12 

16 

!0 

21 

10 

8 

7 

Per  Cent  Failures . 

9 

5 

9 

19 

8 

22 

8 

11 

9 

Per  Cent  Class  “A”  Successes . 

6 

6 

7 

15 

9 

17 

15 

17 

9 

Per  Cent  Class  “B”  Successes . 

8.5 

8.5 

16 

19 

9 

17 

7 

7 

8.5 

Note:  General  population,  5858  cases;  Salesmen  group,  506  cases;  Failures,  178  cases;  Class  “A” 
Successes,  54  cases;  Class  "B”  Successes,  70  cases. 
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The  first  striking  thing  about  this 
table  is  the  difference  it  shows  be¬ 
tween  the  height  of  unselected  men 
from  the  general  population  and  the 
height  of  a  group  of  salesmen. 

The  difference  is  roughly  two  inches, 
the  salesmen  being  the  taller.  The 
average  height  of  men,  “unselected” 
cases,  is  67.5  inches;  for  salesmen  it  is 
69.5  inches. 

Figure  2  shows  this  difference  very 
clearly.  It  also  appears  that  there 
may  be  a  bimodal  distribution  in  the 
salesmen  group,  one  of  the  modes  (or 
averages)  being  approximately  at  68.5 
inches,  and  the  other  approximately 
at  70.5  inches. 


Figure  2.  Comparison  According  to  Height 
of  Group  of  506  Salesmen  with  5858 
Men  From  General  Population 


The  distribution  shown  may  be 
accounted  for  in  two  ways.  First 
that  the  unevenness  is  due  to  the  lack 
of  a  sufficient  number  of  cases.  Small 
differences  could  be  accounted  for  in 
this  way,  but  in  a  group  of  506  men 
differences  due  to  chance  should  not 
be  so  great  as  in  this  instance. 


A  second  explanation  may  be  found 
in  the  interesting  habit  people  have  of 
stating  things  in  “round”  numbers. 
That  is,  men  5  feet  9  inches  tall  would 
have  a  tendency  to  say  5  feet  10  inches, 
and  thus  help  to  decrease  the  normal 
percentage  to  be  expected  at  5  feet 
9  inches,  and  to  increase  the  percentage 
at  5  feet  10  inches.  But  whatever 
may  be  the  explanation  of  the  form  of 
the  distribution,  there  is  no  doubting 
that  salesmen  as  a  group  are  two  inches 
above  the  average  height  of  “un¬ 
selected”  groups. 

In  Figure  3  is  shown  a  related  fact; 
that  is,  as  salesmen  differ  from  the 
average  in  height,  so  also  do  superior 
salesmen  differ  from  an  unselected 
group  of  salesmen,  though  not  nearly 
to  the  same  extent.  Figure  3  is  a 
comparison  of  the  superior,  or  class 
“A”  salesmen,  with  the  total  group 
of  salesmen  from  which  they  were 
drawn,  and  shows  that  the  superior 
salesmen  tend  to  come  from  the  ranks 
of  the  taller  of  the  salesmen. 


66  67  68  69  70  71  72  73  & 

Height  in  Inches 


Figure  3.  Comparison  According  to  Height 
of  506  Salesmen  with  54  Superior  Sales¬ 
men,  Showing  Tendency  of  the  Latter 
to  be  of  Unusual  Height 
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The  average  height  of  the  ten  lead¬ 
ing  salesmen  of  this  company  is  70.7 
inches;  the  average  height  of  all  the 
failures  is  69  inches. 

XII 

Results  of  Other  Investigations  as  to 
Effect  of  Height  on  Selling  Ability. 
There  is  little  doubt  that  salesmen,  as 
a  group,  are  characterized  by  above- 
average  height.  Kenagy,  Kitson,  and 
others  have  obtained  figures  on  groups 
of  salesmen,  showing  their  mean  height 
to  be  about  69.5  inches.  Whether 
there  is  also  a  relationship  between 
height  and  sales  success  among  the 
individuals  in  a  group  of  sales¬ 
men  is  not  so  certain.  The  figures 
for  this  company  indicate,  however, 
quite  a  definite  tendency  in  that 
direction. 

Kitson,  in  The  Journal  of  Personnel 
Research  for  October  1922,  in  a  study 
of  a  group  of  600  salesmen,  reaches 
the  conclusion  that  there  is  no  relation¬ 
ship  between  height  and  selling  ability. 
Certainly  his  figures  show  no  such 
correlation  among  the  individual  sales¬ 
men  in  the  group  he  studied.  His 
figures  substantiate  these  others,  how¬ 
ever,  in  the  fact  of  unusual  (above 
average)  height  for  his  salesmen  as  a 
group,  their  average  height  being  69.2 
inches,  or  nearly  two  inches  above  un¬ 
selected  men.  Additional  figures  that 
he  gives  on  insurance  salesmen  show 
that  the  highest  earnings  are  made  by 
men  between  69  and  70  inches  tall; 
and  that  the  relative  average  earnings 
of  men  under  67  inches  in  height  are 
the  lowest  of  all  groups  when  classi¬ 
fied  according  to  height.  These  figures 
are  valuable,  and  emphasize  the  im¬ 
portance  of  special  research  by  each 
sales  organization  to  discover  the  ex¬ 
tent  to  which  it  deviates  from  other 
organizations. 

Kenagy  concludes  that : 


Unusual  height  is  not  an  advantage  in 
selling.5  Only  4  per  cent  of  the  superior 
salesmen  are  more  than  6  feet  tall;  slightly 
more  than  8  per  cent  are  shorter  than  5 
feet  7  inches.  The  median  height  of  super- 
salesmen  is  5  feet  9.6  inches,  which  is  fully 
two  inches  greater  than  the  average  for 
the  general  male  population.  Blonds  and 
brunettes  do  not  differ  in  average  stature. 

This  fact  of  unusual  stature  among 
salesmen  opens  up  an  interesting  field 
of  speculation  as  to  the  reason  for  a 
selection  of  this  kind.  An  explanation 
may  be  found,  possibly,  in  the  greater 
authority  and  dominance  of  a  large 
man.  That  is,  it  may  be  instinctively 
easier  to  obey  the  commands  of  a  large 
man,  thus  decreasing  the  resistance  to 
the  idea  of  “signing  on  the  dotted 
line”! 

XIII 

Weight.  Since  height  and  weight 
are  correlated,  we  should  expect  to 
find  that  salesmen  are  also  above 
average  in  weight.  Upon  calculation 
we  find  this  to  be  the  case.  The  aver¬ 
age  weight  of  men  (from  army  draft 
figures)  is  approximately  141.5  pounds; 
for  our  group  of  salesmen  the  corre¬ 
sponding  figure  is  160  pounds. 

XIV 

The  “Ideal”  Salesman.  From  the 
facts  brought  out  in  this  article,  we  can 
describe  at  least  this  company’s  ideal 
applicant  for  a  sales  position.  By 
“ideal”  here  is  meant  simply  that 
man  who  offers  the  greatest  probability 
of  a  successful  career  as  salesman. 

First  of  all,  we  can  say  that  he  is  an 
attractive,  commanding  figure,  be¬ 
tween  5  feet  10  inches  and  6  feet  tall. 
He  tips  the  balance  in  the  neighbor¬ 
hood  of  185  pounds.  His  age  lies  some- 

s  By  unusual  here  he  must  mean  unusual  in  a  sales 
•iroup,  which  is  already  distinguished  by  unusual 
height  in  the  sense  that  it  is  above  the  average. 
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where  in  the  thirties,  and  he  is  married 
and  has  one  child. 

Preferably  our  applicant  should  have 
had  a  high  school  or  college  training, 
though  not  necessarily  a  graduate  of 
either.  He  should  have  had  con¬ 
siderable  business  experience,  but  if  he 
has  had  more  than  5  years  of  sales 
experience  we  should  investigate  his 
record  thoroughly  to  determine  why 
he  has  not  been  able  to  establish  him¬ 
self  in  one  of  his  previous  connec¬ 
tions. 

But  when  an  applicant  interviews 
us  who  is  between  20  and  30  years  old, 
single,  of  grammar  school  education, 
about  5  feet  7  inches  tall  and  weighing 
around  140  pounds — well,  all  we  can 
say  is  that  maybe  he  is  a  good  sales¬ 
man,  but  you  cannot  afford  to  prove  it. 

Or  possibly  your  applicant  may  be  a 
jaunty,  old  man,  who  claims  loudly 
that  “we  old  fellows  can  show  them 
youngsters  what  selling  is.”  Treat 
him  with  respect — but  do  not  hire 
him.  If  he  had  the  goods  to  deliver 
for  which  we  are  looking  he  would  not 
be  out  marketing  them  at  his  age. 

XV 

Hard  Work  as  a  Factor  of  Sales 
Success.  So  far  the  discussion  has  been 
confined  to  demonstrable  facts.  There 
is,  in  addition,  one  point  upon  which 
all  experienced  sales  managers  will 
agree  as  essential  to  success  in  any 
form  of  sales  work.  If  an  applicant 
can  show  that  he  is  a  worker,  the 
chances  are  decidedly  in  favor  of  his 
success. 

Nothing,  we  will  say  rashly,  is  im¬ 
possible  to  the  salesman  who  puts  in 
full  hours  every  day,  every  week,  and 
every  month.  The  man  who  does  that 


may  not  start  off  like  wildfire,  but  his 
annual  production  climbs  and  climbs 
until  he  is  perched  close  to,  if  not  at, 
the  top  of  the  list. 

XVI 

A  Word  of  Caution.  The  facts  that 
have  been  shown  here  as  characteristic 
of  successful  salesmen  are  published 
for  the  information  and  guidance  of 
sales  managers  who  have  hiring  prob¬ 
lems — and  who  has  not? 

Two  things  should  be  guarded 
against,  and  they  are,  strangely 
enough : 

1.  Giving  too  much  weight  to  the  facts 
brought  out. 

2.  Giving  too  little. 

Perhaps  the  more  dangerous  of 
these  is  the  former.  If  you  are  really 
interested  in  making  your  hiring  more 
efficient,  there  is  only  one  thing  to  do — 
study  your  own  records  carefully.  If 
you  have  not  the  facts  and  figures  you 
need,  begin  to  collect  them  now. 

When  you  have  made  a  careful 
analysis  of  the  characteristics  of  your 
own  sales  force,  compare  it  with  the 
findings  of  other  men.  In  that  way 
you  will  be  able  to  see  how  your 
problem  differs  from  theirs,  and  in 
what  respects  it  shows  similar  char¬ 
acteristics. 

Before  hiring  a  salesman,  learn  as 
much  as  possible  of  his  previous  work, 
consider  the  facts  you  have  discovered, 
combine  all  the  facts,  and  then  use 
your  best  judgment. 

If  you  are  honest  about  it,  you  will 
soon  discover  whether  or  not  your 
judgment  of  applicants  is  worth  any¬ 
thing.  If  it  is  not,  let  a  better  man  do 
the  hiring — if  you  can  find  him. 


HOW  THE  WALWORTH  COMPANY  LOOKS  AHEAD 

Article  II 


Determining  the  1923  Sales  Dead  Line  and  Quota 

Part  I 

BY  JOSEPH  H.  BARBER* 


THE  contrast  between  the  sales 
quota  and  the  simpler  point-con¬ 
tests  or  “games”  is  distinct.  In  the 
point-contests  each  man  competes 
only  to  prove  himself  better  than  his 
fellows,  and  his  superiority  is  then 
recognized  even  though  he  never  ex¬ 
pends  his  own  best  effort.  Quite  the 
contrary  is  true  under  any  quota  plan, 
as  each  contestant  strives  towrard  a 
standard  of  possible  attainment  set 
for  him  alone;  yet  his  degree  of  suc¬ 
cess  may  be  observed  in  true  com¬ 
parison  with  that  of  his  fellows  when 
the  individual  performance  is  meas¬ 
ured  in  terms  of  the  individual 
standard. 

The  simpler  form  of  point-contest 
requires  only  essentially  equal  op¬ 
portunity  for  all  contestants.  The 
points,  or  units  of  comparison,  may 
assume  any  form — volume  in  dollars, 
number  of  new  accounts,  or  even  an 
intricate  scoring  device  involving  hand¬ 
icap  allowances  and  a  rate  scale 
evaluating  attainments  of  varying 
importance. 

In  this  manner  the  efforts  of  in¬ 
surance  salesmen,  all  of  whom  may 
select  at  will  prospects  within  a  com¬ 
mon  territory,  may  be  measured  by  the 
volume  of  new  business  underwritten. 
Or  the  efforts  of  department  store 
buyers  may  be  recognized  on  the  basis 
of  percentage  improvement  in  their 
turnover  rates.  But  always  the  first 
requirement  of  such  contests  is  an 

*  Staff  Assistant  to  the  President,  Walworth  Man¬ 
ufacturing  Company,  Boston,  Mass. 


essentially  equal  basis  of  opportunity 
for  all  contestants. 

II 

Sales  Quota  Ideals.  The  effective 
sales  quota  plan,  on  the  other  hand, 
always  necessitates  the  establishment 
of  individual  standards,  100  per  cent 
attainable  if  sales  effort  is  directed  in 
equally  skilful  manner  against  an 
equal  measure  of  sales  resistance. 
Since  no  sales  quota  standards  can  be 
set  with  ideal  precision,  opinion  may 
vary  as  to  whether  quotas  should  be 
higher  or  lower  than  a  really  attain¬ 
able  goal. 

The  higher  quotas — stars  to  aim  at 
— are  advocated  by  many.  And,  since 
the  salesman  should  recognize  in  the 
quota  assigned  him  the  influence,  at 
least  in  some  degree,  of  his  own  re¬ 
corded  expectation  of  what  he  can  do, 
the  higher  quota  may  well  be  sug¬ 
gested  as  desirable,  for  the  tendency 
of  salesmen  is  optimistically  to  over¬ 
state  possibilities  without  careful  con¬ 
sideration  of  probabilities.  Yet,  a 
high  quota,  even  though  it  be  the 
salesman’s  own  estimate,  if  it  be  be¬ 
yond  reasonable  accomplishment,  may 
quickly  discourage  fair  effort  and 
develop  an  increasing  expectation  of 
failure.  And  further,  estimates  which 
are  optimistically  high  are  not  desirable 
for  use  in  governing  production  at  the 
works. 

On  the  other  hand,  low  quotas,  a 
little  easy  of  attainment,  are  more 
desirable  even  for  the  salesman  than 
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high  quotas  impossible  to  attain,  for 
confidence  will  be  established  in  the 
salesman  who  can  prove  himself  equal 
to,  or  better  than,  the  standard  of 
accomplishment  established  for  him. 

Consequently,  while  individual  as¬ 
signments  will  reflect  so  far  as  possible 
each  salesman’s  own  estimate  of  pos¬ 
sibilities,  the  complete  quota  plan 
will  embody  individual  standards  so 
carefully  established  on  the  basis 
of  past  records  and  present  oppor¬ 
tunity,  that  each  contestant: 

1.  Will  sense  his  power  to  attain  the 
reasonable  standard. 

2.  Will  conceive  his  program  to  be  a 
necessary  part  of  the  whole  program. 

3.  Will  realize  that  the  sales  required  of 
him  are  counted  upon  to  keep  the  wheels 
of  his  factory  turning  at  a  rate  which  will 
mean  profit. 

4.  Will  know  that  his  degree  of  success 
will  be  recognized  by  his  fellows  as  well  as 
by  his  superiors. 

These  are  the  quota  ideals  for 
effectively  stimulating  sales  effort  when 
contestants  do  not  compete  on  an 
essentially  equal  basis  of  opportunity. 

Ill 

Ideals  versus  Practice.  The  ease 
with  which  sales  quota  ideals  may  be 
defined  contrasts  sharply  with  the 
difficulty  with  which  they  may  be 
utilized  in  practice.  Yet  all  the  quota 
ideals  enumerated  are  utilized  to  some 
extent  in  the  1923  Sales  Dead  Line  and 
Quota  Plan  of  the  Walworth  sales 
organization,  an  organization  com¬ 
prising  branch  houses  serving  the 
domestic  consumer  direct,  eastern  and 
western  divisions  soliciting  domestic 
jobber  trade  from  central  offices,  and 
an  export  division  effecting  sales  in 
reactionary  foreign  markets. 

How  the  various  requirements  of  the 
ideal  sales  quota  have  been  incor¬ 
porated  in  the  plan  is  indicated  dia¬ 


grammatically  in  Figure  1.  The 
diagram  not  only  represents  the  sche¬ 
matic  arrangement  of  the  quota  plan 
as  a  whole,  but  also  each  component 
part  of  the  plan  presented  to  the 
individual  unit  sales  managers.  It 
shows  a  month-by-month  quota  as¬ 
signment,  attainable  by  the  exhibition 
of  the  real  salesmanship,  which  will  be 
required  to  gain  more  than  the  dead¬ 
line  volume  of  order-taker’s  business.1 
To  some  extent  each  unit’s  quota  mark 
reflects  the  unit  manager’s  own  esti¬ 
mate.  But,  if  necessary,  and  then  so 
far  as  possible  with  the  unit  manager’s 
assent,  the  central  office  revises  the 
individual  estimates  so  that  only  by 
the  display  of  equal  degrees  of  sales¬ 
manship  may  the  several  sales  man¬ 
agers  attain  each  month  their  re¬ 
spective  quota  marks. 

Each  quota  mark  is  not  the  maxi¬ 
mum  attainable;  it  may  be  exceeded 
under  special  conditions  or  by  unusual 
effort  in  some  months.  Thus  the 
quota  plan  embodies  the  first  quota 
ideal,  for  the  unit  managers  sense  the 
reasonableness  of  their  assignment  and 
realize  the  possibility  of  its  attain¬ 
ment  every  month.  The  quota  is  a 
“can”  mark  stimulating  the  managers 
to  exceed  the  amount  of  order-takers’ 
business  it  is  known  the  territory 
should  yield.  As  to  the  second  ideal,  in 
both  his  quota  and  his  dead  line,  the 
manager  conceives  of  his  assignment 
in  each  case  as  a  vital  component  part 
of  the  whole  program,  of  his  quota 
volume  as  very  necessary  for  desirable 
profits,  and  of  his  dead-line  volume 
as  a  very  tangible  “must”  require- 

1  “It  is  now  generally  agreed  that  a  large  proportion 
of  what  a  salesman  sells  is  not  sold  because  of  'sales¬ 
manship.’  This  proportion  sells  itself — or  rather  it  is 
sold  because  of  the  demand  created  by  advertising, 
reputation,  habit  on  the  part  of  buyers,  current  eco¬ 
nomic  conditions,  and  the  momentum  of  selling  handed 
down  by  predecessors  in  the  selling  field.  Such  ‘sell¬ 
ing’  represents  the  work  of  order-takers,  not  of  sales¬ 
men.  Only  when  a  salesman  has  none  of  these  ex¬ 
traneous  helps  can  the  volume  of  sales  be  said  to 
measure  his  salesmanship.  It  is  not  the  bulk  of  the 
business  he  gets  so  much  as  the  business  he  adds,  that 
tells  the  real  story  of  his  success  as  a  salesman.”- — From 
the  house  organ  of  the  Walworth  Sales  Department. 
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Figure  1.  The  Measure  op  1923  Salesmanship 


ment.  The  third  ideal  finds  expression 
in  this  “must”  requirement,  for  each 
manager  realizes  that  this  dead  line 
amount  of  business  is  the  initial  basis 
of  the  works  production  program, 
which  may  be  reasonably  adjusted  to 
an  increase  but  which  can  only  with 
difficulty  be  revised  downward  after 
commitments  have  been  made.  And, 
finally,  each  unit  manager  knows  that 
if  his  territory  is  already  well  saturated, 
the  attainment  of  his  quota  mark,  but 
a  slight  margin  beyond  his  dead  line, 
will  be  recognized  by  all  as  evidence  of 
quite  as  fair  a  measure  of  real  sales¬ 
manship  as  the  full  attainment  of 
quota  by  another  manager  surrounded 
by  greater  opportunity. 

Our  quota  plan  embodying  these 
ideals  enables  our  president  to  say  to 
the  salesmen: 


We  have  succeeded,  I  believe,  in  de¬ 
termining,  through  these  studies,  pretty 
accurately  where  the  “Normal  Develop¬ 
ment”  business  ends,  and  where  the  real 
salesmanship  begins,  month  by  month. 
You  salesmen  now  will  be  credited  with  the 
business  you  bring  in  through  your  own 
superior  selling  ability. 

And  the  vice-president  in  charge  of 
sales  tells  them: 

The  work  you  do  as  individuals  is  vital 
to  the  success  of  the  whole  program,  of 
course.  If  each  man  carries  out  his  assign¬ 
ment  100  per  cent  we  shall  be  able  to  keep 
both  works  operating  at  maximum  capacity 
and  show  a  good  profit.  I  am  fully  aware  of 
your  difficulties,  but  I  do  want  to  impress 
upon  you  the  absolute  need  of  keeping  the 
plants  busy. 

The  backbone  of  the  plan,  it  will  be 
seen,  is  the  determination  of  the 
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volume  of  order-takers’  business  which 
may  be  derived  monthly  from  the 
individual  territories.  If  this  volume 
be  determined,  the  combined  judg¬ 
ment  of  the  local  managers  and  the 
central  office  sales  executives  may  be 
relied  upon  to  determine  what  added 
amount  of  business  may  be  procured 
in  each  territory  through  salesman¬ 
ship.  Although  there  may  be  some 
general  interest  in  the  full  procedure 
involved  in  the  inauguration  of  the 
complete  quota  plan  and  in  its  relation 
to  production  control,  the  balance  of 
this  and  the  next  article,  which  will 
continue  the  present  discussion,  will 
pertain  to  the  statistical  analysis 
enabling  the  establishment  of  the 
“dead  line”  amounts,  representing  the 
anticipated  volume  of  order-takers’ 
business  derivable  from  each  sales 
territory,  and  the  quota  amounts, 
representing  the  volume  which  reason¬ 
ably  good  salesmanship  should  secure. 

IV 

Sales  Data  as  a  Quota  Basis.  “The 
past  is  the  echo  of  the  future  that  we 
hear  in  the  present.”  Ours  is  a  “bread 
and  butter”  business.  The  style 
element  and  many  other  transitory 
factors,  very  disconcerting  to  the  fore¬ 
caster  in  other  lines  of  business,  with 
us  are  not  so  significant.  Therefore, 
the  quoted  phrase  is  very  pertinent  in 
connection  with  the  establishment  of 
our  sales  quota.  An  intensive  study, 
analysis  and  interpretation  of  our  past 
records  is,  in  fact,  the  cornerstone  of 
all  our  forecasting  involving  the  build¬ 
ing  up  of  sales,  or  any  other  standards 
of  future  accomplishment.  It  is  as¬ 
sumed  that  reasonable  sales  dead-line 
amounts  could  not  be  determined 
without  a  fund  of  co-ordinated  past 
statistics,  not  only  of  sales  perform¬ 
ance,  but  also  of  factory  capacities, 
seasonal  load  demands,  and  the  many 


factors  which  may  bear  upon  the 
ultimate  sales  (shipment  and  charge 
to  customer),  possibly  consummated 
several  months  after  the  salesman 
has  directed  the  customer  to  place  his 
signature  on  the  dotted  line  at  the 
bottom  of  the  order  blank. 

That  such  an  available  fund  of  fact 
may  be  assembled,  interpreted,  and 
employed  in  the  recurring  problems  of 
management,  and  that  it  can  be  done 
with  an  expenditure  to  be  designated 
not  as  an  expense,  but  as  a  real  in¬ 
vestment,  was  suggested  in  the  first 
article  of  this  series.2  That  earlier 
discussion  presented  reasons  why  an¬ 
alysis  of  our  problems  must  be  on  the 
basis  of  calendar  years,  and  explained 
how  we  identify  calendar  years  most 
nearly  comparable  from  the  viewpoint 
of  the  business  cycle.  The  present 
discussion  will,  from  that  point,  and 
as  of  November  1922,  continue  the 
analysis  of  past  sales  data  as  it  bears 
upon  the  forecast  of  future  sales 
probabilities— this  for  the  purpose  of 
establishing  the  1923  quotas. 

V 

Order  of  Procedure.  However,  our 
order  of  analysis,  as  it  will  be  here  pre¬ 
sented,  may  bear  some  explanation, 
for  we  proceed  first  to  define  the  prob¬ 
able  total  and  work  therefrom  to  dis¬ 
cover  the  contributions  to  the  total 
by  each  subordinate  unit.  This  order 
of  procedure  in  our  case  seems  reason¬ 
able  because  in  any  year — and  par¬ 
ticularly  in  a  year  such  as  1923,  when 
plant  operation  approaches  capacity — 
the  rate  of  output  determined  by  a 
wise  production  policy  effectively  limits 
the  maximum  or  combined  total  of  all 
sales.  This  is  true  because  total  out¬ 
put,  through  the  natural  operation  of 
unavoidable  shortages  and  of  ad¬ 
vance  ordering  by  the  more  fore- 
sighted,  proportions  itself  to  the  several 

!See  Administration,  May  1923,  p.  523. 
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consuming  sales  units,  and  becomes 
the  real  limiting  factor  upon  the 
demand  finally  to  be  registered  in  the 
individual  territories. 

The  estimates  of  local  managers  do 
not  always,  in  practice,  take  account 
of  the  limitation  just  mentioned: 
their  excessive  anticipations  may  in¬ 
clude  a  portion  that  may  be  styled 
“asking”  demand,  comprising  dupli¬ 
cate  orders  for  coverage  of  some  pur¬ 
chasers  at  rush  seasons  when,  as  a 
production  policy,  it  would  be  un¬ 
economical  to  cater  wholly  to  the 
market.  If  immediate  shipments  could 
be  made  at  such  times,  this  “asking” 
demand  would  quickly  vanish. 

Thus,  while  it  would  be  possible  to 
analyze  the  individual  territories,  de¬ 
termine  maximum  possibilities,  and 
summate  the  detail  to  arrive  at  a  total, 
the  resulting  aggregate  of  a  number  of 
decentralized  and  unco-ordinated  esti¬ 
mates,  each  logically  enough  compiled 
from  facts  in  the  hands  of  the  indi¬ 
vidual  estimators,  might  fail  to  be 
representative  of  the  combined  action. 
On  the  other  hand,  this  combined 
action  is  ascertainable  with  fair  ac¬ 
curacy  if  the  initial  analysis  is  of  the 
probable  trend  of  the  whole. 

Again,  there  appears  the  advantage 
of  sales  quota  assignments  independent 
of  the  dead-line  allotments,  for  the 
quota  total  may  be  comprised  of  in¬ 
dividual  managers’  own  estimates 
added  to  make  a  total,  while  the  dead¬ 
line  total  may,  if  preferable,  be  de¬ 
termined  first  and  then  broken  down 
to  any  desirable  extent  of  detail. 

Our  analysis  will  show  how  to 
establish  for  the  dead  line  and  quota: 

1.  The  probable  1923  total  sales  of  the 
company  as  a  whole. 

2.  The  probable  monthly  distribution  of 
the  combined  sales. 

3.  The  probable  contribution  of  each 
sales  unit  to  the  total  of  all  1923  sales. 

4.  The  probable  contribution  of  each 


sales  unit  to  each  calendar  month’s  total 
sales  for  the  company  as  a  whole. 

The  first  of  these  problems  is  con¬ 
sidered  here — the  others  in  the  second 
part  of  the  article.  The  complete 
discussion  will  carry  the  analysis  to 
the  monthly  total  of  sales  anticipated 
from  each  of  the  nine  individual  sales 
units.  The  actual  analysis  to  provide 
for  the  establishment  of  initial  pro¬ 
duction  policies  determines,  in  addi¬ 
tion,  how  much  each  sales  unit  will 
probably  require  of  each  of  ten  groups 
of  product,  and  when  the  demand  for 
this  product  will  probably  fall  most 
heavily  upon  the  works.  A  later 
article  will  discuss  in  greater  detail  the 
methods  of  forecasting  the  seasonal 
variations  in  demand  for  these  mis¬ 
cellaneous  products. 

VI 

Type-Year  Comparisons.  By  what 
percentage  will  total  1923  dead-line 
sales  volume  exceed  the  1922  antici¬ 
pated  total?  The  question  is  asked  as 
of  November  1922,  while  there  is  yet 
some  uncertainty  as  to  the  exact 
volume  of  1922  total  sales.  However, 
the  actual  figures  for  sales  of  the  last 
two  months  of  the  current  year  may 
be  replaced  by  the  accurately  esti¬ 
mated  sales  figures  incorporated  in  the 
current  budget. 

The  first  step  in  answering  our 
question  comprises  an  analysis  of  the 
relation  between  the  quarterly  and  the 
annual  volumes  of  sales  in  the  third 
type  of  cycle  year,  and  the  similar 
volumes  in  the  second  type  of  cycle 
year,  as  shown  in  the  chart  of  Figure 
2.  If  there  is  found  to  exist  a  reason¬ 
ably  consistent  relation,  it  may  be 
fairly  assumed  that  1923  will  exhibit 
characteristics  very  similar  to  those 
exhibited  in  so  many  previous  years  of 
the  third  type.  This  chart  and  its 
accompanying  tabulated  analysis  will 
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Analysis  of  Chart  in  Figure  2  for  Typical  Characteristics  of  Comparable 

Cycle  Years 


SECOND-TYPE  CYCLE  YEARS 

1892,  1902,  1906,  1912,  1919,  1922 

1.  Compared  with  similar  quarters  of  pre¬ 

vious  year: 

(a)  First  quarter  equal  to,  or  higher  than 
year  ago. 

(b)  Second  and  third  quarters  equal  to, 
or  a  little  higher. 

(c)  Fourth  quarter  higher,  sometimes 
considerably. 

2.  Compared  with  average  for  previous  year: 

(a)  First  quarter  much  lower  than 
previous  year’s  average. 

(b)  First  half  sometimes  averages  higher, 
but  usually  somewhat  lower. 

(c)  Whole  year  averages  higher. 

3.  Compared  with  average  of  current  year: 

(a)  First  quarter  much  lower  than  cur¬ 
rent  year’s  average. 

(b)  First  three-quarters  average  much 
lower. 

(c)  Response  to  general  recovery  not 
felt  till  last  half. 

(d)  High  point  not  reached  till  late  in 
year. 


THIRD-TYPE  CYCLE  YEARS 

1893,  1903,  1907,  1913,  1920, 1923 

1.  Compared  with  similar  quarters  of  pre¬ 

vious  year: 

(a)  First  quarter  much  higher  than  year 
ago. 

(b)  Second  and  third  average  equal  to, 
or  higher. 

(c)  Fourth  quarter  always  averages 
lower. 

2.  Compared  with  average  for  previous  year: 

(a)  First  quarter  averages  lower,  or 
possibly  equal  to  previous  year’s 
average. 

(b)  First  half  averages  slightly  lower,  or 
equal  to. 

(c)  Whole  year  averages  about  equal  to, 
or  higher  (only  once  slightly  lower). 

3.  Compared  with  average  of  current  year: 

(a)  First  quarter  but  slightly  lower  than 
current  year’s  average. 

(b)  First  three-quarters  average  some¬ 
times  lower  but  usually  higher. 

(c)  Declining  general  business  first 
checks  and  then  depresses  billings 
during  the  last  two  quarters. 

(d)  Last  quarter  billing  sometimes  higher 
or  equal  to,  but  usually  lower. 


It  is  observed  that  the  average  for  third-type  years  may  be  equal  to,  somewhat  ahead  of,  or,  in  an  excep¬ 
tional  case,  slightly  less  than  the  average  of  the  respective  seoond-type  years;  that,  whether  the  average 
goes  ahead  or  not  and  to  what  extent,  is  largely  determined  by  whether  the  high  point  of  the  business 
oycle  is  passed  late  or  early  in  the  year,  and  whether  the  higher  level  is  sustained  . 
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indicate  such  general  relations;  in 
fact  the  tabulation  confirms  the  se¬ 
lection  of  these  particular  years  as 
comparable  from  the  viewpoint  of 
business  cycle  sequences.  The  plot¬ 
tings  are  in  ratio,  and  therefore  the 
percentage  increase  of  one  year’s 
average  over  the  previous  year’s  aver¬ 
age  may  be  read  from  the  chart  di¬ 
rectly.  While  the  average  of  each 
second-type  year  was  definitely  no 
less  than  5  per  cent,  and  was  once  as 
great  as  40  per  cent,  higher  than  the 
average  of  its  previous  year,  it  cannot 
be  so  easily  and  directly  inferred  by  a 
like  analogy  that  the  average  of  the 
third-type  year  will  be  either  greater, 
or  less,  than  the  average  of  the 
second-type  year. 

VII 

Trade  Outlook  and  Other  Factors. 
At  this  point,  an  analysis  in  some 
detail  as  to  the  possible  net  effect  of 
many  interacting  forces  will  result  in 
an  assurance  that  the  1923  average 
will  be  higher  than  the  1922  average, 
and  that  the  increase  will  be  no  less 
than  10,  nor  greater  than  15  per  cent. 
For  instance,  trade  conditions  affecting 
our  various  sources  of  demand  may 
be  epitomized  as  follows: 

1.  Building  in  1923  will  not  greatly  ex¬ 
ceed  1922  levels. 

2.  Industrial  repair  and  replacement 
activity  will  increase  somewhat. 

3.  The  oil  industry  will  show  increased 
activity,  stimulating  sales. 

4.  Railroad  and  shipbuilding  activity 
will  parallel  the  activity  of  business  in 
general. 

5.  General  foreign  conditions  will  not 
be  markedly  improved  over  1922. 

6.  Domestic  business  in  general  is 
destined  to  continue  improvement  during 
the  greater  part  of  1923. 

Further  specific  considerations  per¬ 


tain  more  directly  to  our  own  mer¬ 
chandising  organization  and  policy: 

7.  The  high  point  of  our  business  cycle 
in  1923  will  probably  be  reached  in  July  to 
October — later  than  in  many  similar 
years  with  which  we  have  compared  it. 

8.  We  have  more  branches  and  more 
retail  distribution  than  formerly,  and  the 
result  of  the  retail  distribution  is  to  feel 
the  cycle  less  acutely  and  to  lag  behind  in 
reaction  to  the  general  trend. 

9.  We  have  added  and  are  adding  to  our 
branch  lines  other  than  Walworth  items, 
and  the  increased  diversity  of  product 
should  enable  continued  pressure  on  the 
lines  that  are  still  selling. 

10.  The  price  level  is  higher  than  in  the 
pre-war  years  considered,  and  a  greater 
percentage  increase  in  dollars  would  result 
from  a  percentage  tonnage  increase  equal 
to  the  percentage  tonnage  increase  attained 
in  the  previous  years  considered. 

11.  The  years  considered  scarcely  reflect 
in  any  way  our  growing  export  business. 
The  cycle  upon  which  we  are  now  pro¬ 
ceeding  is  of  domestic  business  only.  It  is 
proceeding  ahead  of  sound  foreign  recov¬ 
ery.  The  decline  in  the  domestic  cycle 
possible  in  late  1923  and  in  1924  may  be  in 
the  face  of  continued  improvement  of 
foreign  conditions,  in  fact,  it  may  be  merely 
a  readjustment  to  the  improving  level  of 
foreign  conditions.  If  our  foreign  trade 
should  only  partially  “come  back”  in  1923, 
continuing  probably  on  its  ascent  even 
though  domestic  business  begins  a  decline, 
it  would  be  a  factor  in  determining  a  1923 
average  sales  level  higher  than  1922. 

VIII 

Confirming  the  Analysis.  As  stated, 
a  weighted  evaluation  of  the  fore¬ 
going  and  other  considerations  sug¬ 
gests  an  increase  in  total  of  between 
10  and  15  per  cent.  However,  the 
findings  of  this  first  analysis  are  con¬ 
firmed  by  an  even  more  definite  sug¬ 
gestion  of  percentage  increase  afforded 
by  a  second  line  of  reasoning  based  on 
the  facts  graphically  presented  in 
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TOTAL  MONTHLY  SALES 

ACTUAL  AND  FORECAST  SEASONAL  VARIATIONS 
PLOTTED  IN  RATIO  AGAINST 
ACTUAL  AND  FORECAST  CYCLE  INDEX 


Figure  3.  Chart  Showing  Total  Monthly  Sales 
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Figure  3,  which  is  also  plotted  in 
ratio.  Here  the  Walworth  Index  of 
Sales,1 2 3  is  shown  as  a  heavy  trend  line 
about  which,  with  consistent  seasonal 
variation,  fluctuates  the  line  of 
monthly  plottings. 

This  confirmatory  analysis  is  based 
upon  the  cycle  activity  exhibited  in 
past  years  by  our  own  sales  index. 
It  is  first  noted  that  in  none  of  the 
five  comparable  cycles  did  the  up¬ 
ward  movement  of  our  sales  continue 
appreciably  longer  than  two  years. 
This  length  of  time  consumed  in 
approaching  the  high  from  the  low 
point,  checks  well  with  the  duration  of 
speculative  bull  markets,  and  with 
the  usual  lapse  of  time  before  a  com¬ 
plete  recovery  of  general  business  to 
peak  levels.  This  usual  length  of  time 
in  the  case  of  our  present  cycle  would 
fix  the  high  point  of  our  trend  several 
months  before  the  close  of  1923. 

IX 

Estimating  Probable  Increase  of  Sales. 
Having  thus  defined  a  time  limit  for 
the  continuing  upward  trend  of  the 
index  line,  there  yet  remains  for 
determination  the  probable  extent  of 
its  1923  increase  in  elevation  beyond 
the  level  already  attained  in  1922.  By 
reference  to  the  previous  cycles  as 
precedents,  this  problem  is  solved: 

1.  By  discovering  the  percentage  in¬ 
crease  in  altitude  represented  by  each 
previous  high  point  referred  against  its 
previous  low  point  about  two  years  earlier. 

2.  By  averaging  these  five  percentages 
for  an  “average  percentage  spread”  in 
elevation  between  each  high-trend  point 
and  its  previous  low  point. 

3.  By  considering  all  known  reasons  why 
this  “average  percentage  spread”  may  not 
be  applicable  to  the  1921-1923  conditions 
— because  of  lesser  or  greater  price  fluctu¬ 
ation,  for  instance — and  determining  what 

3  For  explanation  of  this  index  and  its  correlations 
later  referred  to,  see  Administration,  for  May,  page  531. 


will  be  the  probable  percentage  spread  in 
this  particular  cycle. 

4.  By  deducting  from  this  percentage 
spread  assumed  for  1921-1923  the  per¬ 
centage  increase  in  elevation  over  the  1921 
low  point  already  attained  in  1922  and 
thereby  deriving  a  remainder  percentage 
representing  the  probable  further  increase 
in  elevation  of  trend  line  to  be  attained 
before  the  later  months  of  1923. 

The  middle  point  of  the  trend  line, 
extended  through  1923  on  the  basis  of 
such  analysis  and  as  shown  in  Figure 
3,  represents  the  average  elevation  of 
the  twelve  monthly  plottings  for  the 
year — an  average  level  12}^  per  cent 
higher  than  the  average  level  of  1922. 
Thus  this  method  of  approach  con¬ 
firms  the  previous  analysis,  and  gives 
more  definite  suggestion  as  to  the 
percentage  of  probable  increase. 

It  is  to  be  remembered  that  this 
1923  grand  total  represents  the  amount 
of  increased  business  caused  by  the 
normal  rise  in  our  secular  trend,  by 
the  continued  business  cycle  improve¬ 
ment,  and  by  other  cumulative  forces 
whose  operation  can  be  anticipated  as 
normal  development.  Therein  lies  the 
value  of  this  dead-line  amount  in 
assuring  the  sales  managers  that  un¬ 
usual  efforts  and  improved  selling 
efficiency  will  be  recognized.  There 
may  be  unknown  cumulative  forces 
at  work  to  determine  a  more  marked 
increase  in  our  secular  trend  line. 
The  recent  expansion  into  branches, 
the  constantly  improved  efficiency, 
the  measure  of  success  attending 
our  advance  production  of  a  full 
assortment  of  stock  for  shipment  on 
all  rush  season  orders,  the  constantly 
improving  tone  of  the  whole  organ¬ 
ization — all  these  are  intangibles  which 
the  group  of  live  sale  managers  may 
nevertheless  appropriate — may  even 
partially  direct — to  serve  in  develop¬ 
ing  a  1923  quota  total  much  in  excess 
of  the  dead  line  here  determined. 
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AN  indispensable  part  of  any  suc- 
aY  cessful  job  analysis  program  is 
adequate  provision  for  making  the 
data  available  for  practical  use.  It  is 
reported  among  personnel  investi¬ 
gators  that  at  least  one — and  prob¬ 
ably  more  than  one — extensive  and 
expensive  job  analysis  has  come  to 
naught  because  of  failure  at  this  point. 
Masses  of  data  have  been  collected, 
but  never  analyzed,  digested,  and 
made  serviceable.  Important  records 
and  reports,  laboriously  prepared,  are 
piled  away  to  accumulate  dust.  As 
time  goes  on  and  job  conditions  change, 
these  records  become  less  and  less 
useful  to  any  possible  future  inquirer, 
and  no  one  is  the  wiser  for  the  time 
and  money  spent. 

Therefore,  the  more  extensive  and 
intensive  the  investigation,  and  the 
larger  the  mass  of  data  thus  gathered, 
the  more  imperative  becomes  the 
obligation  to  work  out  adequate  meth¬ 
ods  of  systematic  analysis,  summary, 
and  report.  The  form  these  shall  take 
will  depend,  of  course,  on  the  object  or 
objects  of  the  investigation.  In  each 
of  the  two  bank  investigations  which 
this  account  describes  the  most  im¬ 
portant  objects  sought  were  the  prep¬ 
aration  of  job  specifications  for  the  use 
of  the  employment  office  and  the  grad¬ 
ing  of  the  jobs  for  purposes  of  salary 
readjustment. 

Earlier  articles  of  this  series  have 
described  the  way  in  which  banking 
jobs  have  been  analyzed  with  the  aid 
of  a  questionnaire,  and  how  their 

*  Assistant  Professor  of  Psychology,  University  of 
Chicago,  Chicago,  Ill. 


relative  importance  to  the  organi¬ 
zation,  expressed  numerically  as  the 
“grade-index”  of  each  job,  was 
measured  on  a  job-grading  scale.  This 
article  is  concerned  with  the  ways  in 
which  the  information  obtained  in  the 
job  analysis  was  made  available  for 
the  purposes  named. 

Three  types  of  record  forms  will  be 
described : 

1.  The  summary  grading  sheet,  on 
which  the  details  of  the  grading  were  first 
entered. 

2.  The  job  specification  sheet  on  which 
these  and  other  data  were  summarized  in 
convenient  form  for  actual  use. 

3.  The  salary  chart,  by  means  of  which 
a  comparison  could  be  made  of  the  grade- 
index  of  each  job  with  salaries  actually 
paid  for  that  work. 

II 

The  Summary  Grading  Sheet.  The 
first  step,  after  the  questionnaires  had 
been  completed  and  given  a  prelim¬ 
inary  review  and  correction,  was  to 
summarize  in  tabular  form  the  data 
they  contained  on  the  summary  grad¬ 
ing  sheet — or  more  correctly,  sheets, 
since  each  sheet  summarized  about  20 
jobs.  This  permitted  the  cumber¬ 
some  questionnaires  to  be  laid  aside 
during  most  of  the  remaining  stages  of 
the  investigation.  This  summary  pro¬ 
vided  a  tentative  grading  of  each  job 
in  detail  and  facilitated  the  com¬ 
parative  study  of  related  jobs.  As  the 
questionnaires  were  submitted  to  the 
further  critical  review  described  in  an 
earlier  article  and  corrections  of  the 
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data  made,  these  corrections  were 
entered  on  the  summary  sheet.  After 
the  final  grading  had  been  accom¬ 
plished,  the  details  were  transferred 
to  the  permanent  job  specification 
sheets,  one  sheet  to  a  job.  The 
summary  sheet,  therefore,  served  as 
the  “work  sheet”  for  the  job  grading, 
as  well  as  for  the  original  constructing 
of  the  grading  scale. 

The  general  form  of  the  summary 
sheet  is  illustrated  in  Figure  1.  The 
data  shown  thereon  are  fictitious. 
Reference  to  the  preceding  articles  of 
this  series  will  make  clear  the  mean¬ 
ing  of  most  of  the  various  column 
headings  and  other  details.  The  key- 
number  is  used  as  a  symbol  more 
convenient  and  precise  than  the  job 
title  for  designating  particular  jobs, 
especially  those  with  nearly  similar 
titles  or  those  whose  titles  are  changed 
during  the  investigation.  Two  or 
more  columns  are  provided  for  check 
marks  to  keep  account  of  the  successive 
stages  of  revision  of  the  job  analysis 
data,  a  detail  of  considerable  impor¬ 
tance  when  several  score  or  several 
hundred  questionnaires  are  passing 
through  the  hands  of  several  reviewers. 
If  the  jobs  in  the  department  are  listed 
on  the  summary  sheet  in  the  order  of 
the  manager’s  estimate  of  their  im¬ 
portance,  it  obviates  the  necessity  for 
a  separate  column  for  his  rank-esti¬ 
mates,  but  a  column  is  provided  for 
the  chief  clerk’s  estimates. 

This  illustration,  it  will  be  noted, 
assumes  that  the  grading  scale  has 
passed  through  the  experimental  stages 
and  has  reached  its  final  form.  When¬ 
ever  this  is  not  the  case  it  will  be 
necessary,  of  course,  to  provide  other 
columns,  with  appropriate  headings, 
in  which  may  be  entered  all  the  differ¬ 
ent  facts  it  is  desirable  to  take  into 
account  in  making  or  revising  the 
scale.  Thus,  the  summary  sheet  used 
in  the  first  investigation  contained 
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several  additional  columns  in  which 
other  job  details  were  entered,  which, 
when  they  proved  to  be  of  no  value  for 
the  grading  scale,  were  struck  off. 
This  experimental  use  of  the  summary 
sheet  will  be  discussed  in  the  remain¬ 
ing  article  of  this  series. 

Ill 

Uses  of  the  Summary  Sheet.  The 
summary  sheet  is  not  an  absolutely 
indispensable  part  of  the  procedure. 
Conceivably,  one  might  copy  details 
of,  and  make  gradings  for,  each  job 
directly  on  the  individual  specification 
sheets.  But  the  advantages  of  this 
summary  sheet  as  a  preliminary  record 
warrant  its  use.  It  obviates  much 
handling  of  separate  sheets.  It  pro¬ 
vides  a  convenient  work  sheet  on 
which  necessary  erasures,  corrections, 
and  alterations  can  be  made.  But  the 
chief  advantage  is  that  of  having  the 
details  of  several  related  jobs  dis¬ 
played  in  such  form  as  to  facilitate 
comparisons.  The  importance  of  using 
the  comparative  method  in  assigning 
weights  has  been  previously  discussed. 
Other  sorts  of  comparison  also  have 
to  be  made,  particularly  if  one  is 
adapting  the  scale  itself  to  some  other 
kind  of  business  than  that  being 
described.  If  one  is  testing  and  revis¬ 
ing  the  scale  he  has  to  make  frequent 
comparisons  of  tentative  grade-in¬ 
dexes  with  such  indications  of  job 
importance  as  managers’  and  chief 
clerk’s  estimates,  lines  of  promotion, 
and  other  indexes,  to  be  described  in  a 
succeeding  article.  On  the  summary 
sheet  all  these  details  are  displayed 
together. 

The  basis  on  which  jobs  should  be 
grouped  on  such  a  summary  sheet  will 
perhaps  vary  with  the  kind  of  busi¬ 
ness.  In  the  two  investigations  here 
reported,  two  different  practices  were 
followed.  In  the  first,  jobs  of  appar¬ 


ently  similar  character  were  grouped 
together.  Separate  sheets  were  de¬ 
voted  to  such  work  classes  as  ste¬ 
nographer-typists,  machine  operators, 
tellers,  messengers,  managers,  clerks, 
guards,  and  others.  While  this  had 
certain  values,  permitting,  for  example, 
the  ready  comparing  and  standardizing 
of  stenographic  jobs  in  different  de¬ 
partments,  these  classes,  based  on  job- 
titles,  proved  very  arbitrary.  Some 
so-called  “assistant  manager”  jobs 
involve  much  less  executive  respon¬ 
sibility  than  do  some  labeled  “clerk;” 
while  the  words  “teller”  and  “machine 
operator”  are  almost  equally  ambigu¬ 
ous  in  their  application.  In  the  second 
investigation,  therefore,  the  plan  was 
adopted  of  grouping  jobs  by  depart¬ 
ments,  listing  the  jobs  within  each 
department  in  the  order  of  the  man¬ 
ager’s  estimate  of  their  relative  im¬ 
portance.  Where  a  business  organi¬ 
zation  is  highly  departmentalized  this 
seems  much  the  more  desirable  plan. 

IV 

Job  Classes  and  Titles.  In  spite  of 
the  ambiguity  of  job  titles  just 
mentioned,  wre  may  point  out  that  one 
of  the  real,  although  incidental,  values 
of  such  a  job  study  is  that  it  compels 
the  classification  of  jobs  and  assign¬ 
ment  of  definite  job  titles.  This  often 
proves  to  be  a  real  problem.  Many 
businesses  have  grown  so  rapidly  that 
the  organization  of  their  work  for 
economy  and  efficiency  has  not  kept 
pace.  In  such  cases  the  assigning  of 
job  titles  has  been  a  very  haphazard 
affair.  A  certain  set  of  duties  is  more 
likely  to  be  designated  as  “Tom 
Murphy’s  job”  than  as  “assistant 
coupon  clerk.”  That  such  an  in¬ 
formal  fashion  of  designating  jobs 
avoids  the  evils,  real  or  alleged,  of 
“overorganization”  and  “depersonal¬ 
ization”  of  a  staff,  is  readily  granted. 
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However,  its  disadvantages  are  no 
less  evident,  particularly  when  the 
staff  is  a  large  one,  the  functions 
complex,  and  the  personnel  a  chang¬ 
ing  one. 

Classifying  jobs  compels  the  exam¬ 
ination  and  comparison  by  the  execu¬ 
tives  concerned  of  the  requirements  of 
each  job  and  the  drawing  of  distinc¬ 
tions  between  differences  which  are 
incidental  and  those  which  are  funda¬ 
mental.  It  involves  the  assignment  of 
job  titles  to  replace  the  loose  method 
just  mentioned.  Carefully  worked  out 
job  classifications  and  titles  make  for 
system  and  economy  in  office  and  shop 
organization.  They  make  possible  the 
preparation  of  organization  charts 
showing  the  relation  of  every  kind  of 
work  to  every  other  kind.  Well- 
chosen  job  titles  will  be  to  some  extent 
descriptive  of  the  work,  and  hence 
serve  as  a  convenient  medium  of 
reference.  Some  titles — as  “Second 
assistant  manager,”  “junior  clerk,” 
or  “head  proof  clerk” — may  also 
facilitate  a  clearer  understanding  of 
lines  of  responsibility.  Job  titles  may 
even  serve  to  improve  morale.  To 
know  that  his  job  has  a  title  which 
defines  its  place  in  the  organization 
dignifies  his  work  in  the  eyes  of  the 
worker;  it  makes  his  job  a  distinct 
entity  to  him  and  stimulates  his 
interest. 

Finally,  the  very  necessity  of  classi¬ 
fying  jobs  and  selecting  fitting  titles 
compels  the  executive  to  consider  in 
detail  the  character  of  each  worker’s 
duties  and  their  relation  to  other  jobs. 
As  is  true  of  the  whole  job  analysis 
enterprise,  such  an  obligation  to  make 
an  intensive  study  may  in  itself,  even 
if  nothing  further  comes  of  it,  lead  the 
manager  to  know  his  own  department 
better  and  perhaps  on  his  own  account 
to  redistribute  duties  and  reorganize 
details  for  greater  efficiency  and 
economy. 


V 

The  Job  Specification  Sheet.  After 
the  final  grading  has  been  accom¬ 
plished,  and  it  is  time  to  make  a 
permanent  record  of  the  job,  the  job 
specification  sheet  is  prepared.  The 
specification  sheet  developed  in  the 
two  bank  investigations  is  reproduced 
in  Figure  2.  It  is  designed  to  show 
not  only  the  details  of  the  job  grading 
but  also  other  information  which  will 
be  useful,  particularly  for  the  em¬ 
ployment  department.  To  save  space, 
provision  is  made  for  describing  the 
duties  on  the  back  of  the  sheet.  A 
wide  margin  at  the  left  makes  it  pos¬ 
sible  to  fasten  the  sheets  together  in  a 
convenient  binder. 

While  the  grading  weights  and  some 
other  details  can  be  copied  directly 
from  the  summary  sheets,  other  entries 
must  be  made  from  the  question¬ 
naires  themselves.  Wherever  the  de¬ 
tails  are  definitely  implied  by  the  nu¬ 
merical  weight  assigned,  as  in  executive 
responsibility,  money  responsibility, 
general  education,  and  experience,  no 
further  explanation  need  be  entered. 
The  descriptions  of  duties,  conditions  of 
work,  kind  of  contacts  with  the  public, 
machine  work,  special  training  courses, 
personal  qualities  essential  or  desir¬ 
able,  promotion  lines,  and  certain  other 
details  must  be  written  or  typewritten. 
Since  the  various  managers  and  em¬ 
ployees  will  vary  in  the  explicitness  and 
clearness  with  which  they  describe  the 
duties,  some  editing  of  this  particular 
body  of  material  is  desirable  before  it 
is  recorded  on  the  back  of  the  speci¬ 
fication  sheet.  After  this  record  has 
been  made  the  questionnaries  can  be 
filed  away  and  ordinarily  need  not 
again  be  used. 

The  form  the  specification  sheet 
should  take  and  the  facts  it  should 
contain  must,  of  course,  vary  with  the 
character  of  the  business  and  the  uses 
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JOB  SPECIFICATION 

Title  of  position . Grade-Index . . . 

Department . Number  in  Work-group 


Duties  (See  description  on  other  side  of  this  sheet) 

Grade  of  Duties . 

Degree  of  Executive  Responsibility . . 

Degree  of  Responsibility  for  Money  and  Securities . 

Public  Contacts . 

Machine  Used . Degree  of  Skill  Required 

Conditions  of  Work  . 

Qualifications  : 

Sex . 

Minimum  Age  at  Entrance . 

Minimum  General  Education . 

Special  Training  In: 


Weight 

( . ) 

( . ) 

( . ) 

( . ) 


( . ) 

( . ) 

( . ) 


Experience . 

•  ••( . 

Personal  Qualities . 

...  ( . 

Essential 

Essential 

Desirable 

(Weighted) 

(Not  Weighted) 

Minimum  Degree  of  Intelligence . ( . ) 

Special  Tests  to  be  Given 


Training  Period  (Estimated) 
Promotion  Lines 

From 

To 

Dates  of  Review . 


Figure  2.  The  Job  Specification  Sheet 
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to  be  made  of  the  specifications.  The 
one  here  shown  may  not  be  well 
adapted  to  most  offices.  However, 
reference  to  a  few  characteristics  of 
this  sheet  may  be  suggestive.  The 
grade-index  entered  at  the  head  of  the 
sheet  is  the  total  of  the  weights 
recorded  in  the  parentheses  after  the 
eleven  weighted  factors,  The  de¬ 
scription  of  the  work  and 'the  con¬ 
ditions  under  which  it  is  performed 
are  given  first. 

Then  follow  the  personal  quali¬ 
fications  which  the  employment  office 
must  investigate  in  selecting  candi¬ 
dates  for  the  position.  These  are 
arranged  roughly  in  the  following 
order: 

1.  Qualifications  to  be  observed  or  in¬ 
quired  about  in  the  interview. 

2.  Qualifications  to  be  investigated  or 
inquired  about  from  references. 

3.  Qualifications  to  be  tested. 

The  latter  group  of  blanks,  includ¬ 
ing  “Intelligence”  and  “Special  Tests,” 
are  provided  for  future  rather  than 
present  use.  That  is,  until  investi¬ 
gation  has  shown  specifically  what 
general  intelligence  test  score  and  what 
special  employment  tests  will  really 
differentiate  the  competent  from  the 
incompetent  workers  in  this  job,  these 
may  be  left  blank,  or  at  most  some 
provisional  suggestions  entered;  but 
when  useful  tests  are  definitely  decided 
upon,  a  place  is  ready  for  them. 
Finally,  the  job  specification  sheet 
shows  the  usual  training  period  re¬ 
quired  by  the  job,  the  usual  promotion 
lines,  and  a  line  on  which  is  to  be 
entered  the  dates  of  making  the 
specification  and  of  any  future  reviews. 

As  a  business  grows  and  its  functions 
develop,  as  its  personnel  changes  and 
the  distribution  of  duties  is  altered, 
it  is  inevitable  that  specifications  of 
certain  jobs  must,  be  revised  if  the 
information  is  to  be  of  direct  value. 


Hence,  provision  should  be  made  for 
periodical  review  and,  where  necessary, 
revision,  of  all  specification  sheets. 
How  often  this  should  be  done,  and  by 
what  procedure,  will  depend  on  pre¬ 
vailing  conditions;  but  after  the  first 
specifications  have  been  prepared  it 
should  not  be  a  burdensome  task.  But 
the  value  of  the  specifications  will 
depend  largely  on  their  being  syste¬ 
matically  kept  up  to  date. 

VI 

Uses  of  Job  Specifications.  As  has 
been  suggested,  it  is  desirable  to  pre¬ 
pare  the  specification  sheets  in  tripli¬ 
cate,  since  they  are  likely  to  be  wanted 
in  more  than  one  place  at  a  time.  One 
copy  of  the  file  will  be  needed  for 
constant  reference  in  the  employment 
office,  for  purposes  of  hiring,  placing, 
and  transferring  employees,  analyzing 
misfit  cases,  and  the  numerous  other 
uses  suggested  in  an  earlier  article.  A 
second  set  should  be  distributed  among 
the  departmental  managers  where  it 
will  be  available  for  use  in  organizing 
and  administering  the  work  of  each 
department  in  ways  already  men¬ 
tioned.  This  copy  may  also  serve  as  a 
basis  for  planning  the  periodical  re¬ 
visions  previously  discussed.  The 
third  file  should  be  retained  for  various 
research  uses. 

To  enumerate  all  the  possible  organ¬ 
ization  problems  which  a  study  of  the 
job  specification  file  might  assist  in 
solving  cannot  here  be  attempted. 
One  such  problem,  that  of  salary  read¬ 
justment,  we  shall  shortly  consider. 
Others  will  suggest  themselves  to  the 
executive  who  daily  faces  such  prob¬ 
lems  in  one  form  or  another.  The 
preparation  of  an  educational  pro¬ 
gram  will  be  facilitated  by  a  study  of 
the  duties  which  workers  will  actually 
have  to  face  as  they  earn  promotion  to 
more  responsible  jobs.  The  com- 
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parative  study  of  duties  of,  and 
requisite  qualifications  for,  jobs  will 
reveal  many  feasible,  though  perhaps 
previously  unsuspected,  possibilities  of 
promotion  and  transfer,  especially 
from  one  department  to  another,  thus 
making  for  greater  flexibility  of  or¬ 
ganization.  Interdepartmental  rela¬ 
tionships,  such  as  distribution  of  func¬ 
tions,  flow  of  work,  and  personal  con¬ 
tacts — often  a  source  of  friction  or 
waste — must  be  worked  out  and 
smoothed  out  by  some  central  agency 
which  has  access  to  the  details  of  work 
and  organization  in  every  depart¬ 
ment.  These  suggestions  will  serve  to 
illustrate  the  possibilities  in  the  di¬ 
rection  of  using  a  set  of  job  specifica¬ 
tions  for  the  solution  of  organization 
problems. 

VII 

Job  Grading  and  Salary  Readjust¬ 
ment.  When  one  sets  about  using 
the  grade-indexes  of  the  many  jobs  for 
purposes  of  salary  readjustments,  sev¬ 
eral  fundamental  questions  are  seen  to 
be  involved.  The  calculation  of  the 
grade-index  does  not  afford  a  direct 
answer  to  all  these  questions.  It  does, 
however,  offer  material  help  toward  an 
equitable  solution  of  some  of  these 
problems,  particularly  the  first  named: 

1.  Are  there  individuals  in  the  organi¬ 
zation  who  are  being  paid  too  much  or  too 
little  in  proportion  to  the  importance  of 
their  work? 

2.  If  inconsistencies  are  found,  how 
should  they  be  corrected? 

3.  Is  the  general  salary-level  of  the  or¬ 
ganization  higher  or  lower  than  it  should  be? 

4.  Should  the  salary  paid  for  any  par¬ 
ticular  job  be  determined  wholly  by  the 
importance  of  that  job,  or  should  other 
factors  be  considered? 

VIII 

The  Salary  Grade-Index  Chart.  Prob¬ 
ably  the  most  satisfactory  way  to 


make  a  comparison  between  wages  or 
salaries  paid  and  importance  of  jobs 
is  to  prepare  a  chart  showing  graph¬ 
ically  these  relationships.  Such  a 
chart,  of  the  form  used  in  the  bank 
investigations,  is  illustrated  in  Figure 
3,  the  data  entered  thereon  being 
fictitious.  These  data  could  equally 
well  be  arranged  in  other  forms,  so  long 
as  the  two  essential  facts — the  grade- 
index  and  the  salaries  now  paid — are 
shown  in  relation  to  one  another. 
Indeed,  all  these  facts  could  be  pre¬ 
sented  as  a  table,  or  the  comparison 
could  be  made  for  individual  jobs 
directly,  without  troubling  to  tabu¬ 
late  or  portray  graphically  the  entire 
organization.  But  such  a  pictorial 
representation  has  certain  values — 
the  easy  comparison  of  conditions  in 
all  parts  of  the  grade-index  or  salary 
range,  the  definite  accentuation  of  the 
grossly  overpaid  or  underpaid  jobs, 
and,  not  the  least,  the  dramatic 
fashion  in  which  the  chart  tells  its 
story. 

The  vertical  columns  of  the  chart 
will  equal  in  number  the  different  jobs, 
each  distinct  job  occupying  a  column. 
Each  column  should  be  appropriately 
headed  with  the  designation  of  the  job 
(the  key  number  here  being  con¬ 
venient),  its  grade-index,  and  the 
number  of  workers  in  the  job  group. 
In  an  organization  having  many  jobs 
the  chart  will,  of  necessity,  be  some¬ 
what  unwieldy,  unless  instead  of  a 
single  chart  it  is  divided  into  sections  of 
from  10  to  25  jobs  to  the  sheet  and 
bound  as  a  book.  The  horizontal  rows 
are  numbered  on  the  left  margin  to 
indicate  two  things,  the  grade-index 
and  the  salary  paid.  Each  space 
represents  a  difference  of  one  point  in 
grade-index  and  of  one  corresponding 
“unit”  of  salary.  We  shall  have  more 
to  say  about  how  this  unit;  is?  deter¬ 
mined. 

If  a  red  line  is  drawn  across  each 
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Figure  3.  Chart  Showing  Relation  of  Grade-Index  of  Each  Job  to  Wages  Now  Paid  Workers  in  That  Job.  (Sections  Omitted  to  Save  Space.) 
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column  at  a  point  indicating  its  grade- 
index,  and  a  dot  placed  at  a  point  in 
each  column  corresponding  to  the 
salary  paid  each  individual  in  that 
job,  it  will  immediately  be  evident 
which  individuals  are  being  paid  more 
than,  which  less  than,  and  which 
approximately  a  fair  wage,  as  deter¬ 
mined  by  the  importance  of  the  work 
they  do.  Drawing  a  circle  around  or 
otherwise  emphasizing  those  dots  w  hich 
fall  at  a  considerable  distance  from  the 
“normal”  helps  to  call  attention  to  the 
gross  irregularities — those  individual 
salaries  which  should  first  have  at¬ 
tention  when  revision  is  undertaken. 
If  the  jobs  are  arranged  in  the  order  of 
their  importance,  the  lowest-grade 
jobs  at  one  end,  the  highest-grade  at 
the  other,  the  red  line  will  form  a  series 
of  steps,  climbing  gradually  as  it 
crosses  the  sheet,  and  with  the  in¬ 
dividual  salary  dots  clustering  more 
or  less  closely  around  it.  Such  a 
picture  reveals  at  a  glance  the  extent 
of  and  the  specific  location  of  points  of 
non-conformity  between  salary  and 
job-grade. 

IX 

Equating  Grade-Index  and  Salary 
One  technical  problem  in  preparing 
such  a  chart  is  to  determine  what  unit 
of  wage  shall  be  made  to  correspond  on 
the  chart  to  one  grade-index  unit.  If 
the  salary  unit  be  too  large,  the  dots 
will  tend  more  and  more,  as  they  cross 
the  chart,  to  fall  below  the  red  line;  if 
the  unit  is  too  small,  they  will  tend  to 
rise  above  it.  The  chart  can  properly 
be  used  only  to  depict  the  relation  be¬ 
tween  the  general  salary  level  as  it  now 
is  and  individual  salaries  paid,  and 
not  to  attempt  to  settle  the  other 
question,  vastly  more  intricate — “Is 
the  present  average  salary  level  higher 
or  lower  than  it  should  be?”  Hence, 
the  red  line  as  it  crosses  the  chart  will 
have  approximately,  though  not  ex¬ 


actly,  as  many  dots  above  it  as  below 
it,  and  will  represent  what  may  be 
called  the  “normal  trend  of  com¬ 
pensation.”  The  two  scales,  then, 
that  for  grade-indexes  and  that  for 
salary  paid,  will  be  equated  by  divid¬ 
ing  the  average  salary  by  the  average 
grade-index. 

In  doing  this,  the  grade-index  of 
each  distinct  job  must  be  weighted  by 
the  number  of  workers  in  that  job 
group.  Thus,  the  grade-index  of  job 
R20  on  the  illustrative  chart,  which  is 
9,  would  have  to  be  multiplied  by  12, 
the  number  of  employees  on  that  job, 
in  computing  the  average  grade-in¬ 
dex.  This  product  then  serves  as  a 
multiplier  which  one  may  use  to 
compute  the  normal  salary  for  any 
grade-index.  It  serves  also  as  the 
unit  for  the  salary  scale  on  the  chart. 
Since  at  best  there  is  a  slight  margin  of 
inaccuracy,  it  is  justifiable  as  well  as 
convenient  to  make  this  multiplier  a 
“round  number,”  even  dollars,  or  some 
multiple  of  25  or  50  cents.  In  the 
illustrative  chart  the  unit  has  been 
arbitrarily  made  $6.  The  salary  which 
will  correspond  to  a  grade-index  of  7 
will  then  be  7  times  $6,  or  $42.  Thus 
we  have  a  basis  for  a  direct  comparison 
of  grade-index  and  wages. 

X 

Causes  and  Treatment  of  Discrep¬ 
ancies.  What  of  those  individuals 
whose  salaries  deviate  far  above  or 
far  below  what  may  be  considered  a 
normal  rate  for  their  job?  What  are 
the  reasons  for  these  discrepancies  and 
what  should  be  done  about  them?  As 
has  been  indicated,  war  conditions  are 
partly  responsible.  Employees  hired 
during  and  just  after  the  war  could 
demand  and  often  did  demand  salaries 
much  out  of  line  with  previous  prac¬ 
tices.  Older  employees,  either  because 
of  loyalty  or  fear  or  some  other  reason, 
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hesitated  to  ask  for  corresponding 
increases.  The  resulting  discrepancies 
have  not  yet  been  wholly  eliminated, 
and  in  the  absence  of  ways  of  deter¬ 
mining  the  actual  importance  of  a  job, 
the  precedents  thus  set  have  often 
been  continued. 

But  other  causes  also  operate  to 
produce  inconsistencies.  Often  the 
compensation  is  determined  by  the 
personality  and  the  experience  of  the 
man  rather  than  by  the  nature  of  his 
job.  To  a  certain  extent  this  is  justi¬ 
fiable.  But  when  a  man’s  personal 
excellence  requires  that  he  should  be 
paid  very  much  more  than  the  grade- 
index  of  his  job  indicates,  the  prob¬ 
ability  is  that  he  is  a  better  man  than 
that  job  requires,  and  he  should  be 
promoted  to  a  job  commensurate  with 
his  talents.  Or  if  he  gets  much  less 
than  the  grade-index  of  his  job  sug¬ 
gests,  he  is  not  necessarily  underpaid, 
but  he  may  be  in  a  job  too  important 
for  his  moderate  abilities  and  the 
proper  procedure  would  be  to  transfer 
him — probably  without  changing  his 
salary — to  some  other  less  responsible 
or  difficult  position.  For  example,  a 
15-point-ability  man  getting  a  15- 
point  salary  but  in  a  20-point  job  had 
better  be  put  in  some  15-point  job. 
At  any  rate,  salary  readjustments 
cannot  justly  be  made  until  the  man 
as  well  as  the  job  has  been  studied. 

In  other  cases,  where  a  job  is 
“standardized” — for  example  a  ste¬ 
nographer’s — and  a  recognized  “market 
rate”  prevails  in  the  community,  it  is 
conceivable  that  there  may  be  some 
non-correspondence  between  normal 
wages,  as  computed  from  the  grade- 
index,  and  the  market  rate.  But  if  the 
average  salary  level  of  the  organization 
is  not  too  high  or  too  low  as  compared 
with  local  conditions,  this  non-cor¬ 
respondence  will  be  negligible.  For 
example,  it  was  found  in  one  bank 
that  if  the  compensation  rate  for 


stenographers  were  computed  from 
the  grade-index  it  would  correspond 
exactly  to  the  prevailing  rate  for 
stenographers  in  the  bank  and  in  the 
city — an  incidental,  though  significant 
check  on  the  value  and  accuracy  of  the 
method.  Indeed,  where  such  stand¬ 
ardized  types  of  work,  having  stand¬ 
ard  wage  rates,  are  found  in  the  or¬ 
ganization,  they  are  helpful  in  testing 
the  validity  of  the  scale  and  the  wage- 
unit  used  in  the  chart. 

Still  another  cause  of  discrepancy 
may  be  a  worker’s  long  service  in  a 
single  job,  enjoying  occasional  in¬ 
creases  in  pay  beyond  the  point 
where  he  renders  equivalent  service  to 
the  institution.  While  long  experience 
may  be  a  definite  asset,  it  may  some¬ 
times  not  be.  It  may  even  be  a  lia¬ 
bility.  Whether  experience  makes  one 
a  better  worker  or  not  depends  not  on 
how  long  that  experience  is,  but  on 
how  well  the  worker  has  utilized  it. 
One  who  regards  his  job  as  an  easy 
berth,  and  meanwhile  fails  to  increase 
his  skill  and  knowledge,  does  not  merit 
added  pay  on  the  basis  of  experience 
alone.  This,  it  may  be  mentioned,  is 
why  the  grading  scale  measures  expe¬ 
rience  not  in  terms  of  time  but  in  terms 
of  “number  of  jobs  held,”  that  is,  of 
promotions  earned.  It  seems  true 
that  mere  length  of  service  is  often 
vastly  overrated;  and  that  while  it 
may,  perhaps,  be  one  legitimate  factor 
in  determining  compensation,  it  should 
be  only  one  and  perhaps  a  minor  one. 

But  when  all  these  considerations 
are  taken  into  account,  almost  every 
business  house  will  find  many  workers 
being  paid  more  than  the  importance 
of  their  jobs  warrants,  and  many  others 
being  paid  less  than  their  work  de¬ 
serves.  While  the  just  procedure 
would  seem  without  doubt  to  be  to 
raise  the  salaries  which  are  clearly  too 
low,  it  is  probable  that  instead  of 
reducing  the  inflated  salaries,  it  will  be 
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more  expedient  to  replace  these  in¬ 
dividuals,  as  occasion  arises,  at  the 
1  ower  rate. 

XI 

Determining  the  Salary  Level.  The 
procedure  just  described  has  to  do 
with  cases  of  discrepancy  between  in¬ 
dividual  salaries  and  the  normal  salary 
level  prevailing  in  the  organization. 
Whether  this  salary  level  is  too  high 
or  too  low  is  a  very  different  question. 
The  chart  in  Figure  3  can  help  answer 
the  question — “Is  our  total  labor 
budget  equitably  distributed  among 
our  employees  in  proportion  to  the 
importance  of  their  individual  con¬ 
tributions  to  the  business?”  But  it 
cannot  answer  the  question — “Is  our 
total  labor-budget  higher  or  lower  than 
it  should  be?”  The  latter  question 
carries  us  into  the  theories  of  wage 
payment  and  distribution  of  earnings, 
questions  of  far-reachijng  economic  and 
social  significance,  into  which  we  can¬ 
not  go. 

While  many  wage  theories  have  been 
vigorously  advocated  and  many  wage 
systems  have  been  devised  and  de¬ 
scribed,  it  is  safe  to  say  that  there  i^  no 
general  agreement,  either  among  econo¬ 
mists  or  employers.  Conditions  vary 
in  different  communities  and  kinds  of 
business,  and  practices  which  produce 
satisfactory  results  under  some  cir¬ 
cumstances  will  not  prove  expedient 
in  others.  In  making  up  his  labor 
budget  the  employer  will  have  to  be 
governed  by  various  conditions.  Cur¬ 
rent  practices  in  the  local  labor  market 
will  be  an  important  factor.  Changes 
in  cost  of  living  will  sometimes  have  an 
influence.  About  these  the  grade- 
ipdex  list  will  have  nothing  to  say 
directly.  It  may,  however,  show 
whether  or  not  the  grade-indexes  of 
such  standard  jobs  as  stenographers  or 
typists,  comptometer  operators,  file 
clerks  and  others,  indicate  higher  or 


lower  wage  rates  for  these  kinds  of 
work  than  those  prevailing  in  the 
community.  Thus  it  may  conceivably 
help  to  bring  into  line  with  the  general 
local  wage  level  the  compensation  for 
other  jobs  which  have  no  exact  counter¬ 
parts  outside  the  organization. 

XII 

Other  Wage  Factors.  The  final 
question  we  shall  consider  is  whether 
other  factors  than  the  importance  of 
the  job  should  help  to  determine  the 
salary  paid  the  worker.  Indeed,  we 
should  not  forget  that  the  very  assump¬ 
tion  that  job-importance  should  help 
determine  wages  is  an  assumption, 
although  one  which  so  few  would  dis¬ 
pute  that  we  shall  not  stop  to  defend 
it.  Length  of  service  in  a  job  is  usually, 
though  not  invariably,  a  factor  which 
makes  for  greater  efficiency.  It  follows, 
then,  that  the  wage  paid  for  any  job 
should  be  partly  dependent  on  the 
ability  of  the  worker  and  not  alone  on 
the  nature  of  his  duties.  Not  only  his 
experience,  but  Various  other  personal 
qualifications — educational,  personal, 
social,  physical — must  also  be  taken 
into  account. 

The  “normal”  pay  for  any  job, 
then,  will  be  not  a  fixed  amount  but  a 
moderate  range  of  salary.  This  means 
that  the  “normal  salary”  will  be  most 
accurately  represented  on  the  chart 
not  by  a  single  line  but  by  a  zone 
following  the  course  of  that  line,  con¬ 
siderably  wider,  probably,  on  the  high- 
grade  jobs  than  on  the  low-grade  jobs. 
Such  a  zone  would,  for  any  job,  have 
as  its  lower  margin  the  “entering 
salary;”  as  its  upper  limit,  the  maxi¬ 
mum  salary  paid  on  that  job.  Be¬ 
tween  these  limits,  such  personal 
factors  as  length  of  service  on  that 
job,  ratings  on  personal  qualities  im¬ 
portant  for  that  work,  and  other 
personal  considerations  affecting  the 
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employee’s  efficiency,  will  determine 
the  salary  he  should  receive. 

Some  employers  may  care  to  take 
into  account  other  factors  than  the 
worker’s  efficiency,  such  as  his  capacity 
for  advancing  rapidly  to  a  responsible 
position,  the  number  of  dependents  he 
has,  or  the  absence  of  opportunities 
for  promotion  from  the  job.  A  blind- 
alley  job,  one  with  no  prospects  of 
advancement,  may  sometimes  for  that 
very  reason  offer  additional  com¬ 
pensation.  Whatever  be  the  consider¬ 
ations  which  determine  these  differ¬ 
entials,  however,  the  salary  range 
should  be  reasonably  limited.  If  a 
worker  really  merits  a  higher  com¬ 
pensation  than  the  maximum  indi¬ 
cated  by  this  zone,  he  is  probably  too 
valuable  a  man  to  keep  on  a  job  of  that 
little  importance,  and  should  be  pro¬ 
moted  to  one  of  higher  grade  and  higher 
salary  maximum.  If  he  is  worth  less 
than  the  minimum  for  that  job,  he 
should  doubtless  be  transferred  to  a  less 
responsible  position.  It  is  not  econ¬ 


omy  to  have  incompetent  workers  in 
any  j  ob ,  however  little  they  may  be  paid . 

In  an  era  of  widely  fluctuating 
economic  conditions  and  fluctuating 
wages,  it  will  be  necessary  from  time 
to  time  to  recompute  the  salaries. 
Such  a  condition  should  not  mean 
changing  the  grade-indexes.  These 
should  be  kept  wholly  free  from  salary 
considerations.  Changes  may  be  met 
in  various  other  ways.  The  unit  or 
multiplier  by  which  salary  and  grade- 
index  are  compared  may  be  altered. 
To  raise  this  unit  from  $6  to  $7  would 
mean  a  16  H  per  cent  increase  in  salary 
norms.  Or  a  horizontal  raise  of  wages 
may  be  effected  without  altering  the 
wage  norms,  either  through  the  tem¬ 
porary  expedient  of  a  bonus,  or  by  add¬ 
ing  a  uniform  basic  amount  to  the 
normal  monthly  rate.  A  general 
lowering  of  salaries,  should  such  ever 
be  deemed  advisable,  would  be  made 
by  a  corresponding  subtraction  from 
each  salary-norm,  or  by  a  reduction  of 
the  multiplier. 


{The  fifth  and  last  article  of  Professor  Kingsbury' s  series  will  appear  in  July ,  and 
will  show  how  the  grading  scale  was  devised  and  its  validity  determined.  It  will 
also  discuss  the  adaptation  of  the  method  to  other  kinds  of  business.) 


THE  PROVINCE  OF  THE  CONTROLLER 


BY  JOHN  B.  GUERNSEY* 


JUST  as  the  modern  department 
store  is  a  development  of  the  dry- 
goods  store,  so  is  the  controller  a 
development  of  a  vital  need  created  by 
the  same  complexities  of  large-scale 
retailing. 

Until  a  business  reaches  that  point 
in  its  development  beyond  which  it  is 
impossible  for  the  manager  to  know  of 
his  own  knowledge  what  is  going  on  in 
every  department,  both  selling  and 
non-selling,  an  officer  whose  function  it 
is  to  visualize,  present,  and  interpret 
the  facts  is  superfluous.  Why  spend 
money  and  brain-power  to  produce 
knowledge  which  one  already  has? 

II 

The  Requirements  of  Modern  Mer¬ 
chandising.  Many  managers  of  the  old 
school  are  honestly  puzzled  at  the  wide¬ 
spread  penetration  into  the  business 
fabric  of  technical  and  still  more  tech¬ 
nical  accounting.  Many  believe  sin¬ 
cerely  that  it  is  a  kind  of  parasite  or 
business  bunion  and  begrudge  its 
growing  expense.  They  recall  with 
longing  the  good  old  days  when  a  book¬ 
keeper  and  a  cashier  were  enough  for 
any  business  and  still  associate  with 
all  figures  a  mental  image  of  a  long, 
lean,  stoop-shouldered  old  ledger  clerk, 
touchy  and  irritable  but  dependable 
as  a  rock,  toiling  from  morning  until 
night  over  a  high  desk  illuminated 
with  a  drop  light  of  the  good  old  green- 
tin-shade  variety.  They  cannot  recon¬ 
cile  the  picture  with  that  of  the  ac¬ 
counting  executive  who  must  have  a 
private  office  and  a  hundred  dollar 
mahogany  desk  to  rest  his  feet  upon. 

*  Controller,  The  Emporium,  San  Francisoo. 


What  is  business  coming  to  when  other¬ 
wise  hard-headed  business  leaders  view 
with  apparent  complacency  the  in¬ 
roads  of  this  expensive  frill,  this 
dressed-up  bookkeeping  that  is  being 
put  over  under  the  name  of  account¬ 
ancy!  All  twaddle  and  rot!  If  only 
it  all  could  be  cut  out  of  the  expense 
statement  and  the  space  used  for 
selling! 

But  the  complex  accounting  of  the 
modern  retail  business  is  a  paying  in¬ 
vestment  and  as  such  has  been  an 
accepted  fixture  for  many  years.  Even 
then  it  has  not  been  found  sufficient  to 
keep  pace  with  the  ever-increasing 
admixture  of  research,  forecasting, 
budgeting,  merchandising,  expense 
control  and  financing  which  is  modern 
retailing  on  a  large  scale.  Hence  has 
come  the  controller. 

Ill 

A  Merchandising  Organization.  The 
department  store  without  a  controller 
has  been  likened  to  a  speeding  airplane 
in  a  fog,  without  means  of  determining 
for  long  periods,  or  until  a  crash, 
whether  it  is  on  an  even  keel,  or  as¬ 
cending,  or  volplaning,  or  merely  going 
around  in  a  circle.  The  controller 
functions  as  the  compass,  stabilizer, 
altitude  meter  and  speedometer,  and 
in  business  he  is  practically  that,  if  he  is 
functioning  as  a  controller. 

The  general  manager  is  the  pilot,  who 
may  direct  the  craft  with  or  against 
the  advice  of  the  controller  as  he  thinks 
best.  The  sales  manager  is  the  motor 
or  driving  power;  the  merchandise 
manager  can  be  likened  to  the  fuel 
tank  which  supplies  the  means  by 


682 


ADMINISTRATION 


Vol.  V 
No.  6 


which  the  motor  functions;  and  the 
superintendent  is  the  crew  or  mech¬ 
anician  whose  duty  it  is  to  keep  the 
machine  in  running  order.  That  is  the 
department  store  organization  as  it 
really  operates. 

Subtract  from  that  the  controller 
and  depend  for  his  duties  upon  the 
intuition  of  the  pilot  and  you  have  a 
graphic  picture  of  the  store  that 
operates  without  a  controller.  Flying 
low  or  well  above  the  clouds  in  clear 
weather  it  is  just  about  as  serviceable 
a  craft  as  the  other;  but  it  must  slow 
down  or  anchor  in  fogs  or  stormy 
weather,  and  it  often  crashes.  It  can¬ 
not  compete  on  even  terms  with  the 
protected  craft,  even  with  less  dead¬ 
weight,  and  so  eventually  takes  on  a 
controller  or  drops  behind.  But  not 
from  choice! 

IV 

The  Controller's  Qualifications.  The 
controller  must  be  an  experienced  ac¬ 
countant,  with  many  years’  actual  ac¬ 
counting  training  behind  him  in  as 
many  varied  lines  as  those  with  which 
the  average  senior  staff  man  of  a  big 
accounting  firm  necessarily  becomes 
familiar.  Practical  accounting  must 
be  second  nature  with  him,  but  it  is 
only  the  groundwork.  Next  to  that 
must  come  more  than  a  nodding 
acquaintance  with  finance.  His  is  a 
business  wherein  the  turnover  of 
working  capital  is  a  vital  factor  in 
earning  power,  for  the  average  profit 
on  a  dollar  of  sales  is  very  small. 
Fluctuations  in  the  demand  for  capital 
are  marked  and  must  be  provided  for 
by  establishing  bank  lines  or  main¬ 
taining  a  paper  market  on  solid 
principles.  A  store  with  an  average 
invested  capital  of  a  million  dollars 
may  require  in  the  month  of  No¬ 
vember,  and  at  other  times,  as  much  as 
$500,000  of  bank  credit,  and  perhaps 
by  the  end  of  January  may  have  paid  it 


all  off  and  then  be  earning  future  credit 
with  deposits  of  $300,000  or  perhaps 
even  more. 

In  addition  to  an  intimate,  everyday 
working  knowledge  of  accounting  and 
finance  the  controller  must  know  re¬ 
tailing  so  as  to  devise  or  pass  upon 
sales-  and  expense-budgets;  must  know 
store  systems,  almost  a  knowledge  in 
itself;  must  know  office  appliances 
well  enough  to  adapt  the  best  machines 
available  to  the  handling  of  a  tre¬ 
mendous  volume  of  petty  transactions 
economically;  must  know  retail  credit 
management  so  as  to  direct  the  credit 
department;  should  know  traffic  man¬ 
agement  and  above  all  must  be  able  to 
handle  people  and  get  along  with  them, 
for  he  cannot  hide  himself  in  a  corner 
as  can  the  office  manager  or  the  chief 
of  the  accounting  staff  and  come  out 
for  air  when  the  storm  has  blown 
away  and  the  coast  is  clear. 

V 

Personality  Essential.  Perhaps  that 
is  enough  for  qualifications  but  there  is 
another  side  to  the  picture.  Let  us 
quote  the  words  of  Joseph  Mayer, 
Merchandise  Manager  of  R.  H.  Macy 
and  Company,  to  illustrate  what  is 
expected  of  the  controller: 

Outside  of  the  controller’s  ability  for 
capable  management  of  his  own  depart¬ 
ment,  he  ought  to  have  the  following  two 
outstanding  qualities;  first,  he  should  be 
a  merchant,  and  second,  he  should  have  a 
big  and  pleasing  personality. 

The  controller  should  be  a  merchant  at 
least  to  the  extent  of  feeling  a  keen  interest 
in  the  various  business  events  in  the  mer¬ 
chandise  part  of  the  store.  He  should 
feel  the  emotion  of  planning  and  preparing 
for  a  big  business  event,  feel  with  the  firm, 
the  merchandise  man  and  the  buyers  the 
anxiety  and  hope  of  its  successful  outcome. 
Should  he  be  emotionless  and  cold,  should 
he  think  only  of  ledgers,  charges,  and 
adding  machines,  then  he  is  not  even  a 
controller — he  is  just  a  bookkeeper.  The 
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ideal  controller  will  rise  far  above  the 
function  of  producing  cold  figures  and 
charts.  He  will  take  the  lead  in  intelligent 
and  broadminded  interpretation  of  these 
figures. 

The  ideal  controller  has  a  personality. 
He  is  a  big,  broadminded,  helpful  man. 
He  helps  the  buyers  understand  per¬ 
centages  used  to  show  various  results  in 
merchandising,  and  teaches  them  the  use 
of  proportion  in  department  figures.  He 
makes  himself  invaluable  to  the  mer¬ 
chandise  manager  and  the  buyers,  so  that 
he  is  looked  up  to  as  a  valuable  executive, 
as  a  man  who  can  teach  them  fine  points  on 
merchandising  control. 

A  controller  cannot  please  everyone 
but  he  can  have  a  pleasing  personality. 
His  position  does  not  lend  itself  very 
well  to  palaver  and  glad-handing.  He 
cannot  be  a  willy-nilly.  Often  he  will 
disagree  with  others  on  some  essential 
point  and  must  stand  his  ground.  All 
that  he  can  expect  to  do  is  to  gain  the 
respect  of  his  associates,  help  them 
get  at  the  facts  and  play  no  favorites. 

VI 

The  Controller  s  Function.  The  con¬ 
troller’s  function  is: 

1.  Protection  of  assets  in  the  interest 
of  the  stockholders  or  owners  of  the 
business  and  in  the  case  of  a  corporation 
the  Board’s  source  of  uncolored,  emotion¬ 
less  information. 

2.  Operation  of  the  controller’s  group  of 
non-selling  departments  commonly  known 
as  the  office. 

3.  Devising  and  safeguarding  of  store 
systems. 

4.  Statistical  portrayal  of  facts;  analysis 
and  comparison  and  forecasting  of  trends. 

5.  Interpretation  of  the  facts  to  others  in 
the  store,  including  the  buyers. 

6.  Seeing  to  it  that  the  store  conforms  to 
local,  state  and  federal  laws. 

7.  Research  within  and  outside  the 
business. 

8.  Budgeting  of  sales,  stock,  expense  and 
finances. 


This  series  is  intended  to  portray 
the  controller  in  his  everyday  work, 
defining  and  describing  his  duties,  and 
indirectly  showing  how  his  duties  cor¬ 
relate  with  those  of  the  other  execu¬ 
tive  officers. 

VII 

The  General  Managers.  The  normal 
department  store  organization  is  oper¬ 
ated  under  five  and  sometimes  six 
major  executives,  as  follows: 

The  general  manager  who,  taking 
his  program  from  the  directors  or  the 
owners,  sees  to  it  that  the  desired 
policies  are  carried  out  throughout  the 
store,  correlates  the  work  of  all  the 
other  executives  toward  a  desired  end 
and  is  responsible  for  the  develop¬ 
ment  and  safeguarding  of  that  most 
valuable  of  all  the  assets  of  a  retail 
establishment — the  good-will  of  the 
public.  He  is,  or  should  be,  a  re¬ 
spected  example  and  inspiration  to 
everyone  in  the  organization,  an  im¬ 
partial  and  kindly  referee,  to  whom 
other  executives  can  refer  any  dis¬ 
puted  point  in  their  daily  work  with 
confidence  that  whatever  decision  is 
reached  will  be  thoroughly  “sold”  to 
all  concerned  before  it  is  decreed  the 
law.  Modern  business  has  no  room 
for  the  autocrat.  The  general  manager 
has  constantly  in  mind  not  only  the 
viewpoint  of  the  public,  but  he  is  also 
on  the  lookout  for  promising  material 
within  his  organization  to  develop  for 
future  executive  timber.  He  is  or 
should  be  a  builder  of  esprit  de  corps, 
within  and  without.  He  is  the  “big 
chief.” 

VIII 

The  Merchandise  Manager — the  Con¬ 
troller.  The  merchandise  manager  is 
the  next  most  important  executive. 
He  formulates  merchandising  policies 
and  provides  the  materials  for  which 
and  by  means  of  which  the  store 
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functions.  He  is  responsible  for  the 
kind  of  merchandise  handled,  its  class 
or  quality,  the  relative  importance  of 
the  various  selling  departments,  quan¬ 
tity  of  purchases,  quantity  of  average 
stocks,  and  the  personnel  of  the  buying 
organization  throughout  the  store  and 
in  the  New  York  or  other  markets. 
He  is  not  responsible  for  advertising  or 
sales  unless  he  functions  also  as  the 
sales  manager.  He  is  jointly  respon¬ 
sible  with  the  sales  manager  for  re¬ 
ductions  and  turnover,  and  wholly 
responsible  for  original  mark-up  or 
the  retail  price  at  which  the  purchases 
are  marked. 

The  controller’s  function  has  been 
outlined  above,  and  will  be  described  in 
more  detail  in  the  following  articles. 

IX 

The  Sales  Manager.  The  sales 
manager’s  chief  function  is  to  move 
the  merchandise  that  is  provided.  He 
is  not  responsible  for  its  variety  or 
quantity  or  source,  nor  is  he  con¬ 
cerned  with  whether  the  percentage  of 
mark-up  is  good,  bad,  or  indifferent. 
He  finds  it  in  stock  and  he  moves  it 
out  at  the  best  price  he  can  obtain; 
preferably  at  what  it  is  originally 
marked  but,  if  that  is  not  possible,  at 
a  lower  price.  His  god  is  turnover. 
He  is  jointly  responsible  with  the 
merchandise  manager  for  markdowns, 
or  reductions,  which  are  controlled  in 
total  by  budgets.  He  is  responsible 
for  all  advertising  and  for  selling  ex¬ 
pense,  controlled  by  other  executives 
only  as  to  totals  and  as  to  general 
policies.  It  should  be  noted  that  in 
many  stores  the  merchandise  manager 
also  directs  the  sales,  in  which  case  the 
advertising  often  is  handled  by  one 
assistant  and  the  sales  management 
by  another;  or  all  of  his  functions  are 
sometimes  performed  through  sub¬ 


ordinate  divisional  merchandise  man¬ 
agers,  eacn  in  charge  of  a  group  of 
departments  and  each  responsible  for 
buying,  advertising,  and  selling. 

X 

The  Superintendent.  The  superin¬ 
tendent  is  responsible  for  the  oper¬ 
ation  of  the  store  plant  including  the 
management,  maintenance  and  repair 
of  the  buildings,  and  the  machinery 
and  equipment.  He  directs  the  man¬ 
agement  of  the  delivery  department, 
elevators,  janitor  force,  protective 
force,  telephone  switchboard,  pur¬ 
chasing  department  (except  merchan¬ 
dise),  supply  department  and  public 
service  bureaus. 

He  is  also  in  charge  of  personnel, 
employment,  welfare,  training,  and 
discipline.  He  determines  rates  of 
pay  and  bases  of  commission  for  all 
but  executives.  He  is  responsible  for 
keeping  the  pay-roll  within  prescribed 
limits,  although  in  doing  so  he  often 
comes  into  conflict  with  other  execu¬ 
tives  and  must  carry  his  appeal  to  the 
referee.  His  job  is  not  always  as 
happy  as  it  looks. 

XI 

The  Treasurer.  The  treasurer  is  the 
sixth  major  executive,  mentioned  last 
because  in  the  majority  of  stores  he  is  a 
corporate  rather  than  an  executive 
officer.  Often  he  is  the  representative 
of  the  money  interests  and  spends  but 
a  part  of  his  time  in  the  store,  in  which 
event  the  operating  duties  that  nor¬ 
mally  would  fall  to  his  lot  are  performed 
by  the  controller.  Having  shown  who 
are  the  other  officers  with  whom  the 
controller  works  and  what  each  does 
with  relation  to  the  others  and  to  the 
store  as  a  whole,  we  are  now  ready  to 
proceed  with  the  details  of  the  con¬ 
troller’s  work. 
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VI — Establishing  a  Bonus  System 
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IS  it  not  true  that  an  investment 
made  to  improve  administrative 
methods  can  net  profits  similar  to  any 
other  commercial  investment? 

Someone  remarked  to  the  writer 
recently  that  such  a  “survey”  as 
described  in  this  series  of  articles  is 
expensive — costing  several  thousand 
dollars.  The  answer  was:  “If  you 
had  a  good  business  proposition  in 
which  to  invest  several  thousand 
dollars  with  the  assurance  that  the 
returns  would  be  many  times  greater 
than  the  investment,  would  you  refuse 
it?” 

A  survey  of  this  nature  will  amply 
pay  for  itself,  if  only  through  the 
following  two  important  benefits: 

1.  A  better  knowledge  of  the  operations 
and  the  principles  underlying  these  oper¬ 
ations  of  the  department. 

That  knowledge  alone  should  repay 
tenfold  the  cost  of  the  survey.  The 
writer  has  pointed  out  the  value  of 
the  facts  obtained  from  such  a  survey 
with  reference  to  the  use  of  helpers. 
An  organization  using  100  to  200 
helpers,  if  enabled  to  reduce  them  by 
half  on  the  basis  of  this  information, 
should  save  from  $50,000  to  $100,000 
a  year,  and  a  survey,  even  though 
conducted  for  a  period  of  a  year,  would 
cost  but  the  smallest  percentage  of 
this  saving.  It  will  be  admitted  that 
such  a  survey,  if  it  accomplished 
nothing  else,  would  tell  the  store  in 
question  exactly  where  helpers  are 
needed  and  where  they  might  be 
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eliminated.  Otherwise  helpers  must 
be  maintained  in  every  section,  be¬ 
cause  if  they  are  removed  without  a 
real  knowledge  of  the  facts,  difficulties 
will  be  encountered,  and  the  experi¬ 
ment  is  apt  to  be  a  failure. 

2.  The  other  important  benefit  to  be 
derived  from  a  survey  of  the  delivery 
department  concerns  the  labor  problem, 
which  at  this  time  is  particularly  pressing. 

When  labor  conditions  become 
stringent,  what  is  to  be  done?  In¬ 
crease  wages?  That  in  itself  is  not  a 
good  policy  because  a  year  or  two 
later  when  the  labor  situation  relaxes, 
salaries  will  have  to  be  brought  down 
again,  and  then  there  will  be  trouble. 

Is  it  not  a  question  of  increasing  the 
earning  capacity  of  the  men?  What 
worries  the  operating  head  today  is: 
“Can  I  correspondingly  increase  the 
production  so  as  to  make  it  pay?” 
The  result  is  that  the  men  thus  con¬ 
fronted  begin  to  grope  for  some  basic 
standard — some  guide — and  in  their 
attempt  to  get  at  it  quickly,  they  create 
a  short  circuit  and  burn  their  fingers. 

A  systematic  survey  gives  the  basic 
standards  required — if  not  absolute, 
at  least  some  relative  guide — for 
establishing  payment  on  the  basis  of 
production  rather  than  on  an  arbi¬ 
trary,  unreliable,  and  transitory  basis. 

II 

The  Basis  of  Compensation.  A 
graphic  analysis  of  the  pay-roll  will 
quickly  show  the  importance  of  this. 
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First  classify  the  employees  accord¬ 
ing  to  production,  listing  them  from 
the  highest  producer  down  to  the 
lowest.  Place  the  salary  of  each 
opposite  his  name  and  see  whether  the 
salaries  range  in  the  order  of  ability  and 
accomplishment. 

Unless  there  is  a  parallel  increase  in 
remuneration  with  the  corresponding 
increase  in  production,  both  in  quality 
and  quantity,  there  is  an  unhealthy 
condition  in  the  organization.  There  is 
no  incentive  for  the  good  producer  and 
the  output  in  the  organization  is,  con¬ 
sciously  or  unconsciously,  below  the 
proper  maximum. 

An  analysis  of  the  employees  will 
very  likely  show  that  the  only  sub¬ 
stantial  basis  of  salary  payment  is 
length  of  service,  the  oldest  employee 
receiving  the  highest  salary  on  the 
scale,  and  the  youngest  employee, 
regardless  of  his  ability  or  produc¬ 
tivity,  receiving  the  lowest  salary. 

Ill 

Fixing  the  Bonus — One  Plan.  How 
much  bonus  should  be  paid?  The  last 
article 1  of  the  series  described  a 
method  of  establishing  a  production 
schedule  for  each  zone  and  month  of 
the  year.  The  task  is  now  to  deter¬ 
mine  what  bonus  should  be  paid  and 
at  what  point  of  production  it  should 
begin. 

Obviously  the  fair  beginning  of 
bonus  remuneration  should  be  at  that 
point  of  productivity  where  both  the 
employer  and  the  employee  can  benefit 
financially.  The  next  task,  therefore, 
is  to  determine  that  point,  and  the 
amount  of  remuneration.  Here  re¬ 
course  must  be  had  to  past  infor¬ 
mation.  It  may  be  instructive  to 
consider  the  experience  of  one  organi¬ 
zation  which  attempted  to  develop  a 


bonus  on  the  basis  of  increased  pro¬ 
duction. 

For  instance,  those  in  charge  first 
determined  the  cost  of  driver,  helper, 
vehicle,  and  overhead  per  vehicle  day. 
Assume  this  cost  was  $10.  The 
average  number  of  pieces  per  day  was 
100,  giving  a  10  cent  cost  per  piece. 
Now  suppose  they  determined  to  give 
a  bonus  when  the  average  number  of 
pieces  per  vehicle-day  was  125.  At 
$10  a  day  per  vehicle,  the  cost  per 
piece  would  be  about  8  cents,  or  a 
saving  of  2  cents  per  piece.  If  the 
average  production  was  150  pieces  per 
vehicle-day,  it  would  cost  about  6  cents 
per  piece,  or  a  saving  of  4  cents  on  each 
piece  delivered. 

Knowing  the  saving  as  production 
increased  an  attempt  was  made  to 
work  out  a  bonus  remunerating  the 
drivers  at  so  much  per  piece.  Such 
a  bonus  system  might  result  in  grave 
error,  as  the  following  shows. 

Suppose  within  any  one  zone  there 
are  on  the  average  1000  pieces  to 
deliver  daily,  and  suppose  five  drivers 
deliver  it  as  follows: 


A .  200  pieces 

B .  200  “ 

C .  200  “ 

D .  200  “ 

E .  200  “ 


1000  pieces 

Now  under  the  bonus  plan  some 
drivers  will  be  more  ambitious  than 
others  and  will  take  out  many  more 
pieces  and,  as  there  are  but  one 
thousand  pieces  some  must  take  less. 
The  five  drivers  work  in  accordance 
with  the  following  schedule: 


A .  300  pieces 

B .  250  “ 

C .  100  “ 

D .  250  “ 

E .  100  “ 
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Drivers  A,  B,  and  D,  then,  under  the 
bonus  system  receive  a  bonus  because 
their  production  is  above  the  past  per¬ 
formance  record.  Would  the  organi¬ 
zation  save  any  money?  Of  course  not. 
It  would  still  be  delivering  the  thou¬ 
sand  pieces  with  five  vehicles,  five 
drivers,  five  helpers,  with  no  saving 
and  in  fact  an  additional  expense,  in 
the  form  of  a  bonus.  The  plan  is 
wrong. 

IV 

Fixing  the  Bonus — A  Better  Plan. 
Suppose,  however,  that  E  is  dropped 
and  the  thousand  pieces  are  delivered 
in  the  following  manner: 


A .  250  pieces 

B .  250  “ 

C .  250  “ 

D .  250  “ 


1000  pieces 

Each  of  the  four  drivers  would 
receive  a  bonus  and  the  organi¬ 
zation  for  that  particular  section  of 
delivery  would  save  the  use  of  a 
vehicle,  a  driver,  and  a  helper,  re¬ 
sulting  in  a  reduction  of  expense  more 
than  enough  to  provide  the  bonus  for 
each  of  the  remaining  drivers. 

It  is  obvious  from  an  analysis  of  the 
two  methods  of  determining  the 
amount  of  saving  resulting  from  a 
bonus  that,  under  the  conditions 
given,  the  one  based  on  saving  per 
piece  is  erroneous.  The  correct  method 
is  the  second.  With  a  fixed  number  of 
pieces  to  deliver  an  organization  begins 
to  save  only  when  it  eliminates  the  use 
of  a  vehicle  or  an  employee. 

Let  us  therefore  establish  one  definite 
principle.  To  figure  the  amount  of 
savings  to  expect  from  a  bonus  at  the 
various  standards  of  production,  a 
method  must  be  adopted  which  will 
show  how  many  employees,  and  how 
much  equipment  will  be  saved. 


V 

A  Working  Bonus  Plan.  At  what 
point  shall  the  payment  of  a  bonus  be 
begun?  Shall  it  be  at  the  standard 
developed  ?  That  is  obviously  im¬ 
practical.  First  of  all  the  gap  be¬ 
tween  the  present  production  and  the 
standard  is  always  very  wide  and  it 
must  be  remembered  that  the  psy¬ 
chology  of  the  worker  is  such  as  to 
make  it  practically  impossible  for 
him  suddenly  to  jump  from  a  low 
production  to  a  high-standard  pro¬ 
duction. 

It  is  therefore  obvious  that  the 
bonus  schedule  must  be  so  developed 
as  to  induce  the  employee,  step  by 
step,  to  exert  enough  additional  energy 
gradually  to  rise  from  the  present  pro¬ 
duction  to  as  near  the  standard 
production  as  is  humanly  possible. 
Admitting  that,  at  what  point  is  the 
payment  of  the  bonus  to  begin? 

First  we  must  consider  the  plan  of 
the  bonus  itself.  Paying  a  bonus  on 
the  basis  of  the  piece  is  obviously 
unreliable — too  complicated  and  diffi¬ 
cult  for  the  average  driver  and  em¬ 
ployee  to  grasp.  Let  us  analyze  this. 
We  have  already  discussed  one  situ¬ 
ation  in  which  a  bonus  on  the  piece 
basis  is  unsatisfactory.  Suppose  a 
standard  in  one  zone  for  the  month 
of  August  is  300.  During  the  same 
month  the  standard  for  another  zone 
is  200.  Obviously  the  proper  rate  per 
piece  as  a  bonus  in  one  zone,  would  not 
be  the  proper  rate  per  piece  in  the 
other,  because  in  the  zone  where  the 
standard  is  300  it  is  manifestly  much 
easier  to  deliver  a  piece  than  in  a 
zone  where  the  standard  is  200. 

If  it  is  attempted  to  establish  a  bonus 
per  piece  in  each  zone,  there  will  be 
a  different  bonus  per  piece  for  each 
zone  and  a  different  bonus  per  piece 
for  each  month.  If  a  driver  works  in 
more  than  one  zone  in  a  month,  or 
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shifts  from  zone  to  zone  during  the 
year,  computation  of  bonus  will  be 
difficult  and  the  driver  will  never 
know  what  his  goal  is. 

There  is  one  obvious  principle  which 
must  always  be  adhered  to  in  estab¬ 
lishing  a  bonus  or  in  establishing  a 
standard — the  employee  must  know  his 
goal  in  advance,  that  is,  the  pro¬ 
duction  he  must  attain.  Also  he  must 
know  what  his  exact  remuneration 
will  be  if  he  attains  that  production. 
Any  rating  or  remuneration  system 
which  does  not  provide  for  these 
essentials — under  which  the  driver  or 
helper  does  not  know  until  the  end  of 
the  month  what  his  standard  really  is, 
or  what  his  remuneration  is  going  to 
be — is  seriously  defective.  The  men 
cannot  and  do  not  work  with  the  same 
vim  and  the  same  interest  as  when 
they  have  a  definite  goal  to  strive  for. 

For  this  particular  situation,  there¬ 
fore,  it  is  necessary  to  work  out 
another  method  of  measuring  pro¬ 
duction — another  basis  of  remuner¬ 
ation.  For  this,  take  the  standard  for 
each  month  developed  by  the  survey 
and  call  that  100  per  cent.  Tabulate 
the  figures  for  each  zone  ranging  from 
100  per  cent  to  50  per  cent.  This 
tabulation  will  show  the  number  of 
pieces  rated  for  each  zone  at  100  per 
cent,  at  95  per  cent,  90  per  cent,  85 
per  cent  and  so  on  down  to  50  per 
cent,  and  also  the  corresponding 
number  of  pieces  above  100  per  cent, 
as,  for  instance,  at  105  per  cent,  110 
per  cent,  115  per  cent,  etc.  The  theory 
is  that  to  deliver,  say,  at  60  per  cent  of 
the  standard  is  about  as  difficult  in  one 
zone  as  in  another,  although  in  one 
zone  with  a  standard  of  300  pieces 
60  per  cent  means  180  pieces,  and  in 
another  zone  with  a  standard  of  200 
pieces,  60  per  cent  means  only  120 
pieces. 

By  establishing  a  per  cent  rating 
for  each  zone  of  the  standard  the 


complicated  factor  of  evaluating  pieces 
for  each  zone  is  eliminated,  because 
60  per  cent  of  the  standard  has  the 
same  value  in  every  zone.  When  it  is 
decided  to  give  so  many  dollars  of 
bonus  at  the  end  of  the  month  for  an 
employee  who  attains  60  per  cent  of 
the  standard,  the  same  amount  of 
money  is  paid  to  the  employee  who 
delivers  180  pieces  in  the  one  zone  as 
to  the  employee  who  delivers  120 
pieces  in  the  other. 

There  must,  therefore,  be  set  up  for 
each  month  what  the  number  of  pieces 
or  house  stops,  depending  on  the 
method  preferred  in  measuring  pro¬ 
duction,  will  be  at  each  one  of  these 
ratings  for  each  zone  during  that 
month. 

VI 

Fixing  the  Bonus  Rate.  At  what  per 
cent  shall  the  payment  of  the  bonus 
begin — at  60,  at  70,  or  at  50  per 
cent?  It  depends  on  the  amount  of 
money  that  is  saved  when  production 
is  60  per  cent  for  a  zone  or  when 
production  is  70  per  cent. 

The  production  for  each  month  as  it 
will  be  at  the  various  ratings  must, 
therefore,  be  determined  and  compared 
with  the  actual  production  for  the 
corresponding  months  within  the  same 
zone  for  the  previous  year.  Then,  as  a 
result  of  this  increased  production  there 
must  be  ascertained  not  how  many 
more  pieces  will  be  delivered  per 
vehicle,  but  how  many  vehicles, 
drivers,  and  helpers  will  be  saved. 

It  is  possible,  therefore,  to  determine 
for  every  zone  and  at  each  production 
rating,  the  number  of  vehicles,  drivers, 
and  helpers  that  will  be  saved,  and 
hence  how  much  that  saving  will 
represent  in  dollars  and  cents.  The 
total  saving  in  dollars  and  cents  at 
each  rating  divided  by  the  number  of 
drivers  and  helpers  or  the  number  of 
vehicles  required  within  that  zone  in 
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making  these  deliveries  will  give  the 
amount  of  money  saved  for  each 
vehicle  making  deliveries  in  that  zone. 

Suppose  it  is  found  that  in  a  zone 
formerly  using  10  vehicles  only  7  will 
be  needed  if  production  is  raised  to 
70  per  cent  of  the  standard;  and 
suppose  the  operating  cost  of  each 
vehicle  and  driver’s  salary  is  $500  a 
month.  This  means  a  saving  of  3 
vehicles  or  $1500  a  month,  which 
divided  by  7 — the  number  of  vehicles 
required  to  accomplish  the  work  at  a 
production  rate  amounting  to  70 
per  cent  of  the  standard— gives  a 
saving  of  about  $214  for  each  vehicle. 

In  this  way,  knowing  the  saving  to 
be  effected  at  each  per  cent  of  standard 
for  every  month  and  for  every  zone,  a 
definite  number  of  dollars  can  be 
assigned  for  each  driver  and  helper  if 
they  attain  60,  70,  75,  90  per  cent,  etc., 
of  the  standard  for  the  month  within 
that  particular  zone. 

For  work  less  than  a  month,  they 
will  receive  a  proportionate  part  of 
the  total  bonus.  In  other  words,  the 
bonus  assigned  for  a  zone  during  the 
month  is  based  on  a  complete  month’s 
work. 

VII 

Group  versus  Individual  Bonuses. 
How  shall  the  bonus  be  paid?  There 
are  some  who  believe  in  group  bonuses, 
and  there  are  others  who  believe  in 
individual  bonuses.  The  theory  be¬ 
hind  the  group  bonus  is  that  it  elim¬ 
inates  differences  for  which  employees 
are  not  responsible — that  it  eliminates 
unfairness  in  variations  of  production 
which  are  not  always  the  fault  of  the 
employees  but  the  result  of  peculiar 
conditions  pertaining  to  the  particular 
department  in  which  they  work. 

In  a  delivery  department,  particu¬ 
larly,  conditions  sometimes  stand  in 
the  way  of  equal  opportunities  for  the 
drivers.  This  can  be  remedied  to  a 


considerable  extent  by  the  dispatcher 
if  he  wisely  plans  his  routes  and  loads 
in  the  morning.  The  method  of  doing 
this  will  be  discussed  later  under  the 
administrative  benefits  to  be  derived 
from  a  survey. 

The  advantage  the  group  bonus 
possesses  in  its  automatic  elimination 
of  inequalities  is  not,  however,  great 
enough  to  outweigh  its  disadvantages. 
In  a  group  bonus  individual  initiative 
is  eliminated.  The  superior  individual 
is  not  given  opportunity  to  profit 
adequately  by  his  ability,  and  a  situ¬ 
ation  arises — which  is  already  wide¬ 
spread  in  industry  today — in  which 
the  efficient  and  more  capable  em¬ 
ployees  find  it  advantageous  to  mark 
time  with  the  average  or  inferior 
employee.  They  can  see  no  reason  why 
employees  who  can  produce  more 
should  do  so  in  order  to  make  money 
for  other  employees  who  are  slower 
or  less  ambitious. 

An  analysis  of  the  bonuses  employees 
would  earn  if  the  group  as  against  the 
individual  bonus  were  adopted,  defi¬ 
nitely  establishes  the  fact  that  while 
under  an  individual  bonus  a  few 
superior  employees  would  earn  a  bonus, 
under  the  group  method  the  inferior 
production  of  the  rest  of  the  employees 
would  bring  the  average  production 
for  the  group  to  a  point  where  none  of 
them  would  earn  a  bonus. 

VIII 

Group  and  Individual  Bonuses  Con¬ 
trasted.  Let  us  take  a  specific  example. 
Suppose  payment  of  the  bonus,  in  the 
zone  where  the  standard  is  300,  is 
begun  at  70  per  cent  of  the  standard, 
or  at  210  pieces.  Suppose  at  70  per 
cent  of  the  standard  within  each  zone 
the  driver  is  given  $10  and  the  helper 
$5,  and  at  80  per  cent  of  the  Standard, 
the  driver  is  given  $15  and  the  helper 
$10. 
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Suppose  five  drivers  work  within 
that  zone,  delivering  the  following 
pieces : 


A .  210  pieces 

B .  100  “ 

C .  190  “ 

D .  240  “ 

E .  160  “ 


The  average  production  for  the  zone 
would  be  180  pieces,  or  60  per  cent  of 
the  standard.  The  bonus  begins, 
according  to  the  supposed  schedule,  at 
70  per  cent  of  the  standard.  None  of 
the  five  drivers  would  earn  a  bonus. 
Under  the  individual  bonus,  however, 
driver  A  would  reach  70  per  cent  of 
the  standard  and  would  be  entitled  to 
$10  and  his  helper  to  $5.  Driver  D 
would  reach  80  per  cent  of  the  standard 
and  be  entitled  to  $15  and  his  helper  to 
$10. 

Obviously,  under  the  group  bonus 
drivers  A  and  D  would  suffer  because 
of  the  poor  work  of  drivers  B,  C,  and 
E.  Particularly  in  introducing  a 
bonus  is  it  desirable  to  have  a  few 
pace-makers.  In  other  words,  we 
want  those  good  drivers  who  can  do 
so,  to  show  that  it  is  easy  to  earn  a 
bonus  if  proper  effort  is  put  forth.  In 
this  group  drivers  A  and  D  would  be 
these  pace-makers  if  they  knew  that 
they  could  earn  a  bonus.  If  they  felt, 
however,  that  it  was  hopeless  unless 
they  could  raise  drivers  B,  C,  and  E 
in  production,  they  would  not  be 
likely  to  make  the  effort. 

IX 

The  Combination  Bonus.  Never¬ 
theless,  there  is  no  denying  that  while 
the  group  bonus  is  not  desirable  from 
this  point  of  view,  a  compromise  is 
possible  whereby  drivers  who  fail 
through  no  fault  of  their  own  may  be 
properly  recompensed.  Most  of  their 
production  it  is  true,  depends  on  their 


own  ability,  but  sometimes  they  fall 
short  of  the  standard  for  causes  not 
under  their  control. 

Driver  C,  for  instance,  in  the  group 
under  consideration  came  fairly  close 
to  70  per  cent  of  the  standard  where 
he  would  have  earned  a  bonus.  It 
may  be  that  he  was  particularly  un¬ 
fortunate  in  the  route  covered  by 
him,  where  he  could  not  get  enough  to 
do,  perhaps  through  the  dispatcher’s 
fault.  To  eliminate  these  possible 
unfair  differences,  the  writer  has 
established  a  combination  bonus  which 
has  the  advantages  of  both  the  group 
and  individual  bonuses. 

To  explain  the  working  of  the  com¬ 
bination  bonus,  let  us  take  the  earn¬ 
ings  of  the  five  drivers  under  the  indi¬ 
vidual  bonus  plan  explained  above. 

Driver  A  making  70  per  cent  earns  $10 

Driver  B  making  33 %  per  cent  earns 
nothing 

Driver  C  making  63^  per  cent  earns 
nothing 

Driver  D  making  80  per  cent  earns  $15 

Driver  E  making  53^  per  cent  earns 
nothing 

It  is  fair  to  assume  that  a  driver  who 
made  not  over  50  per  cent  of  the 
standard  certainly  never  came  close 
enough  to  the  required  70  per  cent  to 
deserve  consideration. 

Suppose  that  half  of  what  driver  A 
earns,  or  $5,  goes  to  him  direct,  and 
half  of  what  driver  D  earns,  or  $1%, 
goes  to  him  direct,  while  the  other  half 
of  the  money  they  earned,  or  $12%, 
is  to  be  distributed  equally  among  all 
the  drivers  who  made  more  than  50 
per  cent  of  the  standard.  In  other 
words,  the  $123^  is  to  be  distributed 
among  drivers  A,  C,  D,  and  E, 
driver  B  obviously  not  deserving  any 
consideration  because  he  was  below 
50  per  cent  of  the  standard.  This 
would  give  $3  approximately  to  driver 
C  who  would  have  earned  nothing 
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under  the  individual  plan — $3  to 
driver  E  and  about  $3  more  to  driver 
A,  who  would  thus  be  making  about 
$8,  and  $3  more  to  driver  D,  who 
would  thus  be  making  about  $10}^. 

In  other  words,  under  the  individual 
bonus  only  drivers  A  and  D  would 
earn  it.  Under  the  group  bonus  none 
would  earn  it  because  the  average 
earned  for  the  five  drivers  was  below 
70  per  cent.  Under  the  combination, 
four  out  of  five  drivers  would  earn  a 
bonus. 

On  the  face  of  it,  and  on  the  basis  of 
close  consideration  of  the  production 
of  many  drivers,  it  seems  to  the  writer 
that  this  combination  bonus  is  the 
most  desirable  as  it  maintains  and  en¬ 
courages  individual  initiative,  and  at 
the  same  time  fairly  well  takes  care  of 
those  drivers  who  fall  short  of  the 
bonus.  A  bonus,  of  course,  should  be 
paid  as  often  as  possible,  as  it  is  only 
effective  if  received  immediately  after 
the  work  is  done. 

X 

Quantity  versus  Quality.  There  is 
one  point  more  that  must  be  considered 
with  respect  to  production  and  it  is 
this — employees  in  their  effort  to  earn 
as  much  as  possible  will  do  so  at  the 
expense  of  the  quality  of  the  work  they 
produce.  In  introducing  a  production 
system  for  drivers  and  helpers — and 
that  holds  for  any  other  production 
system — a  very  accurate  record  must 
be  maintained  for  each  driver  and 
helper,  which  will  give  an  index  as  to 
the  quality  of  his  work. 

The  writer  does  not  believe  in  the 
ordinary  demerit  system,  which  may 
be  good  for  the  classroom  but  which  is 
not  desirable  as  between  employer  and 
employee.  The  concern  that  credits 
the  driver  at  the  beginning  of  the 
season  with  $50  or  $100,  telling  him 
that  he  can  have  that  money  if  by 


the  end  of  the  season  he  lives  up  to 
certain  conditions,  in  effect,  places 
the  driver  in  the  position  of  the  small 
boy  to  whom  a  nickel  is  exhibited  with 
the  remark:  “See  this  nickel?  If  you 
are  a  good  boy  and  behave  to  my 
satisfaction,  you  will  receive  it;  other¬ 
wise  you  will  not.” 

The  system  of  counting  so  many 
demerits  against  the  driver  during  the 
year  and  deducting  a  corresponding 
sum  from  the  amount  of  money 
allotted  to  his  credit  at  the  beginning 
of  the  year,  amounts  to  the  same 
thing. 

A  record  card  for  a  driver  with 
information  of  the  following  nature,  if 
properly  maintained  and  used,  will 
cull  all  drivers  who  are  not  reliable, 
from  the  point  of  view  of  the  quality 
of  their  work: 

1.  Operating  and  Maintenance 

Gas  consumption,  per  cent  of  normal 
Oil  consumption,  per  cent  of  normal 
Current  consumption,  per  cent  of 
normal 

Cost  of  operation  per  mile,  per  cent  of 
standard  cost 

Cost  of  operation  per  piece,  per  cent  of 
standard  cost 

2.  Delivery  Performance  Quantity 

Number  pieces  delivered 
Per  cent  standard  of  zone 
Per  cent  return  of  zone 

3.  Delivery  Performance  Quality 

Loss  of  packages 
Shortage  of  change 
Delayed  delivery 
Overcharge 
Undercharge 
Wrong  merchandise 
Damaged  merchandise 
Package  return,  drivers’  error 

4.  Care  of  Equipment 

Car  curtains  folded 

Brasses  polished 

Lamps  working 

Failure  to  shut  off  power 

Failure  to  repair  mechanical  trouble 
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5.  Accidents 

Accident — driver’s  fault 
Failure  to  phone  in  accident 

6.  Violation  Traffic  Rules 

Speeding 

Other  traffic  rules 

7.  Complaints 

Wrong  door 
Pounding  on  door 
Throwing  in  window 
Leaving  next  door 
Yelling 

Crossing  lawns 

Damage  customer’s  property 

Impudence 

8.  Discipline 

Smoking  on  route 
Leaving  vehicle  unguarded 
Stranger  on  vehicle 

9.  Personal  Appearance 

10.  Clerical  Routine 

Odometer  reading 
Mileage  reported 
Memo  on  sales  check 
Entries  on  sheets 

11.  Attendance 

Tardiness  mornings 
Tardiness  night 
Per  cent  absent 

XI 

Returns.  It  is  difficult  very  often  to 
decide  whether  a  complaint  against  a 
driver  is  really  deserved.  There  is, 
however,  one  important  incident  of 
the  driver’s  work  which  is  very  costly 
to  the  retail  business  unless  effectively 
controlled,  and  that  is  the  matter  of 
returns.  Returns,  it  is  presumed,  are 
a  necessary  evil  and  the  organization 
which  has  maintained  effective  records 
can  determine  for  each  zone  and  for 
each  month  what  the  percentage  of 
returns  has  been. 

Suppose  it  is  found  that  within  a 
particular  zone  during  a  certain  month 
for  several  years  past,  the  returns  were 
on  the  average  about  10  per  cent. 
If  a  driver  consistently  makes  15  per 
cent  for  that  zone,  where  the  average 
for  all  other  drivers  was  10  per  cent,  it 


is  certainly  fair  to  assume  that  there 
is  something  wrong  with  the  driver. 
The  production  bonus  must,  therefore, 
take  that  into  account. 

It  seems  to  the  writer  that  the  best 
method  of  taking  care  of  this  important 
phase  of  production  is  to  credit  the 
driver’s  rating  for  the  month,  if  his 
returns  are  below  or  better  than  the 
average,  and  deduct  from  his  rating 
for  the  month,  if  his  returns  are  above 
or  worse  than  the  average. 

For  example,  suppose  a  driver  during 
the  month  made  80  per  cent  of  the 
standard.  Suppose,  on  the  other 
hand,  his  returns  were  15  or  5  per  cent 
above  the  average  for  that  zone.  It 
would  seem  that  this  driver  ran  his  pro¬ 
duction  up  very  high  but  did  so  at  the 
expense  of  the  quality  of  his  work. 
In  other  words,  he  did  not  make  as 
much  of  an  effort  to  make  a  delivery 
to  a  customer  as  he  might  have. 
His  80  per  cent  should,  therefore,  be 
reduced  as  a  penalty  for  poor  work, 
and  a  schedule  developed  which  would 
deduct  say,  1  per  cent  from  his  rating 
production  for  every  2  per  cent 
returns  above  or  worse  than  the  aver¬ 
age  for  the  month,  and  add  1  per  cent 
to  his  rating  for  every  2  per  cent  returns 
below  or  better  than  the  average  for 
the  month. 

In  making  this  deduction  for  poor 
returns  the  demerit  system  is  not 
really  followed  because  a  reward  is 
given  to  the  driver  whose  returns  are 
very  good.  In  other  words,  a  driver 
who  made  80  per  cent  of  the  standard 
of  production,  might  increase  it  to 
85  per  cent  if  his  returns  are  below 
the  average  of  the  other  drivers  for  the 
zone. 

XII 

The  Matter  of  Flexibility.  One  of  the 
most  important  principles  in  the 
operation  of  any  business  is  flexibility. 
The  writer  has  had  an  opportunity  to 
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study  this  question  in  every  phase  of 
retail  operations,  and  has  found  that 
the  delivery  department  presents  a 
problem  peculiar  to  itself. 

As  usually  organized  every  delivery 
department  has  a  series  of  wire  bins, 
each  bin  representing  a  definite  route. 
The  driver  of  each  route  daily  comes  to 
the  bin  assigned  to  him,  removes  the 
packages  and  loads  them  into  his 
truck. 

Let  us  take,  for  example,  a  series  of 
bins  from  1  to  10,  each  representing  a 
delivery  route.  Suppose  one  particular 
morning  there  are  found  in  the  bins 
the  following  number  of  pieces: 


Route  Bin 

Pieces 

1 . 

200 

2 . 

100 

3 . 

50 

4 . 

150 

5 . 

400 

6 . 

250 

7 . 

75 

8 . 

300 

9 . 

150 

10 . 

200 

Total . 

1,875 

Each  driver,  as  stated,  must  take 
out  the  pieces  he  finds  in  his  bin  that 
morning.  The  number  will  depend  on 
the  business  of  the  previous  day,  and 
that  is  something  no  one  can  control. 
The  result  is  that  one  driver  may  take 
out  an  enormous  load  and  the  driver 
next  to  him  take  out  a  small  one. 

It  is  very  difficult  to  combine  two 
bins  into  one  load  as  it  might  be  too 
great  for  one  man  to  carry.  There  is 
no  way  of  rapidly  adjusting  the  loads 
in  the  morning  so  as  to  give  each  man 
the  number  of  pieces  he  can  handle 
during  that  day. 

The  result  of  this  fixed  bin  system  is 


that  in  almost  every  delivery  there  is 
an  inequality  of  the  daily  production, 
or  there  is  a  constant  changing  of 
routes — enlarging  or  contracting  every 
few  months.  This  is  not  only  bad 
from  a  daily  administrative  point  of 
view,  but  a  fixed  bin  arrangement  of 
this  kind  practically  makes  it  im¬ 
possible  to  give  each  man  as  much 
work  to  do  for  each  day  as  he  is  willing 
and  can  absorb— one  of  the  most  im¬ 
portant  factors  of  a  successful  bonus 
system.  A  man  cannot  take  out  a 
load  in  accordance  with  his  ability, 
but  must  take  whatever  he  finds  in 
his  bin. 

XIII 

Unit  Routing  System.  To  remedy 
this  situation  the  writer  has  intro¬ 
duced  a  unit  routing  system.  The 
principle  of  the  unit  routing  system  is 
to  subdivide  each  route  into  three  or 
four  smaller  routes  with  three  or 
four  smaller  bins  to  correspond.  The 
advantage  is  quite  obvious.  During  the 
Christmas  rush,  it  is  not  necessary  at 
the  last  minute  to  break  up  the  bins 
or  the  routes,  but  simply  to  give  a 
driver  2  small  unit  routes  instead  of 
3  or  4  as  formerly.  During  slow 
periods  it  is  possible  to  combine  routes, 
as  many  as  is  necessary  to  make  up  a 
reasonable  load. 

Let  us  take  an  example  of  the  10 
routes  mentioned  above.  On  the  basis 
of  a  fixed  route,  the  1875  pieces  found 
in  the  bins  that  morning  are  unevenly 
distributed.  If  it  is  desired  to  combine 
any  two  of  the  bins,  it  will  be  found 
that  the  loads  will  not  have  equal  and 
fair  distribution.  Suppose  it  is  desired 
to  give  each  driver  about  250  pieces. 
It  is  almost  an  impossiblity  to  do  so. 
Under  the  unit  routing  system,  how¬ 
ever,  these  10  fixed  bins  would  prob¬ 
ably  be  divided  into  some  28  unit 
routes  about  as  follows: 
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Route 

Pieces 

Pieces 

la . 

75 

lb 

50 

lc . 

75 

2a . 

50 

250 

2b . 

50 

3a . 

25 

3b  . . . 

25 

4a . 

50 

4b . 

25 

4c . 

75 

250 

5a . 

100 

5b . 

75 

5c . 

50 

225 

5d . . 

125 

5e . 

50 

6a . 

75 

250 

6b . 

100 

6c . 

75 

7 . 

75 

250 

8a . . 

100 

8b ... . 

75 

8c . 

75 

250 

8d . 

50 

9a  . 

75 

9b . 

75 

200 

10a...  . 

80 

10b . 

60 

10c . 

60 

200 

Total . 

1,875 

1,875 

As  will  be  noted  there  is,  under  this 
arrangement,  a  smaller  number  of 
pieces  in  each  bin  and  a  possibility  of 
much  more  flexibility  for  the  purpose 
of  combining  them  every  morning. 
The  dispatcher  will  give  each  driver 
as  many  units  as  he  knows  that  man 
can  deliver. 

Another  great  advantage  of  the 
unit  routing  system  is  the  fact  that  to 
take  the  example  given  above,  but  8 


loads  were  required  to  make  up  the 
1875  pieces  as  against  10  loads  under 
the  fixed  system. 

XIV 

Conclusion.  An  investigation  as 
described  in  this  series  of  articles 
should  serve  the  same  purpose  as  the 
periodic  inventory  taken  by  the  aver¬ 
age  merchant.  It  takes  stock  accu¬ 
rately  and  mathematically  of  every 
motion — of  every  operation  employed 
in  the  particular  department  wherein 
it  is  conducted.  It  is,  however, 
absolutely  valueless  unless  the  organ¬ 
ization  will  heed  and  abide  by  the 
lessons  it  teaches. 

An  analysis  of  the  moving  and 
stopping  time,  for  instance,  will  reveal 
to  the  executive  the  fact  that  in  retail 
delivery  at  any  rate,  in  the  particular 
city  in  question,  the  vehicle  in  con¬ 
gested  territories  stops  so  often  as  to 
reduce  the  factor  of  speed  and  mileage 
to  a  minimum.  Yet  he  may  operate 
very  expensive  high  speed,  heavy 
vehicles,  sinking  an  immense  over¬ 
head  for  an  operation  which,  if  it  were 
possible,  would  be  better  conducted  by 
a  large  pushcart.  On  the  other  hand 
where  the  zones  are  sparse — stops  are 
very  far  apart — it  would  be  folly  to  use 
anything  but  a  vehicle  which  can 
move  rapidly.  In  this  way  when  the 
executive  comes  to  decide  as  be¬ 
tween  the  use  of  different  kinds  of 
equipment — horse,  electric  or  gasoline 
truck — for  various  territories  he  should 
be  able  to  save  a  great  deal  of 
money. 

The  executive  who  can  so  co-ordinate 
the  information  derived  from  a  survey 
with  the  facts  developed  through  a 
daily  control  of  costs,  and  through  a 
daily  control  of  organization  facts,  has 
at  his  command  all  the  tools  essential 
for  the  highest  form  of  executive 
direction. 


CONSTRUCTION— A  BALANCE  WHEEL  OF  BUSINESS 


BY  THOMAS  S.  HOLDEN* 


VIEWED  as  a  unit,  the  con¬ 
struction  industry  is  the  second  in 
the  United  States  in  respect  to  both 
the  value  of  the  product  and  the 
number  of  people  employed,  the  largest 
being  agriculture.  In  1919  the  building 
industry  produced  three-and-a-half 
billion  dollars  worth  of  new  con¬ 
struction.  In  the  same  year  the  out¬ 
put  of  the  automobile  industry  was 
$2,400,000,000;  of  flour  and  grist  mill 
products,  $2,052,000,000;  of  coal 
$1,535,000,000. 

As  to  the  number  of  workers  em¬ 
ployed,  the  statistician  of  the  Asso¬ 
ciated  General  Contractors  of  America 
estimates  roughly  that  there  are  1,450,- 
000  engaged  in  field  construction  and 
1,180,000  in  the  manufacture  of  con¬ 
struction  materials,  while  coal  mining 
employs  but  774,000.  He  also  esti¬ 
mates  that  seven  major  manufacturing 
industries  combined  (electrical  ap¬ 
paratus,  automobiles,  boots  and  shoes, 
men’s  clothing,  women’s  clothing,  fur¬ 
niture,  newspapers  and  periodicals) 
employ  1,233,000  workers.  It  is  also 
estimated  that  over  16  per  cent  of  the 
gross  tonnage  of  all  freight  handled  by 
the  railroads  of  the  country  consists  of 
materials  ultimately  used  in  con¬ 
struction.  Including  the  coal  used 
in  making  and  hauling  building  ma¬ 
terials,  the  industry  is  probably  the 
largest  single  customer  of  the  freight 
lines.  One-seventh  of  the  total  ton¬ 
nage  of  steel  produced  in  this  country 
is  used  in  the  erection  of  its  buildings. 

II 

Related  Activities.  Another  way  of 
visualizing  the  magnitude  of  the  con- 

*  Statistician,  The  F.  W.  Dodge  Corporation. 


struction  industry  is  to  picture  the 
importance  of  a  single  building  oper¬ 
ation.  In  the  first  place,  the  average 
project  involves  an  expenditure  of 
about  $30,000  at  post-war  cost  levels 
and  is  a  significant  event  in  the  life  of 
the  owner.  It  is  in  many  cases  the 
only  enterprise  of  the  sort  upon  which 
he  ever  ventures.  It  usually  requires 
special  financing  before  the  actual 
undertaking  is  begun. 

These  financial  arrangements,  when 
consummated,  comprise  only  the  first 
step  of  an  extended  and  more  or  less 
intricate  series  of  business  transactions 
initiated  by  the  peculiarly  important 
decision  of  John  Doe  to  start  the  con¬ 
struction  of  a  building.  On  this  enter¬ 
prise  there  will  be  employed  an 
architect  and  his  staff,  sometimes  a  con¬ 
sulting  engineer,  a  general  contractor, 
and  a  staff  of  laborers,  carpenters, 
masons,  bricklayers,  lathers,  plasterers, 
steamfitters,  structural  iron-workers, 
painters  and  decorators,  all  of  them 
receiving  remuneration  from  the  job 
and  consequently  having  increased 
power  of  purchase  for  groceries,  cloth¬ 
ing,  shoes,  tobacco,  motion-pictures, 
and  automobiles. 

In  addition  to  all  this,  the  initiation 
of  John  Doe’s  enterprise  immediately 
creates  a  demand  in  the  nation’s 
markets  for  lumber,  lime,  cement, 
steel,  brick,  tile,  paint,  heating  and 
plumbing  materials,  electric  wiring, 
outlets,  and  fixtures,  piping  for  gas 
and  water,  and  hundreds  of  other 
materials  and  accessories  that  go  to 
make  up  the  finished  product.  When 
the  structure  is  completed  it  must  be 
filled  with  furniture,  rugs,  draperies, 
crockery,  pots  and  pans,  or  perhaps 
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machinery,  power  installations,  lockers, 
or  filing  cases. 

The  manufacturers  of  all  these 
articles,  their  production  and  sales 
staffs,  their  advertising  agents  and  the 
publications  in  which  they  adver¬ 
tise  all  share  in  the  business  inaugur¬ 
ated  by  John  Doe,  as  do  also  the  local 
supply  men  who  directly  furnish  the 
materials.  Insurance  interests  also 
benefit,  as  the  contractor  must  insure 
the  building  during  the  construction 
period  and  frequently  is  required  to  be 
bonded  by  a  bonding  company.  The 
owner  insures  the  finished  building 
against  fire  and  perhaps  tornado. 
Frequently  he  also  insures  his  own  life 
as  a  protection  for  his  family  or  his 
creditors  in  order  to  cover  the  financial 
risk  involved  in  the  undertaking. 

Ill 

Effect  of  Regulating  Construction.  It 
is  readily  seen  that  in  the  production 
of  the  fundamentals  of  life  the  con¬ 
struction  of  buildings  is  unique.  Food 
and  clothing  are  relatively  simple 
articles  of  merchandise.  They  are  of 
prime  importance,  of  course,  but 
nevertheless,  they  are  consumable 
goods  whereas  the  finished  building 
is  an  addition  to  the  permanent 
wealth  of  the  country.  Frequently  the 
building  itself  is  used  in  the  pro¬ 
duction  of  wealth,  or  houses  a  pro¬ 
ducer.  In  many  cases  it  earns  an  in¬ 
come  from  rents.  It  pays  taxes  to  the 
city  and  the  state  as  long  as  it  stands. 
The  chain  of  business  transactions 
started  by  John  Doe  continues  until 
the  building  falls  into  decay  and  is 
demolished  to  make  way  for  a  new 
generation  of  structures. 

Viewing  the  building  operation  as 
the  initiator  of  a  practically  endless 
chain  of  transactions,  we  see  the  pos¬ 
sibility  of  regulating  the  ebb  and  flow 
of  prosperity  through  regulation  of 


construction  activity.  Regulation  by 
any  form  of  legislative  control  is  as 
unnecessary  as  it  is  undesirable.  What 
John  Doe  needs  is  something  very 
different  from  governmental  regu¬ 
lation.  His  decision  to  build  initiates 
the  chain  of  transactions  described 
above.  If  you  will  give  him  reliable 
and  reasonably  complete  information 
concerning  cost  levels  and  trends,  the 
course  of  the  business  cycle  and  what 
the  present  stage  of  the  cycle  means 
with  reference  to  the  wisdom  of  start¬ 
ing  a  business  project,  he  will  know 
how  to  start  his  building  project  at  the 
most  favorable  time.  Better  even 
than  advising  him  when  he  should 
start  operations  would  be  to  build  so 
complete  a  body  of  information  con¬ 
cerning  the  relation  of  construction 
activity  to  the  business  cycle,  that  a 
clear  presentation  of  the  facts  at  the 
particular  time  will  enable  him  to 
make  his  own  decision  wisely.  At 
present  he  builds  when  everybody  else 
is  building.  He  would  like  to  build 
when  he  can  take  advantage  of  the 
most  favorable  conditions. 

IV 

Construction  and  the  Business  Cycle. 
In  the  report  of  the  special  committee 
appointed  by  Secretary  Hoover  as 
Chairman  of  the  President’s  Con¬ 
ference  on  Unemployment  there  is 
this  statement: 

The  committee  calls  attention  to  the 
fact  that  the  ebb  and  flow  in  demand  for 
consumable  goods  is  less  controllable  than 
that  for  construction  of  buildings  and 
equipment,  both  governmental  and  private; 
that  the  tendency  of  boom  periods  is  to 
thrust  a  double  burden  on  the  community 
of  providing  for  increased  consumable 
goods  and  at  the  same  time  undertaking  the 
larger  burdens  of  construction ;  that,  there¬ 
fore,  the  constructive  industries  are  to 
some  extent  the  balance  wheel  on  the  ebb 
and  flow  of  boom  and  depression. 
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Mr.  Hoover’s  committee  has  al¬ 
ready  made  an  effort  at  minimizing 
seasonal  fluctuations  in  construction 
volume  through  the  endeavor  to  in¬ 
fluence  federal,  state,  and  municipal 
governing  bodies  to  let  their  con¬ 
tracts  for  public  works  in  the  winter 
months  when  the  volume  of  private 
operations  is  low.  Mr.  Hoover  has 
recently  made  public  a  letter  addressed 
by  him  to  the  President,  recommending 
cessation  of  government  construction 
work  at  the  present  time  when  the 
volume  of  private  work  is  assuming 
the  proportions  of  a  boom.  Regu¬ 
lation  of  both  seasonal  fluctuations 
and  of  boom-and-depression  fluctu¬ 
ations  has  thus  been  sought. 

The  regulation  of  unemployment 
through  promotion  of  public  works  is, 
of  course,  at  least  as  old  as  the  Roman 
Empire.  It  is  also  entirely  probable 
that  the  Pharaohs  let  the  contracts 
for  their  pyramids  and  their  cele¬ 
brated  tombs  during  the  off-seasons 
when  their  subjects  were  not  em¬ 
ployed  in  harvesting  the  crops.  But 
during  the  era  of  laissez-faire,  this 
method  of  regulating  business  crises 
was  more  or  less  ignored. 

The  determination  of  the  proper 
time  to  let  contracts  for  public  works 
through  knowledge  of  the  exact  point 
in  the  business  cycle  where  it  is  ad¬ 
visable  to  release  this  volume  of  pro¬ 
jects  will,  no  doubt,  have  important 
results.  But  the  dissemination  of  in¬ 
formation  concerning  building  costs 
and  the  fluctuations  of  construction 
volume  will  undoubtedly  influence 
private  building  enterprises,  which 
will,  in  turn,  have  a  far-reaching  effect 
on  general  business. 

V 

Present  Status  of  the  Industry.  Just 
how  far-reaching  an  effect  the  regu¬ 
lation  of  construction  would  have  is 


probably  understood  by  very  few 
people.  The  conception  of  construc¬ 
tion  as  a  well-defined  industry  is  a  new 
one  and  has  not  yet  been  generally 
accepted.  We  are  accustomed  to 
think  of  the  lumber  industry,  the 
brick  and  clay  industries,  the  cement 
industry,  the  contracting  business, 
the  architectural  and  structural  en¬ 
gineering  professions,  and  the  building 
trades,  as  units.  But  we  rarely  con¬ 
sider  them  all  grouped  together  as 
various  elements  of  an  enormously 
diverse  and  complicated  industry 
whose  finished  product  is  that  very 
important  economic  unit,  a  building. 

The  various  elements  appear  before 
the  public  as  national  units,  in  the 
form  of  such  organizations  as  the 
Portland  Cement  Association,  the  Na¬ 
tional  Lumber  Manufacturers  Associa¬ 
tion,  the  Associated  General  Contrac¬ 
tors,  the  American  Institute  of 
Architects,  and  also  in  local  associa¬ 
tions  such  as  builders’  exchanges, 
building  trade  councils,  etc.  Only 
recently  has  there  been  an  attempt  by 
the  industry  to  appear  before  the 
public  as  a  unit.  The  National  Feder¬ 
ation  of  Construction  Industries  was 
organized  during  the  war  to  meet  the 
emergency  that  all  the  construction 
interests  faced  in  the  government’s 
drastic  curtailment  of  building  activity. 
Last  year  the  American  Construction 
Council  was  formed,  with  the  object 
of  uniting  for  mutual  benefit  and 
public  good  all  the  elements  of  the 
industry. 

There  have  also  been  local  move¬ 
ments  toward  organization  of  build¬ 
ing  interests.  The  Building  Con¬ 
gresses  of  New  York,  Philadelphia  and 
Boston  have  had  marked  success  in 
enlisting  the  co-operation  of  diverse 
elements,  including  architects,  builders, 
bankers  and  labor  leaders,  and  not¬ 
able  progress  has  been  made  in  at¬ 
tacking  several  important  problems. 
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One  of  these  is  that  of  seasonal 
fluctuations,  the  aim  being  to  equalize 
as  far  as  possible  the  volume  of  con¬ 
struction  through  the  year  in  order  to 
stabilize  both  prices  of  materials  and 
wages  of  building  labor.  This  is  part 
of  the  larger  problem  attacked  by 
Secretary  Hoover’s  committee  in  its 
attempt  to  use  building  operations  as 
the  controlling  factor  in  the  fluctua¬ 
tions  of  the  business  cycle. 

VI 

Recent  Trends.  The  construction 
volume  is  even  now  self-regulatory,  to 
a  certain  extent,  with  reference  to  the 
business  cycle.  This  was  apparent  in 
the  record  of  the  year  1922.  Although 
general  business  was  distinctly  on  the 
mend,  having  definitely  turned  the 
corner  about  September  1921,  the  up¬ 
ward  trend  of  prosperity  was  pro¬ 
ceeding  very  gradually  all  through  last 
year,  while  construction  activity  was 
assuming  record-breaking  proportions. 
The  1922  record  volume  of  con¬ 
struction  contained  an  unusual  pro¬ 
portion  of  residential  buildings, 
churches,  and  schools.  The  large 
volume  of  these  classes  of  structures 
was  due  not  only  to  favorable  cost 
levels,  but  also  to  the  fact  that  money 
could  be  had  in  large  quantities  at 
reasonable  rates,  not  being  in  great 
demand  for  commercial  and  industrial 
purposes. 

The  large  construction  volume  of 
1922  was  naturally  accompanied  by 
increased  prices  and  wages,  depletion 
of  stocks  of  materials,  and  excessive 
demands  for  skilled  laborers,  so  that 
some  prospective  builders  of  moderate 
sized  residential  projects  are  beginning 
to  question  the  wisdom  of  letting 
contracts  at  present  cost  levels.  This 
tendency  is  furthered  by  the  fact  that 
with  the  increase  of  general  prosperity, 
the  demand  for  high  cost  residences 


and  for  mercantile  and  industrial 
buildings  increases.  Owners  can  usu¬ 
ally  afford  to  build  these  structures  at 
higher  cost  levels  than  is  practicable 
for  small  residences  or  for  apart¬ 
ments  to  rent.  Beyond  this,  increased 
prosperity  brings  about  an  augmented 
demand  for  money  for  commercial 
and  industrial  expansion,  and  this 
tends  to  curtail  residential  construction. 

As  will  be  seen,  the  peak  in  resi¬ 
dential  construction  is  likely  to  come 
in  advance  of  the  peak  of  business 
prosperity.  In  1920,  when  the  peak 
of  business  expansion  was  reached, 
construction  activity  was  also  at  its 
peak.  But  the  great  bulk  of  con¬ 
struction  was  in  mercantile  and  in¬ 
dustrial  buildings.  In  that  particular 
wave  of  the  prosperity  curve,  the  high 
point  of  residential  construction  had 
been  passed  seven  months  before. 

VII 

Importance  of  Construction  Statistics. 
All  that  has  been  said  above  serves  to 
indicate  the  importance  of  authentic 
and  comprehensive  construction  sta¬ 
tistics,  not  only  to  business  men 
operating  in  the  construction  field,  in¬ 
cluding  contractors,  architects,  man¬ 
ufacturers,  dealers,  advertising  agen¬ 
cies,  and  business  research  bureaus, 
but  also  to  every  student  of  the  busi¬ 
ness  cycle.  And  in  some  degree  every 
banker,  manufacturer,  and  other  busi¬ 
ness  man  should  be  a  student  of  the 
cycle.  The  volume  of  construction 
affects  not  only  the  market  for  brick 
and  cement  but  also  the  market  for 
shoes  and  the  volume  of  bank  clear¬ 
ings.  The  volume  of  construction  is 
therefore  one  of  the  important  barom¬ 
eters  of  business. 

A  curve  of  business  fluctuations, 
whether  it  be  the  production  of  pig 
iron  or  the  volume  of  bank  clearings  is 
the  resultant  of  many  varied  forces. 
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The  curve  of  construction  volume  is 
perhaps  the  resultant  of  a  greater 
number  of  forces  than  any  other.  For 
that  reason  it  may  be  somewhat  less 
susceptible  of  analysis  than  the  other 
curves  usually  considered  as  barom¬ 
eters,  but  it  registers  a  wider  range  of 
transactions  than  most  of  them. 

The  idea  of  construction  volume  as 
a  barometer  of  prosperity  has  pro¬ 
gressed  from  a  local  to  a  national  con¬ 
ception.  Similarly,  the  conception  of 
construction  as  a  national  industry  has 
but  recently  gained  wide  acceptance. 

VIII 

Gathering  Construction  Statistics.  It 
is  significant  that  for  many  years  the 
figures  on  construction  volume  were 
simply  the  building  permit  statistics 
tabulated  by  local  building  depart¬ 
ments  in  various  cities.  The  defi¬ 
ciencies  of  building  permit  figures 
are: 

1.  They  are  gathered  locally  by  a  limited 
number  of  communities  which  have  build¬ 
ing  departments,  and  therefore  do  not 
cover  the  smaller  communities. 

2.  They  usually  do  not  include  any 
government  work,  either  federal,  state,  or 
municipal. 

3.  Plans  are  filed  according  to  the  rules 
prevailing  in  each  local  building  depart¬ 
ment,  in  some  cases  in  anticipation  of 
building  and  in  others  after  work  has  been 
started. 

Building  permit  figures  are  thus 
mainly  figures  of  local  value.  The 
federal  government  has  not  thus  far 
attempted  the  publication  of  statistics 
on  construction  as  it  has,  for  example, 
through  the  Department  of  Agricul¬ 
ture,  gathered,  tabulated,  and  pub¬ 
lished  the  vital  statistics  of  agriculture, 
the  country’s  largest  industry.  It 
has  been  left  to  private  enterprise  to 
meet  the  need  of  statistics  for  the 


country’s  second  largest  industry,  and 
left  for  the  most  part  to  a  single 
organization.  This  source  of  informa¬ 
tion,  established  more  than  30  years 
ago  by  Frederick  W.  Dodge,  has 
grown  into  what  is  practically  a 
national  service,  employing  hundreds 
of  people,  serving  more  than  600 
distinct  lines  of  business  in  the  con¬ 
struction  field,  and  covering  36  states 
and  the  District  of  Columbia. 

IX 

Use  of  Construction  Statistics.  In 
urging  the  importance  of  statistics  on 
building  construction  to  executives 
and  business  men  in  general,  it  is  not 
intended  to  suggest  that  data  con¬ 
cerning  construction  volume  are  of 
primary  value,  or  of  equal  significance, 
to  all.  But  it  seems  reasonable  to 
assert  that  these  statistics  do  enter, 
directly  or  indirectly,  into  every  fore¬ 
casting  operation  that  attempts  to  be 
thorough  and  to  cover  all  the  really 
essential  factors  in  the  current  business 
situation.  Each  executive  will  natur¬ 
ally  determine  for  himself  whether 
their  importance  is  primary  or  second¬ 
ary,  direct  or  indirect,  in  his  own 
business.  If  he  is  a  contractor,  an 
architect,  or  a  manufacturer  of  ma 
terials  or  furnishings,  his  interest  will 
be  direct;  if  a  banker,  merchandiser 
or  service  broker,  he  will  regard  con¬ 
struction  statistics  largely  in  the  light 
of  their  importance  as  a  factor  in  the 
business  cycle. 

In  any  event  it  is  fair  to  say  that 
with  the  awakened  interest  in  con¬ 
struction  as  an  industry  and  the 
intensive  study  of  it  as  a  business 
barometer,  the  publication  of  accurate 
and  comprehensive  statistics  on  con¬ 
struction  volume  constitutes  an  im¬ 
portant  service  to  every  wide-awake 
executive  and  every  forward-looking 
business  man. 


ANALYZING  THE  FINISHED  PRODUCT 


BY  PAUL  M.  ATKINS* 


THE  study  of  any  business  and  its 
problems  should  properly  begin 
with  an  analysis  of  the  finished  prod¬ 
uct  or  products  which  it  makes  or  in 
which  it  deals.  This  fact  may  seem 
self-evident,  but  experience  has  shown 
that  business  men  do  not  always  give 
this  subject  the  consideration  due  it. 

To  be  effective  such  an  analysis 
must,  of  course,  be  carried  on  with 
certain  definite  objectives  in  view. 
Frequently  it  will  be  found  necessary 
to  analyze  the  product  from  several 
standpoints  to  obtain  all  the  infor¬ 
mation  desired  by  the  executives  of  the 
business.  The  following  discussion, 
while  far  from  complete,  is  given  as 
suggestive  of  some  of  the  more  im¬ 
portant  approaches  to  the  study  of  the 
finished  product,  the  results  of  which 
should  aid  in  making  a  business  more 
profitable.  It  involves  a  consider¬ 
ation  of  the  product  from  the  stand¬ 
point  of : 

1.  Its  marketing  or  distribution. 

2.  Its  manufacture  or  production. 

3.  Location  of  Plant. 

II 

Distribution  of  Product.  It  is  useless 
of  course,  to  spend  any  time  or  money 
in  the  production  of  goods  for  which 
an  adequate  demand  does  not  exist 
or  cannot  be  created.  It  is  essential, 
therefore,  that  the  product  be  thor¬ 
oughly  studied  from  the  point  of  view 
of  the  demand,  actual  or  potential.  If 
we  assume  that  the  product  has  had 
its  general  design  or  character  de¬ 
termined,  the  first  step  is  to  analyze 

*  Instructor  in  Industrial  Management,  University 
of  Chicago,  Chicago,  Ill. 


the  possible  market  for  the  type  of 
goods  wdiich  it  represents. 

Classification  of  Purchasers.  If  the 
article  is  one  of  general  consumption  it 
may  be  necessary  to  split  the  consumers 
up  into  classes,  as  for  example,  rich, 
well-to-do,  eomfortably-off,  and  poor, 
or  according  to  nationality,  or  race,  or 
religion,  geographical  locality,  degree 
of  education,  occupation,  etc.  The 
nature  of  the  classification  will,  natur¬ 
ally,  depend  on  the  product.  If  it  be 
automobiles,  for  instance,  a  classi¬ 
fication  according  to  wealth  would 
probably  be  as  logical  and  fruitful  an 
analysis  of  the  market  as  could  be 
made. 

Adaptation  of  Product  to  Pur¬ 
chasers.  The  next  step  might  well  be 
to  consider  how  the  product  will  meet 
the  needs  of  the  several  groups  of 
possible  purchasers.  It  would  ob¬ 
viously  be  a  waste  of  energy  and 
money  to  try  to  sell  expensive  per¬ 
fumery  in  the  stock-yard  district  of 
Chicago  or  steam-heating  for  residences 
in  New  Orleans.  It  is  equally  useless 
to  try  to  sell  Pierce-Arrow  or  Cadillac 
cars  to  steelmill  workers,  or  chaps  and 
sombreros  to  Wall  Street  brokers, 
although  in  each  case  the  product 
might  be  all  that  could  be  desired. 

Classification  of  Product.  Having 
determined  the  market  for  which  the 
article  in  question  is  suited,  the  next 
point  to  consider  is  its  place  in  that 
market.  For  each  subdivision  or  class 
of  individuals  it  is  usually  possible  to 
divide  the  goods  which  they  purchase 
into  three  classes — articles  of  necessity, 
articles  of  comfort,  and  articles  of 
luxury.  Obviously  there  are  few 
products  that  would  fall  into  the  same 
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classification  for  all  people.  Salt, 
sugar,  and  flour,  among  foods,  for 
example,  and  shoes,  suits,  hats,  etc., 
among  articles  of  clothing  may  be 
thought  of  as  necessities  for  all  classes, 
but  even  here  there  are  wide  variations. 
Shoes,  for  instance,  are  a  necessity  to 
every  one,  but  the  latest  shape  which 
appeals  to  the  city  clubman  as  an 
absolutely  essential  part  of  his  toilet 
would  not  be  worn  by  the  Nebraska 
farmer  at  all,  while  the  clumsy,  but 
comfortable  working  shoes,  without 
which  he  would  be  helpless,  are  abso¬ 
lutely  worthless  to  the  clubman. 

Other  goods  would  fall  into  one  or 
another  class  depending  on  the  group 
to  which  the  person  belongs.  An 
accurate  and  dependable  watch  is  in¬ 
dispensable  to  the  locomotive  engineer 
and  the  doctor,  while  to  the  ditch- 
digger  it  would  be  a  luxury,  and  to 
the  business  man  an  article  of  comfort 
and  convenience. 

Potential  Market.  It  not  infre¬ 
quently  happens  that  the  market 
which  exists  is  more  largely  potential 
than  actual.  Then,  in  addition  to  the 
study  already  suggested,  the  possi¬ 
bility  of  creating  a  demand  where  one 
does  not  now  exist  must  also  be  con¬ 
sidered.  Is  it  a  product  which,  for 
example,  is  going  to  run  counter  to 
habits  and  prejudices  already  well- 
established?  A  question  of  this  kind 
is  especially  likely  to  be  met  when  the 
market  under  consideration  is  a  foreign 
one.  The  introduction  of  accounting 
and  other  kinds  of  calculating  and 
computing  machines  abroad  has  been 
difficult  because  in  many  cases  the 
prospective  users  have  long  been 
accustomed  to  using  methods  in  which 
machinery  had  no  part.  Also  American 
plows  and  various  other  kinds  of  farm 
machinery  of  established  worth  meet 
serious  obstacles  in  some  of  the  more 
backward  countries,  even  though  the 
conditions  of  cultivation  are  well  suited 


to  their  use,  because  the  prejudices  of 
the  population  are  difficult  to  over¬ 
come. 

Repeat  Sales.  The  product  should 
be  considered  also  from  the  point  of 
view  of  repeat  sales.  If  frequent  repeat 
sales  are  to  be  expected,  the  volume  of 
transactions  is  what  counts  and 
determines  the  selling  methods.  Ob¬ 
viously,  methods  which  would  be 
suitable  for  shoes  or  salt  or  fruit  or 
underclothes  which  are  purchased 
constantly  by  the  consumers  would  not 
serve  for  the  distribution  of  vacuum 
cleaners  or  furniture  which  are  pur¬ 
chased  only  at  comparatively  long 
intervals.  Some  interesting  failures 
have  taken  place  in  the  last  10  years 
among  concerns  which  have  failed  to 
deal  adequately  with  this  seemingly 
evident  fact. 

Ill 

Construction  Details.  Material.  The 
finished  product  needs  careful  analysis 
to  see  whether  it  is  in  every  way — in 
material,  design,  and  action — adapted 
to  the  uses  to  which  it  is  to  be  put.  An 
investigation  may  reveal  the  fact  that 
other  material  than  that  already  used, 
or  planned  in  its  production,  would  be 
better.  The  use  of  aluminum  in  auto¬ 
mobiles  to  replace  many  parts  formerly 
made  of  steel  is  an  illustration  of  this. 
The  matter  is  one  of  the  greatest  im¬ 
portance  from  the  standpoint  of  both 
service  and  selling,  and  this  whether 
the  selling  price  remains  the  same  or  is 
increased  to  meet  the  additional  cost. 
In  studying  the  kind  of  material,  an 
analysis  of  the  product,  in  the  strictest 
sense  of  the  word,  is  being  made. 

Design.  The  design  of  the  product 
should  also  receive  careful  study.  This 
is  seemingly  obvious  but  in  practice  is 
frequently  neglected — so  much  so  in 
some  cases  that  the  output  fails  or  is 
even  dangerous  under  conditions  which 
are  frequently  encountered.  A  farm 
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tractor,  for  instance,  has  been  planned 
so  that  the  larger  part  of  the  weight  is 
carried  by  the  rear  axle.  The  result  is 
that  when  a  hard  bit  of  going  is  en¬ 
countered,  the  tractor  has  a  tendency 
to  rear  up  and  turn  over  on  the  driver, 
with  serious  danger  of  killing  or 
injuring  him.  Once  upset,  it  is  a 
difficult  matter  to  right  it.  Such  care¬ 
lessness  in  design  is  not  excusable. 

Adaptability  to  Other  Uses.  Not 
only  should  the  design  of  the  product 
receive  careful  study  for  its  direct 
adaptability  to  the  ones  for  which  it 
is  intended,  but  also  from  the  stand¬ 
point  of  its  adaptability  to  other  uses. 
Often  it  is  possible  so  to  modify  the 
design  that  a  varied  and  helpful 
service  apart  from  the  original  use 
planned  for  the  article  may  be  devel¬ 
oped.  To  return  to  the  ordinary  farm 
tractor,  this  may  be,  and  frequently  is, 
employed  as  an  easily  movable  power 
plant  used  for  sawing  wood,  churning, 
pumping  water,  etc.,  but  its  conve¬ 
nience  for  such  purposes  may  be  added 
to  materially  by  a  few  simple  additions 
and  adjustments  which  are  trifling  as 
to  cost  when  compared  with  the  added 
attractiveness  they  give  to  the  tractor. 

Repairs.  The  ease  with  which  an 
article  may  be  repaired  is  another  very 
important  marketing  point.  Repairs 
should  be  reduced  to  a  minimum,  but 
as  long  as  there  is  friction  between 
moving  parts,  and  general  wear  and 
tear  is  in  progress — not  to  mention 
accidents — repairs  cannot  be  entirely 
eliminated  and  adjustments  must  be 
made  from  time  to  time.  To  return 
again  to  our  farm  tractor,  a  certain 
make  has  been  so  designed  that  the 
gas  tank  must  be  removed  every  time 
the  valves  are  to  be  ground.  Yet 
another  tractor  dispenses  with  a  frame, 
for  its  body  is  formed  by  bolting  to¬ 
gether  the  heavy  housing  of  the  prin¬ 
cipal  elements  such  as  the  crank-case 
housing,  change  speed  gear  housing, 


the  transmission  housing,  and  differ¬ 
ential  housing.  If,  by  any  chance, 
some  part  within  one  of  these  housings 
should  be  broken — a  tooth  stripped 
off  of  one  of  the  change  speed  gears, 
for  example — it  would  be  necessary  to 
take  down  the  whole  machine  in  order 
to  make  the  repair.  Such  things,  which 
spell  continual  inconvenience  for  the 
user,  are  simply  the  result  of  the 
designers’  failure  properly  to  study  his 
finished  product. 

Endurance.  The  effort  should  be 
made,  of  course,  to  design  the  product 
so  that  it  will  be  as  durable  as  is  con¬ 
sistent  with  other  limiting  conditions. 
This  requires  very  careful  analysis  of 
the  product  and  is  especially  important 
now  that  buyers  are  being  educated  to 
purchase  on  the  basis  of  service 
rendered  rather  than  of  price.  Long 
run  costs  and  not  first  cost  are  the  real 
criteria  for  judging  the  worth  of  goods 
to  the  consumer. 

Class  Appeal.  There  is  still  another 
important  marketing  standpoint  from 
which  the  product  should  be  analyzed 
— that  of  attractiveness.  An  article 
may  be  durable,  be  made  of  the  proper 
kind  of  material,  be  easy  to  repair,  and 
still  not  be  attractive.  Such  an  analy¬ 
sis  requires  a  study  of  the  tastes  of  the 
consumer  in  the  various  groups  and 
classes.  The  typical  “mail-order” 
furniture  differs  very  radically  in 
design  from  that  sold  by  a  high-grade 
house.  An  investigation  will  show  that 
the  tawdry  stuff  sold  in  such  large 
quantities  by  the  mail-order  concern 
suits  the  taste  of  their  customers. 
Furniture  of  both  kinds  may  be  dur¬ 
able,  well  made  and  well  adapted  to 
its  special  use,  and  yet  each  kind  be 
impossible  of  sale  outside  of  the  class  of 
customer  for  which  it  was  designed. 

The  analysis  of  the  product  from 
this  point  of  view  sometimes  has  far- 
reaching  effects,  for  it  may  necessitate 
important  changes  in  the  methods  of 
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manufacture,  materials,  the  redesign 
of  other  products  in  the  same  line,  etc. 

If  the  product  is  for  the  export  trade 
this  has  its  own  problems.  White  not 
black  is  the  color  for  mourning  in 
most  of  the  Orient  and  hence  must  be 
used  with  care  on  articles  intended  for 
sale  in  that  part  of  the  world.  Amer¬ 
ican  shoes  have  an  enviable  reputation 
abroad  for  their  wearing  qualities,  but 
failure  to  pay  attention  to  style  re¬ 
quirements  has  limited  their  distri¬ 
bution. 

The  Container.  A  single  extension 
of  the  idea  of  product  analysis  from 
the  marketing  standpoint  may  prop¬ 
erly  be  touched  upon  here.  Often  it  is 
the  container  rather  than  the  contents 
which  brings  about  the  sale.  The  case 
of  cheap  perfume  and  cosmetics  is  an 
excellent  illustration.  Here  the  con¬ 
tainer  often  costs  materially  more  than 
the  perfume,  powder,  or  toilet  water, 
and  it  certainly  receives  far  more  care¬ 
ful  thought  on  the  part  of  the  manu¬ 
facturer.  The  export  trade  offers 
other  examples  of  this  same  kind  of 
problem.  The  Chinese,  for  instance, 
will  buy  machine  screws  and  other 
similar  items  far  more  readily  if  they 
are  put  up  in  boxes  of  a  certain  color 
rather  than  some  other  which  does  not 
agree  with  their  sense  of  what  ought 
to  be. 

IV 

Manufacturing  Analysis.  It  will  be 
found  that  there  are  quite  as  many 
ways  in  which  the  product  should  be 
analyzed  when  it  is  approached  from 
the  manufacturing  side  as  from  the 
marketing  point  of  view.  The  result 
of  such  study  will  show  itself  in  the 
lower  costs  of  production,  the  ability 
to  set  and  keep  shipping  promises, 
ease  in  control  of  the  factory  and  in 
other  respects  peculiar  to  special  in¬ 
dustries  or  products. 

The  raw  material  deserves  a  most 


careful  study.  Obviously  it  is  desirable 
in  most  cases  to  employ  the  least 
expensive  materials  that  will  serve  and 
still  maintain  a  proper  quality  in  the 
product.  On  the  other  hand,  it  may 
be  wise  to  utilize  a  superior  quality  of 
material  in  a  low-priced  product.  One 
of  the  best-known  makes  of  low  cost 
automobiles  has  a  frame  and  many 
parts  made  of  the  best  steel  which 
money  can  buy.  This  makes  possible 
a  simplified  design  and  construction 
which  results  in  extraordinarily  low 
production  costs. 

The  kind  of  material  or  its  quality 
will  sometimes  have  a  very  radical 
effect  on  the  manufacturing  processes. 
For  instance,  a  company  making 
metal  boxes  reduced  the  necessary 
punch  press  operations  from  two  to 
one  by  an  analysis  of  its  material  and 
process  and  the  substitution  of  a 
different  quality  of  metal. 

The  study  of  the  material  is  a  never- 
ending  task.  What  may  seem  with¬ 
out  question  to  be  the  best  today  may 
be  rendered  obsolete  tomorrow  as  a 
result  of  new  discoveries  and  inven¬ 
tions.  Thus  several  materials  were 
found  which  could  be  used  in  the  place 
of  platinum  in  the  fabrication  of 
electrical  apparatus  when  the  war 
not  only  raised  the  price  of  that  sub¬ 
stance  but  reduced  its  supply  as  well. 
Also  one  of  the  reasons — though  prob¬ 
ably  not  the  most  important — for  the 
substitution  of  aluminum  for  copper 
and  steel  in  many  articles  has  been  its 
constantly  decreasing  cost. 

V 

Standardization  of  Material  Quality. 
Another  most  important  consideration 
from  the  manufacturing  point  of  view 
is  the  employment  of  standard  ma¬ 
terials.  There  are  several  lines  of 
approach  from  which  this  fundamental 
question  may  be  considered.  In  the 
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first  place  there  is  the  viewpoint  of 
quality.  There  are  certain  grades  of 
steel,  for  example,  which  are  commonly 
used  and  hence  can  be  secured  more 
quickly  and  at  less  cost  than  those 
which  must  be  produced  to  meet  the 
special  requirements  of  a  customer. 
It  is,  of  course,  desirable  to  use  such 
grades  and  qualities  whenever  it  is 
possible. 

Here  it  is  evident  that  a  conflict 
of  needs  may  be  met.  If  the  sheet  steel 
is  to  be  manipulated  or  drawn  into 
various  shapes  the  use  of  the  special 
grade  of  steel,  more  difficult  to  secure 
and  of  higher  cost,  may  eliminate  one 
or  more  operations.  It  then  becomes  a 
question  of  deciding  in  which  direction 
lies  the  greater  advantage. 

Form  and  Size.  In  addition  to 
standard  qualities  we  have  the  problem 
of  standard  forms  and  sizes.  Practi¬ 
cally  every  make  of  automobile  uses 
coils  of  insulated  copper  wire  in  its 
ignition  system.  It  will  be  found  that 
the  wire  employed  with  hardly  an 
exception  is  one  of  standard  diameter. 
Theoretically  it  might  be  possible  to 
produce  a  slightly  better  coil  if  wire  of 
a  different  diameter  were  to  be  em¬ 
ployed  but  in  most  cases  it  would  be 
far  too  expensive  to  be  practical. 

Commercially  Standardized  Ma¬ 
terial.  The  standard  quality  of  steel 
and  the  standard  size  of  wire  which 
have  just  been  discussed  are  simply 
two  illustrations  of  what  may  be 
termed  commercially  standardized  ma¬ 
terials.  This  includes  a  very  large 
group  of  materials  which  are  sold  in  a 
partially  fabricated  condition,  and 
whenever  circumstances  permit  their 
employment  it  means  reduced  cost  of 
production  and  increased  ease  of  man¬ 
ufacture.  Hence  the  product  should 
be  carefully  studied  to  see  if  com¬ 
mercially  standardized  materials  may 
not  be  used.  The  gain  depends  not 
only  on  the  greater  availability  of 


supply  and  a  lower  purchase  price  due 
to  large  scale  production  but  also  to  a 
greater  evenness  of  quality  in  whatever 
way  quality  may  be  measured. 

Individual  Standardization  of  Ma¬ 
terial.  There  is  still  another  basis  of 
standardization  of  the  materials  used 
in  the  manufacturing  processes — stand¬ 
ardization  from  the  point  of  view  of  the 
individual  concern.  A  concern  manu¬ 
facturing  Corliss  engines  found  that 
while  most  of  the  orders  were  for 
special  installations,  that  nevertheless, 
it  could  standardize  in  large  measure 
such  parts  as  the  beds,  cylinders,  fly¬ 
wheels,  etc.,  and  from  these  standard 
units  make  up  most  of  the  require¬ 
ments  of  the  normal  order.  Obviously 
these  parts  were  not  standard  from  the 
commercial  point  of  view,  but  they 
were  standard  from  the  standpoint  of 
the  company  in  question  which,  be¬ 
cause  it  had  analyzed  its  product  with 
the  object  of  standardizing  its  design, 
had  reduced  its  costs,  simplified  its 
manufacturing  processes  and  control, 
and  increased  its  profits. 

VI 

Design  of  Product.  Fragile  Parts. 
If  the  product  is  a  mechanism  it 
should  also  be  studied  to  eliminate 
parts  which  are  easily  broken  in  the 
course  of  manufacture  or  assembly. 
There  are  few  hindrances  to  work 
more  trying  to  the  employees  in  both 
shop  and  factory  office  than  a  delay 
due  to  the  failure  of  the  parts  to  stand 
up  under  the  handling  they  necessarily 
receive  in  the  course  of  manufacture. 

Over-Accuracy.  The  point  to  which 
accuracy  of  construction  is  carried  is 
sometimes  an  important  matter  for 
study.  Those  who  have  had  factory 
experience  know  well  that  a  slight  in¬ 
crease  in  the  accuracy  with  which  the 
work  must  be  performed  frequently 
means  an  entirely  disproportionate  in- 
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crease  in  the  labor  involved.  Where  spec¬ 
ifications  are  given  in  thousandths  of  an 
inch,  when  accuracy  to  hundredths 
of  an  inch  is  all  that  is  really 
needed,  the  time  consumed  in  making 
the  article  increases,  labor  charges  are 
larger,  and  earned  burden  is  heavier. 
This  means  that  the  permissible  devi¬ 
ations  from  the  exact  standards  set 
must  be  decided  upon  with  the  utmost 
care.  Too  large  a  tolerance  wdll  often 
mean  trouble  in  the  assembly  or  in 
other  departments  using  the  material 
later,  while  too  narrow  limitations 
result,  as  suggested,  in  increased  costs 
and  difficulties  in  manufacture. 

Effect  on  Manufacturing  Processes. 
It  is  too  often  forgotten  that  the  design 
of  the  product  has  a  material  effect 
upon  the  manufacturing  processes 
necessary  to  turn  it  out  and  a  mistake 
here  may  be  costly.  A  certain  water 
circulating  pump  was  originally  de¬ 
signed  to  be  made  in  halves  in  such  a 
way  that  four  accurate  dimensions 
were  necessary.  A  slight  modification 
suggested  by  one  of  the  foremen  made 
it  possible  to  construct  the  pump  so 
that  only  one  of  these  accurate  di¬ 
mensions  was  necessary. 

In  some  cases  failure  to  analyze  the 
product  from  this  point  of  view  leads 
to  absurd  as  well  as  costly  results.  A 
certain  machine  was  designed  in  such 
a  way  that  when  it  came  to  its  assem¬ 
bly,  it  was  found  impossible  to  reach 
two  of  the  bolts  with  any  kind  of 
wrench.  It  is  not  often  that  the  results 
are  so  evident  and  their  effect  so  severe, 
but  very  often  lesser  troubles  are 
really  far  more  important  because  of 
their  cumulative  effect. 

The  product  in  any  such  case  should 
be  carefully  studied  from  the  point 
of  view  of  the  operations  to  be  used  in 
its  fabrication.  It  must  never  be  for¬ 
gotten  that  where  an  article  is  to  be 
turned  out  in  quantity  a  small  addi¬ 
tional  cost  involved  in  its  production 


is  multiplied  by  the  number  of  units 
turned  out.  A  single  large  cost  at  the 
beginning  in  developing  the  design 
may  seem  heavy,  but  it  is  usually 
money  well  spent  if  it  reduces  or  elim¬ 
inates  some  of  the  operations. 

VII 

Design  as  Affecting  Equipment.  It  is 
a  very  short  step  from  a  consideration 
of  the  effect  of  the  design  of  the  prod¬ 
uct  upon  the  operations  necessary 
for  its  production  to  a  study  of  the 
effect  of  the  design  upon  the  equip¬ 
ment  to  be  used  in  performing  those 
operations.  This  point  has  especial 
significance  when  a  product  is  being 
developed,  for  if  special  machines  are 
necessary  it  may  be  found  very  shortly 
that  a  change  in  the  design  of  the 
product  has  rendered  them  of  little  or 
no  value.  For  instance,  a  manu¬ 
facturer  of  automobiles  made  a  special 
machine  for  boring  at  one  time  all  the 
cylinders  of  a  four-cylinder  engine, 
and  found  the  next  year  that  six- 
cylinder  engines  would  be  required  if  he 
was  to  meet  competition.  The  mini¬ 
mum  distance  between  centers  of 
the  heads  on  his  new  boring  machine 
was  just  a  little  greater  than  the 
maximum  distance  between  the  centers 
of  the  cylinders  of  the  six-cylinder 
block  and  hence  his  new  machine  was 
useless.  If  he  had  continued  to  use  the 
standard  type  of  boring  machine  until 
he  knew  more  definitely  what  the 
probable  future  trend  in  automobile 
engines  w7as  to  be  and  especially  if  he 
had  studied  his  product  so  that  any 
special  machine  would  be  planned  to 
accommodate  the  largest  possible  vari¬ 
ation  in  the  design  of  the  product  he 
would  have  been  saved  considerable 
loss. 

There  are  really  two  different  points 
of  view  from  which  the  product  should 
be  analyzed  in  this  connection.  One 
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of  these  has  already  been  indicated — 
the  stage  of  its  development.  If  the 
article  is  relatively  new  and  its  future 
still  somewhat  in  doubt  it  is  the  part 
of  wisdom  to  make  use  of  standard 
machinery  so  far  as  possible  even 
though  the  unit  cost  may  be  in¬ 
creased  thereby.  The  second  point 
of  view  involves  the  quantity  of  the 
goods  to  be  produced.  Quantity 
production  always  favors  special  ma¬ 
chinery,  but  when  the  quantity  to  be 
produced  in  a  given  time  is  so  small 
that  there  is  good  prospect  of  con¬ 
siderable  idle  machine  time,  then 
there  is  much  to  be  said  in  favor  of  the 
use  of  standard  machinery  which  can  be 
kept  operating  most  of  the  time.  The 
unit  cost  may  be  somewhat  increased 
by  employing  standard  machines  but  a 
larger  net  profit  may  well  be  possible 
because  of  the  reduction  in  idle 
machine  time. 

VIII 

Standardizing  Analysis.  A  good 
example  of  a  standardized  analysis  of 
the  product  from  the  point  of  view  of 
the  materials,  operations,  and  equip¬ 
ment  used  in  its  production  is  that  of 
a  certain  manufacturer  well  known  for 
his  progressive  ideas.  Each  year  a 
machine  is  drawn  from  the  regular 
stock  and  taken  down  piece  by  piece 
by  the  company’s  staff  of  designing 
engineers  aided  by  representatives 
from  the  superintendent’s  staff.  Each 
piece  is  first  considered  to  see  if  some 
change  in  material  may  not  be  made 
which  will  result  in  a  better  product, 
or  in  a  lower  cost  or  greater  ease  of 
manufacture.  Each  piece  is  then 
again  studied  to  see  if  it  cannot  be 
made  in  some  simpler  and  better  way. 
The  equipment  on  which  the  oper¬ 
ation  is  to  be  performed  is  also  sub¬ 
jected  to  the  closest  study.  When 
this  has  been  done,  representatives 
of  concerns  making  the  various  types 


of  machinery  involved  are  called  in  and 
the  problems  are  presented  to  them 
with  the  understanding  that  if  they 
can  project  improvements  which  are 
satisfactory  to  the  company,  their 
concerns  will  be  given  orders  for  any 
new  equipment  needed.  In  short,  the 
product  is  subjected  each  year  to  a 
thorough  and  searching  analysis  bear¬ 
ing  on  all  significant  points,  and 
especially  on  those  phases  which  have 
to  do  with  its  manufacture. 

IX 

Building  Problems.  Height  and 
Strength  of  Structure.  The  study  of 
the  product  is  also  helpful  from  the 
point  of  view  of  that  largest  single  unit 
of  equipment — the  building.  The 
height  of  the  building  which  can  be 
used  to  the  greatest  economic  ad¬ 
vantage  must  be  determined.  Small 
units  such  as  hats  whose  weight  indi¬ 
vidually  or  in  quantities  is  not  great, 
may  often  be  made  in  relatively  tall 
buildings  where  gravity  conveyors  can 
be  employed  to  move  the  goods  from 
process  to  process.  Heavy  castings 
and  other  parts  whose  unit  weight  is 
large  often  necessitate  a  single  story 
building  so  that  adequate  crane  service 
may  be  provided. 

The  type  of  the  structure  required  is 
often  modified  by  the  kind  of  product. 
Paper  in  piles  or  in  the  form  of  books 
is  relatively  heavy  for  the  amount  of 
space  occupied  and  floors  and  columns 
must  be  planned  to  support  the  re¬ 
quired  weight.  Paper  flowers,  on 
the  other  hand,  are  light  and  do 
not  require  such  strength  in  the 
structure. 

Cranes  and  Hoists.  The  nature  of 
the  product  affects  also  the  equip¬ 
ment  which  is  required  to  move  the 
goods  from  place  to  place  in  the 
factory.  Obviously  the  mechanism 
for  shifting  castings  weighing  a  ton 
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will  not  be  the  same  as  that  required 
for  moving  silk  hats,  but  it  is  not  so 
obvious  that  the  equipment  which 
proves  satisfactory  for  transporting 
bolts  or  nuts  in  quantity  may  not  be 
usable  for  handling  the  casting  just 
mentioned.  The  casting,  of  course, 
must  be  moved  as  a  unit,  but  the  bolts 
or  nuts  can  be  split  up  into  lots  of  any 
convenient  size.  The  kind  of  material, 
the  care  required  in  its  handling,  its 
unit  weight,  total  weight  to  be  moved 
in  the  course  of  the  day,  unit  bulk, 
total  bulk,  etc.,  must  all  be  care¬ 
fully  analyzed  before  any  selection 
of  transportation  equipment  can  be 
made. 

Lighting.  In  some  cases  where  the 
parts  used  are  small  as  in  a  watch 
factory  or  in  cases  where  colors  must 
be  carefully  watched,  the  lighting  of 
the  building  may  be  an  especially 
important  problem  requiring  particular 
attention  to  both  natural  and  arti¬ 
ficial  light. 

Sanitary  Arrangements.  Again  the 
product  may  be  of  a  kind  requiring 
special  care  in  the  construction  of  the 
building  to  provide  for  sanitary  and 
healthful  conditions  of  preparation. 
Most  foods  such  as  canned  goods, 
pickles,  breakfast  foods,  etc.,  fall  in 
this  class.  On  the  other  hand,  there 
are  products  such  as  castings  and 
metal  parts  made  by  grinding  or 
finished  by  polishing  which  do  not 
need  any  care  in  preparation  from  the 
sanitary  point  of  view  but  which  in¬ 
volve  processes  likely  to  prove  in¬ 
jurious  to  the  health  of  the  workers 
unless  special  provision  is  made  in  the 
construction  of  the  building.  The 
modern  foundry,  for  example,  whose 
roof  and  walls  are  made  largely  of  glass 
and  whose  windows  have  been  so 
arranged  as  to  provide  for  a  maximum 
of  ventilation  is  the  result  of  the  care¬ 
ful  study  of  product  and  the  processes 
involved  in  its  manufacture, 


X 

Location  of  Plant.  The  Market. 
In  addition  to  being  important  in  the 
solution  of  both  marketing  and  manu¬ 
facturing  problems,  the  study  of  the 
product  is  also  essential  when  dealing 
with  the  question  of  plant  location. 
As  to  this  the  analysis  of  the  finished 
product  from  several  aspects  is  neces¬ 
sary  before  any  definite  decision  can 
be  reached.  One  of  these  is  really  a 
part  of  the  marketing  problem  in  that 
it  concerns  markets  in  which  the  prod¬ 
uct  can  be  sold.  In  some  cases 
nearness  to  the  market  may  be  the 
controlling  factor  in  the  location  of 
the  plant  in  which  the  goods  are  to  be 
made. 

The  case  of  Portland  cement  is  an 
excellent  illustration  of  the  market 
controlling  the  factory  location.  The 
low  selling  value  and  the  high  cost  of 
transportation  due  to  its  weight  means 
that  factories  for  its  production  must 
be  near  the  localities  where  it  is  to  be 
sold.  Fortunately,  in  this  case,  the 
ingredients  from  which  it  is  made  are 
widely  scattered  also.  In  other  cases 
such  as  watches  and  jewelry  in  general, 
fine  tools  and  other  similar  goods  where 
the  cost  of  transportation  to  any 
destination  is  only  a  small  percentage 
of  its  production  cost,  nearness  to 
markets  is  usually  of  relatively  minor 
importance. 

Material.  The  material  to  be  used 
in  the  product  frequently  determines 
the  location  of  the  plant.  The  milling 
industry  centered  in  the  northwest 
around  Minneapolis  is  an  illustration 
of  this.  A  very  interesting  case  is  that 
of  the  steel  industry  which  began  in 
eastern  Pennsylvania  and  is  now 
centering  around  the  lower  Great 
Lakes  in  order  to  be  near  its  raw 
material. 

Power.  In  some  cases  power  is  the 
factor  of  most  importance.  The  pro- 
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duction  of  aluminum  requires  a  large 
and  constant  supply  of  power  and  ex¬ 
plains  why  many  concerns  producing 
aluminum  and  its  products  are  located 
where  they  can  draw  on  the  power 
supplied  by  Niagara. 

An  Italian  company  reputed  to  make 
everything  in  steel  from  a  paper  of 
pins  to  a  fully  equipped  ocean  liner  and 
from  the  ore  to  finished  product  all 
within  its  own  plant,  uses  no  coal 
except  for  smelting  purposes,  deriving 
all  its  power  from  hydroelectric  gener¬ 
ators  in  the  Apennines. 

Labor.  The  kind  of  labor  needed 
on  the  product  may  decide  the  location 
of  the  plant.  Many  small  factories  in 
Maine  and  Michigan  on  the  outskirts 
of  the  lumbering  region  are  there 
because  the  women  members  of  the 
lumbermen’s  families  are  available. 
The  same  thing  can  be  said  for  the  silk 
mills  in  eastern  Pennsylvania  where  the 
wives  and  daughters  of  the  miners 
make  a  very  satisfactory  labor  force. 

Climate.  Climate  sometimes  plays 
a  part.  One  of  the  principal  reasons 
why  the  cotton  industry  grew  up  in 
England  and  later  in  New  England 
was  because  the  humidity  made  pos¬ 
sible  the  manufacture  of  cotton  goods, 
a  process  impossible  in  a  dryer  region. 

The  concentration  of  capital  and  the 
localization  of  industries  are  other  less 
important  factors  which  should  be 
considered  in  the  light  of  the  results  of 
the  analysis  of  the  product  in  respect 
to  them. 

Determining  Factors.  Usually,  of 
course,  no  one  factor  alone  will  decide 
the  location  of  a  factory  or  industry. 
The  development  of  the  cotton  in¬ 
dustry  in  the  South  is  a  case  in  point. 
Nearness  to  the  supply  of  raw  ma¬ 
terial — the  raw  cotton;  nearness  to 
labor  supply — both  negro  and  “poor 
white”;  and  nearness  to  power — 
both  hydroelectric  and  coal— have 
been  influential  in  building  up  manu¬ 


facturing  in  that  region.  Combined 
with  these  factors  has  been  the  eman¬ 
cipation  of  the  cotton  industry  from 
dependence  on  a  natural  climate  due 
to  the  development  of  satisfactory 
means  of  artificially  controlling  both 
temperature  and  humidity. 

In  all  cases,  however,  the  solution  of 
the  problem  should  first  be  sought  by 
an  analysis  of  the  product,  and  this 
must  be  made  from  the  standpoint  of 
the  raw  materials,  markets,  labor, 
power,  and  other  factors  required  for 
its  satisfactory  production  and  dis¬ 
tribution.  When  the  results  of  this 
analysis  have  been  obtained  and 
weighted  so  that  their  relative  im¬ 
portance  may  be  determined,  it  is  then 
time  to  analyze  the  various  possible 
ways  in  which  these  requisites  may 
be  met.  In  many  of  the  cases  used  as 
illustrations  the  decision  was  so  evident 
that  it  could  be  reached  simply  by  an 
inspection  of  the  problem.  It  must 
be  remembered,  however,  that  in  most 
cases  numerous  conflicting  points  are 
to  be  considered,  and  it  is  then  that 
the  need  of  an  intelligent  analysis  of  the 
product  is  most  essential. 

XI 

Conclusion.  Obviously,  in  an 
article  of  this  length  it  is  impossible 
to  discuss  and  illustrate  the  analysis 
of  the  finished  product  save  in  a  very 
sketchy  way.  It  is  hoped,  however, 
that  enough  has  been  presented  to 
make  clear  that  this  is  one  of  the 
fundamental  business  functions  which 
must  be  performed — sometimes  oc¬ 
casionally,  sometimes  continuously — 
but  which  can  never  be  neglected  if  a 
business  is  to  prosper  as  it  should. 

The  intelligent  and  conscientious 
attention  of  the  business  executive — 
directly  or  through  his  assistants — to 
such  fundamental  business  functions 
as  the  one  discussed  in  this  article  is 
sure  to  bring  its  reward. 


THE  ROAD  TO  INDUSTRIAL  PEACE 


BY  FRANK  T.  CARLTON* 


ILL-WILL  in  industry  causes  in¬ 
calculable  business  waste;  it  leads 
to  increases  in  costs  all  along  the  line 
from  the  primary  producer  to  the 
ultimate  consumer.  The  most  de¬ 
plorable  and  costly  labor  troubles  are 
not  the  spectacular  ones  wdiich  flare 
up  in  strikes  and  lockouts  and  at¬ 
tract  the  attention  of  the  newspapers 
and  the  man  in  the  street,  they  are 
the  steady  day-by-day  disintegrating 
and  retarding  forces  which  are  akin 
to  friction  in  the  bearings  of  a  delicate 
machine — suspicion,  ill-will,  lack  of 
interest  in  work,  poor  management, 
killing  time,  dilution  of  efficiency, 
sabotage.  Consequently,  industrial 
peace  is  fundamentally  a  problem  of 
management  and  of  industrial  control, 
not  of  outside-the-industry  adjudi¬ 
cation. 

Industrial  peace — permanent,  satis¬ 
factory  peace  with  efficiency — must 
come  by  the  development  of  harmo¬ 
nious  relations  within  the  industrial 
group.  It  is  a  matter  of  teamwork, 
of  cheerful  and  willing  co-operation; 
it  is  the  outgrowth  of  man-to-man 
relationships.  Peace  gained  at  the 
expense  of  conflict  and  of  court  pro¬ 
cedure  is  not  likely  to  be  accompanied 
by  such  relationships  within  the  in¬ 
dustry  and  such  interest  in  the  out¬ 
come  of  the  common  enterprise  as  are 
conducive  to  teamwork,  increased 
enterprise,  and  efficiency.  The  road 
leading  toward  industrial  peace  and 
progress  is  not  that  of  conciliation, 
arbitration,  or  industrial  courts,  im¬ 
portant  and  beneficial  as  these  may  be 
in  certain  cases;  the  road  which  ulti¬ 
mately  must  be  traveled  is  that  which 
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leads  toward  mutual  helpfulness  and 
common  interests  between  manage¬ 
ment  and  men.  Hart,  Schaffner  and 
Marx,  the  Packard  Piano  Company, 
the  Browning  Company,  the  Dennison 
Company  and  the  Philadelphia  Street 
Railway  rather  than  the  Kansas  In¬ 
dustrial  Court  or  the  Australasian 
arbitration  systems  point  the  way  we 
must  travel.  In  short,  industrial  peace 
and  progress  come  from  within  rather 
than  from  without. 

If  industrial  peace  must  be  attained 
within  the  industry,  what  are  the 
essential  planks  in  our  program  for  the 
transformation  of  industry  from  a  war 
to  a  peace  footing?  In  the  spirit  of 
inquiry,  the  writer  presents  tentatively 
for  consideration  the  following  items, 
as  important  factors  in  reducing  in¬ 
dustrial  friction  and  in  bringing  about 
industrial  peace.  Certain  of  these 
items  can  easily  be  put  into  practice; 
but  others  involve  great  difficulties. 
Some  can  be  tried  out  by  one  plant; 
others,  especially  the  first,  will  require 
for  fairly  complete  success,  concerted 
action  on  the  part  of  many  firms  and 
of  the  community. 

II 

Security  of  Employment.  Insecurity 
of  income  or  insecurity  of  the  job  is  the 
most  tantalizing  and  distressing  fear 
which  haunts  the  worker  in  modern 
times.  A  job  is  the  source  of  food, 
clothing,  and  shelter.  The  fear  of 
losing  one’s  job  is  comparable  to  the 
fear  of  famine  which  so  frequently  con¬ 
fronted  our  ancestors  of  the  ages  long 
past.  But  this  nightmare  of  insecurity 
has  also  far-reaching  effects  in  in- 
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dustrial  affairs.  Irregularity  of  work 
whether  due  to  seasonal  changes,  to 
cyclical  modifications  in  the  business 
and  financial  world,  to  arbitrary  dis¬ 
charge  or  to  some  other  factor  beyond 
the  direct  control  of  the  worker,  has 
made  the  typical  employee  anxious  to 
piece  out  a  job  and  to  join  fighting 
organizations  featuring  restrictive  rules 
and  regulations  in  regard  to  working 
policies. 

A  number  of  years  ago,  the  writer 
was  the  sole  draftsman  in  a  factory 
producing  sewing  machines.  At  one 
time  work  for  the  draftsman  seemed 
scarce.  In  talking  with  a  certain 
skilled  man  in  the  plant,  he  suggested 
that  he  might  soon  be  looking  for  a 
job  because  of  lack  of  work  in  the 
drafting-room.  This  skilled  worker 
retorted:  “A  good  worker  can  always 
find  something  to  do.”  In  short,  a 
“good  worker”  must  be  able  to 
reduce  his  output  in  order  to  make 
his  job  last. 

Recently  the  story  has  been  told  of 
the  painter’s  helper,  who,  when  asked 
when  the  painter  would  finish  the 
work  on  a  certain  house,  replied: 
“The  boss  is  now  looking  for  another 
job;  if  he  gets  it  we  finish  here  to¬ 
morrow,  if  he  does  not  we  shall  finish 
next  week.”  The  ability  of  the 
plumber  to  spread  his  job  over  an  ex¬ 
traordinary  period  of  time  is  proverbial. 
The  informal  “soldiering”  on  the  job 
and  the  elaborate  restrictive  regu¬ 
lations  of  certain  trade  unions  are  the 
natural  fruits  of  irregularity  of  work, 
of  the  uncertainty  of  an  orderly  and 
sure  sequence  of  jobs.  The  radical  is, 
as  a  rule,  the  product  of  irregular  work 
and  fluctuating  income;  he  is  often  a 
migratory  worker. 

The  investor  has  been  given  a  reason¬ 
able  degree  of  security,  but  the  worker 
is  as  yet  perforce  a  speculator.  The 
certainty  and  the  legal  security  of  em¬ 
ployment  and  of  continuity  of  wage 


payments  is  far — very  far — less  than 
the  certainty  of  income  of  the  bond¬ 
holder  or  of  the  owner  of  a  mortgage. 
If  absentee  investors  are  made  rela¬ 
tively  secure  in  their  property  and  in¬ 
come,  certainly  resident  workers  who 
are  actively  engaged  in  the  industry 
may  reasonably  ask  for  the  protection 
afforded  by  job  security. 

To  insure  a  reasonable  degree  of  con¬ 
tinuity  of  income  to  wage  workers  is 
not  an  easy  task.  Certain  of  the 
essential  features  of  such  a  pro¬ 
gram  can  be  pointed  out  as  in  the 
following : 

1.  A  wide  diffusion  of  the  ascertained 
facts  in  regard  to  business  cycles. 

2.  The  subordination  of  the  sales  policy 
of  a  plant  to  the  production  policy. 

3.  If  possible,  organize  the  plant  so  that 
there  may  be  some  variety  of  output. 

4.  Unemployment  insurance  of  the  type 
exemplified  by  the  Huber  Bill  introduced 
into  the  Legislature  of  Wisconsin.  This 
measure  places  the  burden  of  irregularity  of 
employment  upon  the  industry  just  as 
workingmen’s  compensation  places  the 
financial  burden  for  accidents  upon  the 
industry.  Such  a  policy  is  much  more  than 
one  of  doles.  It  is  remedial  rather  than 
merely  alleviative;  it  aims  to  stimulate 
expert  study  of  the  methods  of  stabilizing 
industry.  The  Dutchess  Bleachery  Com¬ 
pany  and  the  Dennison  Company  have 
without  legislative  action  developed  plans 
for  stabilizing  their  respective  industries 
and  for  unemployment  insurance  for  their 
employees.  The  plant  which  staves  off 
capital  insolvency  and  pays  the  interest  on 
its  funded  debt,  but  discharges  many  of  its 
working  force,  is  in  a  state  of  “labor  in¬ 
solvency.”  Such  a  firm  meets  its  legal 
obligations,  but  it  fails  to  meet  its  moral 
obligation  to  provide  steady  work  and  to 
keep  its  employees  from  becoming  com¬ 
munity  charges.  It  is  either  unable  or 
unwilling  to  regularize  the  operation  of  its 
business. 

5.  Building  public  works  in  time  of  de¬ 
pression  and,  as  far  as  possible,  making 
necessary  expansion  of  private  industries  in 
such  periods,  will  prove  helpful. 
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III 

An  Incentive  Wage.  While  a  mone¬ 
tary  reward  is  by  no  means  the  sole 
incentive  which  actuates  the  wage 
worker,  a  scientifically  developed  plan 
of  wage  payment  will  go  far  toward 
stimulating  interest  in  work  and  to¬ 
ward  reducing  unrest  and  discontent. 
An  important  element  in  producing 
industrial  unrest  is  the  feeling  that 
there  is  no  clear  relation  between 
effort  and  care  on  one  hand  and  re¬ 
muneration  on  the  other.  In  regard 
to  this  it  may  be  said: 

1.  It  is  desirable  that  the  method  of 
wage  payment  adopted  shall  be  one  in 
which  the  remuneration  bears  some  clear 
relation  to  the  quantity  and  quality  of  out¬ 
put  and  to  the  reduction  of  waste. 

2.  It  is  also  advisable  to  devise  a  method 
which  will  stimulate  each  individual  and 
also  the  group  as  a  whole.  A  two-rate 
method  may  be  worked  out  in  which  part 
of  the  payment  will  depend  exclusively 
upon  individual  accomplishment,  and  the 
remainder  upon  the  co-operative  function¬ 
ing  of  a  reasonably  small  group  of  workers. 
This  compensation  for  group  accomplish¬ 
ment  should  be  paid  along  with  the  wage 
for  individual  effort.  The  importance  of 
the  discipline  enforced  upon  its  members 
by  a  working  gang  or  group  is  well  illus¬ 
trated  among  the  longshoremen  of  Seattle. 
If  a  well-devised  scheme  of  wage  payment 
along  these  lines  is  utilized,  there  will  be 
little  or  no  necessity  to  add  a  bonus  for 
regularity  or  for  length  of  service. 

IV 

A  Shop-Committee  Plan.  The  third 
item  in  a  program  for  the  promotion 
of  industrial  peace  is  the  use  of  some 
form  of  shop  committee  whereby  the 
workers  will  be  given  a  voice  in  deter¬ 
mining  working  conditions;  also  an 
opportunity  tp  offer  suggestions  for  the 
improvement  of  shop  methods  which 
suggestions  will  be  duly  considered 
in  good  faith  by  the  management.  An 


opportunity  to  air  grievances  is  im¬ 
portant.  Experience  to  date  with  shop 
committees  of  the  union  and  the 
“company”  type  indicate  that  the 
form  of  the  committee  is  relatively 
unimportant.  The  essential  part  is  the 
attitude  of  the  management  toward 
its  employees.  Good  faith,  a  square 
deal,  and  a  presentation  to  the  repre¬ 
sentatives  of  the  workers  of  the  main 
facts  as  to  profits,  dividends,  depre¬ 
ciation  allowances,  costs  and  other  ac¬ 
counting  details  are  the  significant 
features  of  a  successful  shop-com¬ 
mittee  plan. 

V 

Employees  Must  Not  he  Treated  as 
Menials  or  as  Machines.  In  any  plant 
in  which  industrial  peace  is  to  obtain 
the  workers  must  be  treated  as  men, 
not  as  machines  nor  as  menials.  Wage 
workers  are  actuated  by  the  same 
motives  and  instinctive  reactions  as 
are  other  human  beings.  Each  man 
and  each  woman  aspires  to  be  a  “real ” 
person.  To  treat  an  employee  con¬ 
temptuously  or  to  recognize  him  only 
by  an  impersonal  number  stings  the 
normal  man  like  salt  rubbed  in  an  open 
sore.  Such  treatment  prepares  the  soil 
for  a  crop  of  unrest  and  inefficiency. 
Teamwork  wins  in  the  business  world 
as  well  as  elsewhere.  The  real  in¬ 
dustrial  leader  is  a  leader  of  his  em¬ 
ployees.  If  he  is  not,  someone  else 
will  be. 

The  main  task  of  industrial  man¬ 
agement  is  with  labor — to  secure  and 
retain  its  good-will  and  co-operation. 
Instead  of  considering  that  men  work 
for  an  employer,  the  concept  ought  to 
be  pushed  into  the  foreground  that 
employees  work  with  employers  for 
mutual  benefit.  Co-operation,  not 
competition,  in  the  labor-capital  re¬ 
lationship  is  the  aim.  When  this  aim 
is  partially  achieved,  close  supervision 
will  become  unnecessary.  All  will  be 
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interested  in  getting  results.  Each 
worker  will  try  to  become  an  industrial 
advisor  for  the  improvement  of  meth¬ 
ods  and  the  increase  of  output. 
“Mitten  management”  of  the  traction 
system  of  Philadelphia  is  one  of  many 
examples  of  what  the  square  deal  and 
open  diplomacy  will  accomplish  in  the 
world  of  industry. 

VI 

Employment  Methods.  It  is  difficult 
to  overemphasize  the  importance  of 
proper  methods  of  hiring  workers,  of 
fitting  the  job  and  the  man  together, 
of  transferring  from  department  to 
department,  of  promotion  and  train¬ 
ing.  The  treatment  of  the  man  seeking 
a  job  by  the  employment  manager  or 
foreman  charged  with  the  selection  of 
new  workers,  may  go  far  toward  de¬ 
termining  the  attitude  of  the  new  em¬ 
ployee  toward  the  management.  Cour¬ 
teous  and  fair  treatment  produces  an 
excellent  first  impression  upon  the  em¬ 
ployee.  If  a  man  is  not  fitted  for  a 
given  kind  of  work,  he  should  be  trans¬ 
ferred  to  another  job,  An  opportunity 
for  promotion  in  the  case  of  capable 
workers  is  an  excellent  cure  for  unrest 
and  furnishes  an  incentive  for  earnest 
endeavor.  Vestibule  schools  and  other 
means  for  shop  training  are  often  pro¬ 
ductive  of  excellent  results  in  output 
and  contentment. 

VII 

Welfare  Work.  Good  working  and 
living  conditions  and  an  opportunity 
for  wholesome  recreation  are  highly 
important  features  in  the  promotion  of 
industrial  peace.  No  small  part  of  the 
success  of  the  labor  policy  of  the 
National  Cash  Register  Company  is 
due  to  its  welfare  work. 


VIII 

Publicity  as  to  Profits.  In  these  days 
of  universal  suffrage  and  free  edu¬ 
cation,  men  and  women  will  not  strive 
earnestly  and  work  contentedly  in 
order  to  increase  profits  of  investors 
and  speculators,  of  absentee  and  drift¬ 
ing  stockholders.  A  division  of  ab¬ 
normal  profits  between  investors,  pur¬ 
chasers,  management  and  men  is  looked 
upon  as  a  reasonable  proposition.  The 
development  and  more  general  in¬ 
stallation  of  cost  accounting  systems 
will  take  a  large  slice  of  uncertainty 
and  speculation  out  of  business.  The 
publication  of  the  rate  of  turnover  of  a 
plant  would  give  an  excellent  clue  in 
regard  to  the  efficiency  of  labor  man¬ 
agement.  Publicity  in  business  and 
education  in  economics  will  go  far  to¬ 
ward  improving  the  relationship  be¬ 
tween  investors,  management  and  men. 

IX 

There  is  no  royal  road  to  industrial 
peace.  If  we  are  to  take  steps  in  that 
direction,  the  basic  instincts  and  im¬ 
pulses  of  men  and  women  must  be 
carefully  studied.  To  achieve  progress 
toward  industrial  peace  means  that 
we  must  cease  using  all  our  effort  in 
trying  to  adapt  men  to  industry  and 
begin  attempting  to  mold  industry  into 
greater  harmony  with  human  nature — 
a  product  of  the  ages-long  experience 
of  the  human  race.  The  items  in 
factory  management  which  are  invis¬ 
ible  to  the  casual  plant  visitor,  which 
relate  to  the  human  side  of  industry, 
are  those  which  count  for  much  in  the 
program  for  industrial  peace.  It  is 
believed  that  the  conclusions  arrived 
at  in  this  article  point  a  little  way 
on  the  road  toward  better  industrial 
relations. 


INCOME  TAX  RECORDS  AND  THEIR  CARE 


BY  EUGENE  R.  HUDDERS* 


WITH  the  completion  and  filing 
of  income  tax  returns  covering 
the  transactions  of  the  previous  year 
the  taxpayer,  the  accountant,  and  the 
government  officials  involved  in  the 
handling  of  such  returns  usually  con¬ 
gratulate  themselves  that  the  work  and 
worry  in  that  direction  are  over  for 
another  year. 

Many  taxpayers,  going  still  further, 
are  inclined  to  believe  that,  with  the 
filing  of  an  income  tax  return  for  a 
given  year,  the  individual  obligation 
has  been  fulfilled  and  the  records  from 
which  the  return  was  prepared  can  be 
relegated  to  storage  and  ultimately 
destroyed.  Considerable  trouble  can 
be  avoided  if  the  taxpayer  will  bear  in 
mind  the  axiom  that  the  burden  of 
proof  rests  with  the  taxpayer  and  not 
with  the  government,  and  that  due 
notice  of  this  fact  has  been  given  in  the 
law  itself;  also  in  supplemental  regu¬ 
lations  and  decisions  in  the  case  of  the 
federal  tax  authorities  which  have  been 
followed  in  general  lines  by  the  states 
imposing  income  taxes. 

In  the  early  years  of  tax  adminis¬ 
tration  the  required  information  could 
be  furnished  on  one  side  of  the  form 
with  an  occasional  rider  to  amplify  or 
explain.  With  the  advent  of  the  war 
and  excess  profits  tax  the  form  not 
only  increased  in  size  but  additional 
details  were  required  necessitating  the 
preparation  of  schedules  to  accompany 
the  return.  As  the  desk  or  field  audits 
of  income  tax  returns  were  made  the 
taxpayer  was  called  upon  to  furnish 
additional  data  and  records  in  con¬ 
nection  with  items  contained  in  his  tax 

*  Certified  Public  Accountant;  Author  of  ‘‘Indexing 
and  Filing.” 


return  for  the  year  under  examination. 
In  some  instances  these  records  were 
produced  without  difficulty;  in  others, 
they  could  not  be  located,  having  been 
stored  away  in  some  inaccessible  place 
and  forgotten,  or  else  destroyed  be¬ 
cause  they  were  considered  to  be  of  no 
further  value. 

II 

Preservation  of  Supporting  Material. 
Inability  to  produce  required  records 
or  reconstruct  data  to  the  satisfaction 
of  the  tax  authorities  has  usually  re¬ 
sulted  in  the  increase  of  the  amount  of 
net  income  and  a  corresponding  in¬ 
crease  in  the  tax  assessed.  The  item 
questioned  may  have  been  absolutely 
legitimate  but  the  failure  to  submit 
proof  or  supporting  evidence  has  left 
the  taxpayer  without  recourse.  While 
the  individual  who  has  had  this  ex¬ 
perience  has  usually  profited  by  it, 
there  are,  in  all  probability,  many  tax¬ 
payers  who  could  check  up  their 
records  to  advantage  at  this  time  and 
collect  and  preserve  data  that  other¬ 
wise  might  not  be  available  even  in  the 
near  future. 

With  his  experience  of  the  past  ten 
years  and  direct  contact  with  the  tax 
authorities  during  that  time  the  pro¬ 
fessional  accountant  can  be  of  material 
assistance  to  the  taxpayer  in  this 
direction,  indicating  the  items  of  the 
tax  return  that  are  likely  to  require 
substantiation,  and  aiding  in  the  prep¬ 
aration  of  such  material  as  may  be 
required  to  support  the  item. 

Due  to  the  changes  in  personnel  in 
an  organization  and  the  lapse  of  time 
between  the  time  of  a  given  transaction 
and  the  date  that  it  may  be  required  in 
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verification  of  a  tax  return  it  is  often 
difficult  to  locate  material  of  this 
nature.  Very  often  the  memory  of  an 
individual  is  at  fault  as  to  what 
records  were  made  or  as  to  the  exact 
form  in  which  a  particular  record  of 
some  years  back  was  compiled.  For 
instance,  only  a  few  months  ago  a 
field  auditor  of  the  United  States 
Treasury  Department  asked  for  the 
closing  inventories  of  1916  and  1917 
in  connection  with  his  examination  of 
1917  tax  returns.  The  treasurer  of  the 
corporation  was  positive  that  they 
had  been  written  up  in  stiff-covered, 
cloth-bound  books  of  a  particular  size 
and  proceeded  to  ransack  every  stor¬ 
age  cupboard,  safe,  and  deposit  box 
for  books  of  that  description,  without 
locating  them.  About  the  time  the 
government  auditor  had  completed  his 
investigation  a  request  was  made  for 
other  records  and  in  searching  for 
these  the  inventories  of  1916  and  1917 
were  found.  They  proved  to  be  two 
small,  flexible,  leather-covered  books. 

Ill 

Data  Required  of  Taxpayer.  An 
analysis  based  upon  approximately  ten 
years’  experience  with  the  tax  units  of 
the  federal  and  state  governments, 
shows  that  demand  has  been  made 
upon  the  taxpayer  for  additional  data 
of  a  varied  character.  The  following 
list  is  representative: 

1.  Retained  copies  of  tax  returns, 
schedules,  and  working  papers. 

2.  Books  of  account. 

3.  Equipment  records,  purchase  in¬ 
voices,  depreciation  records,  equipment 
sales  and  salvage,  obsolescence,  amortiz¬ 
ation,  depletion,  and  appraisal  records. 

4.  Merchandise  inventories,  both  de¬ 
tailed  and  summary. 

5.  Pay-rolls  and  employee  records. 

6.  Contracts,  leases,  deeds,  and  mort¬ 
gages. 


7.  Tax  bills  and  receipts. 

8.  Proof  of  payment,  receipts,  canceled 
vouchers,  releases. 

9.  Copies  of  correspondence  with  tax 
units  and  their  representatives. 

Owing  to  the  importance  of  the 
papers  and  records  involved  the  re¬ 
sponsibility  for  their  care  should  be 
definitely  established  in  every  organ¬ 
ization.  This  duty  would  ordinarily  be 
delegated  to  the  individual  in  charge  of 
the  financial  and  accounting  affairs  of 
the  concern. 

IV 

Books  of  Account — Retained  Tax  Re¬ 
turns.  The  necessity  of  having  books 
of  account  and  retained  copies  of  tax 
returns  available  for  inspection  is  so 
thoroughly  understood  that  it  is  un¬ 
necessary  to  elaborate  on  this  phase  of 
the  subject.  The  retained  copies 
should  be  filed  in  some  place  affording 
protection  against  fire  or  other  damage 
usually  keeping  each  year’s  tax  re¬ 
turns  together  in  one  or  more  en¬ 
velopes.  By  cross-indexing  or  cross- 
reference  in  the  general  files  of  the 
organization  according  to  the  filing 
system  in  use  the  exact  location  of  this 
material  can  be  indicated. 

Books  of  account  and  supporting 
records  are  usually  preserved  for  either 
indefinite  or  fixed  periods  according  to 
the  statutes  of  limitation  existing  in 
the  state  or  territory.  If  records  of  this 
character  are  to  be  destroyed  at  any 
time  the  authority  for  their  destruction 
should  be  given  in  writing. 

V 

Identification  of  Equipment.  Equip¬ 
ment  records  often  constitute  another 
source  of  trouble  particularly  when  it 
becomes  necessary  to  establish  the 
cost  or  market  value  of  any  item  of  this 
character  at  a  focal  date.1 2 3 4 5 6 

1  March  1,  1913,  for  federal  tax  matters;  December 
31,  1918,  for  New  York  tax  matters. 
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In  checking  up  the  machinery  and 
equipment  records  of  an  organization 
established  in  1908  it  was  found  im¬ 
possible  to  reconcile  the  physical 
property  with  the  book  records,  three 
facts  being  developed  in  the  course  of 
the  investigation: 

1.  Equipment  purchased  in  the  earlier 
years  of  the  organization’s  existence  had 
neither  names  of  manufacturers  nor  iden¬ 
tification  marks  of  any  character  and  in 
many  instances  it  was  impossible  to  locate 
the  origin  of  the  item. 

2.  Manufacturers’  or  dealers’  invoices 
covering  the  purchase  of  equipment  had 
been  filed  with  invoices  for  material  and 
merchandise  and  ultimately  destroyed 
when  the  latter  class  of  invoices  were  con¬ 
sidered  of  no  value. 

3.  In  some  instances  machinery  had 
been  built  from  parts  manufactured  in  the 
plant’s  own  machine  shop  or  assembled 
from  parts  salvaged  from  obsolete  machines 
that  had  been  discarded.  No  record  of  any 
character  had  been  carried  to  either  the 
equipment  accounts  or  records,  the  material 
and  labor  items  having  been  treated  as  a 
part  of  the  machine  shop  operating  cost 
for  the  current  year. 

Ability  to  identify  the  individual 
items  of  machinery  and  equipment 
with  the  purchase  or  manufacturing 
records  is  absolutely  essential,  and  it 
is  recommended  that  not  only  a  com¬ 
plete  record  of  the  machine  be  com¬ 
piled  at  the  time  of  purchase,  but  that 
a  serial  number  be  assigned  and  a 
permanent  tag  or  label  bearing  the 
serial  number  be  attached  to  the 
machine. 

VI 

Depreciation  and  Its  Records.  An¬ 
other  factor  in  connection  with  the 
equipment  records  is  the  question  of 
depreciation.  A  great  many  organ¬ 
izations  adopt  the  extinction  method 
of  charging  off  depreciation  and  the 
setting  up  of  reserves,  but  apparently 
lose  track  of  the  number  of  years  the 


adopted  rate  represents  with  the 
result  that  they  continue  to  take  de¬ 
preciation  on  items  that  have  been 
extinguished  in  some  prior  period. 
The  federal  authorities  provide  a 
definite  form  to  be  followed  in  the 
handling  of  depreciation  regardless  of 
the  method  used,  and  the  necessity  of 
revising  the  depreciation  item  on  tax 
returns  can  usually  be  avoided  if  the 
government  form  is  followed. 

Obsolescence  and  amortization  items 
come  within  the  same  category  as 
depreciation  and  present  either  the 
same  or  similar  problems. 

The  sale  of  any  item  of  the  capital  or 
fixed  asset  group  immediately  brings 
up  the  question  of  the  cost  or  market 
value  at  a  focal  date  and  the  amount  of 
depreciation  charged  off  or  deductible 
since  the  acquisition  of  the  item.  While 
the  books  of  account  may  show  the 
complete  transaction  in  figures,  de¬ 
mand  for  the  original  purchase  in¬ 
voices  and  depreciation  records  are 
frequently  made.  Equal  care  should 
be  taken  in  connection  with  the  scrap¬ 
ping  of  any  item  of  this  character  to 
record  the  residual  value  and  the 
amount  of  salvage,  if  any.  The 
accounts  affected  by  either  sale  or 
scrapping  of  equipment  should  be  ad¬ 
justed  so  that  the  Equipment  and 
Reserve  accounts  coincide  with  the 
physical  property  and  the  auxiliary 
records  of  such  property. 

VII 

Equipment  Records  and  Their  Care. 
Ordinarily  the  handling  of  equipment 
records  from  the  standpoint  of  book 
value  comes  within  the  jurisdiction 
of  the  accounting  department,  while 
the  records  relating  to  the  physical 
care  of  the  property  are  handled  by 
the  production  department,  or,  if  the 
organization  is  sufficiently  large  to 
warrant  it,  by  a  special  maintenance 
and  repair  department. 
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In  the  care  of  equipment  records 
the  error  most  commonly  made  is  the 
treatment  of  purchase  invoices  cover¬ 
ing  equipment  in  the  same  manner  as 
the  invoices  for  merchandise.  When 
the  question  is  raised,  the  reason 
usually  given  for  the  handling  of  both 
classes  of  invoices  in  the  same  manner 
is  that  the  vouchering  system  of  the 
organization  covering  accounts  pay¬ 
able  provides  for  this  method  of 
procedure.  It  is  to  be  recommended 
that  a  distinction  be  made  between 
these  two  classes  of  invoices,  all  those 
covering  items  of  equipment  being 
placed  in  a  permanent  file  so  that  it  is 
possible  to  check  these  invoices  against 
a  physical  inventory  of  the  equip¬ 
ment  at  any  time.  In  instances  where 
this  plan  conflicts  with  the  accounts 
payable  vouchering  system,  duplicate 
invoices  should  be  obtained  immedi¬ 
ately  so  as  to  complete  the  equipment 
invoice  files. 

Equipment  built  in  the  shops  of  the 
organization  from  either  new  material 
or  salvaged  parts  should  be  covered 
by  a  special  invoice  or  journal  voucher 
showing  the  cost  of  labor  and  material 
so  that  credit  can  be  given  to  the  proper 
accounts  with  a  corresponding  charge 
to  the  equipment  accounts.  Such  in¬ 
voices  or  journal  vouchers  should  be 
filed  in  the  equipment  invoice  file  in  the 
same  manner  as  the  purchase  invoices. 

This  division  of  invoice  files  should 
be  treated  as  a  permanent  file  with  a 
transfer  section  for  invoices  covering 
equipment  that  has  been  sold, 
scrapped,  or  otherwise  destroyed. 

Depreciation  records  in  support  of 
charges  to  the  Profit  and  Loss  account 
and  the  setting  up  of  corresponding 
reserves  should  show  the  purchases  of 
each  year  or  shorter  fiscal  period  and 
the  allocation  of  the  depreciation 
against  the  purchases  of  each  year  in 
accordance  with  the  requirements  of 
the  tax  authorities  as  mentioned  earlier 


in  this  article.  As  the  charging  off  of 
depreciation,  amortization,  obsoles¬ 
cence,  or  depletion  with  any  offset  due 
to  sale  of  the  asset  or  salvage  there¬ 
from  affects  both  the  Asset  and  the 
Reserve  accounts,  the  records  sup¬ 
porting  the  accounting  entries  are 
equal  in  importance  to  those  covering 
the  acquisition  of  the  property  and 
should  be  filed  in  such  manner  as  to  be 
available  in  more  or  less  permanent 
form. 

VIII 

Care  of  Appraisal  Reports  and  In¬ 
ventories.  In  connection  with  the 
establishment  of  values  at  a  focal  date 
the  appraisal  of  the  property  is  fre¬ 
quently  resorted  to  and  such  appraisal 
reports,  when  obtained,  should  be 
filed  in  the  equipment  invoice  files  or 
else  be  so  cross-referenced  to  that 
section  of  the  permanent  files  as  to 
furnish  ready  reference  to  these  reports. 

In  any  organization  where  the  pro¬ 
duction,  purchase,  or  sale  of  mer¬ 
chandise  is  an  income-producing  factor 
the  tax  authorities  require  that  in¬ 
ventories  shall  be  taken  at  the  begin¬ 
ning  and  end  of  the  fiscal  year.  The 
federal  tax  law  and  regulations  defi¬ 
nitely  provide,  not  only  for  the  taking 
of  such  inventories  and  the  method  of 
pricing  them,  but  also  indicate  that 
they  shall  be  kept  for  the  inspection 
of  the  tax  officials,  and  specifically 
state  that  the  detailed  as  well  as  the 
summary  sheets  of  such  inventories 
shall  be  preserved. 

Under  date  of  March  23,  1923,  the 
Treasury  Department  promulgated  in¬ 
structions  for  retail  merchants  setting 
forth  an  alternate  method  of  pricing 
inventories  which  would  affect  the 
handling  of  this  class  of  records.2 

If  the  inventories  are  written  up  in 
bound  book  form  they  should  be  kept 
in  a  safe  and  accessible  place,  and 

2T.  D.  3296;  IT:  Min.  Coll.  No.  3077. 
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proper  precautions  should  be  taken 
that  they  are  not  destroyed  pre¬ 
maturely  on  the  basis  of  the  statutes  of 
limitation  or  some  arbitrary  limitation 
established  within  the  organization  as 
to  the  preservation  of  the  records. 
When  inventories  are  taken  in  card 
or  loose-leaf  form  for  the  purpose  of 
consolidating  like  items  found  in 
different  locations,  care  should  be 
taken  to  have  the  sheets  properly 
bound  together  in  the  case  of  loose- 
leaf  records,  or  if  taken  on  cards,  they 
should  be  securely  packed  and  labeled 
to  show  the  contents.  In  addition  the 
boxes  or  packages  should  be  labeled 
with  definite  instructions  that  the 
contents  are  not  to  be  destroyed 
except  upon  written  orders  from  desig¬ 
nated  authority. 

IX 

Care  of  Pay-roll  Information.  In 
connection  with  the  furnishing  of  in¬ 
formation  at  the  source  to  the  tax 
authorities,  both  state  and  federal, 
pay-roll  and  employee  records  have  to 
be  considered  where  the  compensation 
of  the  employee  amounts  to  $1000  or 
over  during  the  calendar  year.  In 
organizations  operating  on  a  fiscal 
year  basis  instead  of  a  calendar  year, 
the  compilation  of  this  data  on  a 
calendar  year  basis  often  occasions 
additional  clerical  work  and  might 
be  better  provided  for  by  means  of  an 
auxiliary  record  in  card  form,  using  one 
card  for  each  employee.  In  the  case 
of  wage-workers,  whose  compensation 
varies  from  one  pay-day  to  another, 
the  entries  would  have  to  be  taken 
from  the  pay-roll  itself.  In  the  case 
of  employees  whose  compensation  re¬ 
mains  on  a  fixed  basis  for  an  appreci¬ 
able  period,  the  entry  would  be  made 
at  the  beginning  of  the  calendar  year 
showing  the  compensation  paid  on  a 
weekly  or  monthly  basis  which,  multi¬ 


plied  by  the  number  of  weeks  or 
months  in  force  will  give  the  total 
compensation,  additional  records  being 
required  only  in  event  of  a  change  in 
the  rate  of  compensation,  or  a  bonus 
being  paid  during  the  calendar  year. 

X 

Care  of  Important  Papers.  Con¬ 
tracts,  leases,  deeds,  mortgages,  notes, 
and  papers  of  similar  character  are 
carefully  preserved  during  their  life. 
At  maturity  some  of  the  documents 
naturally  revert  to  the  maker,  but 
others,  such  as  contracts,  leases,  etc., 
are  frequently  treated  as  of  little  or  no 
value  after  their  expiration  date. 
While  some  of  these  papers  may  never 
be  required,  others  may  have  a  direct 
bearing  on  the  net  income  of  the 
organization  from  the  standpoint  of 
taxation,  and  when  the  audit  of  the 
tax  return  is  made  may  be  required  to 
substantiate  the  item. 

Leases  should  be  examined  particu¬ 
larly  for  clauses  affecting  alterations 
and  improvements  made  by  the  ten¬ 
ant,  and  where  such  items  provide  that 
the  improvements  cannot  be  removed 
and  revert  to  the  landlord  at  the  ex¬ 
piration  of  the  lease,  provision  should 
be  made  for  amortization  of  such  lease¬ 
hold  equipment  over  the  life  of  the 
lease  and  the  deduction  of  an  aliquot 
part  from  net  income  each  year. 
Records  similar  to  the  depreciation 
records  should  be  maintained  covering 
items  of  this  character. 

All  papers  coming  under  this  heading 
should  be  passed  on  by  a  competent 
authority  before  they  are  destroyed. 
There  may  be  no  need  of  such  papers 
being  retained  in  a  safe  or  safe  deposit 
box,  but  where  the  paper  affects  an 
item  of  net  income  in  a  tax  return  or  is 
a  factor  in  the  determination  of  in¬ 
vested  capital  for  a  year  in  which  the 
tax  law  provides  for  taxation  based  in 
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any  manner  upon  the  investment  in 
the  business,  the  paper  should  be 
attached  to  the  retained  copy  of  the 
tax  return  rendering  it  available  in 
event  of  a  demand  being  made  for  the 
supporting  data  it  contains. 

XI 

Tax  Bills  and  Receipts.  The  pay¬ 
ment  of  taxes,  regardless  of  the  nature 
of  the  tax,  should  be  a  matter  of  record 
from  the  taxpayer’s  standpoint.  When 
payment  is  made  in  currency  a  receipt 
should  always  be  obtained  and  at¬ 
tached  to  the  tax  return  or  other  tax 
papers,  or  else  filed  in  a  permanent  file 
under  the  heading  of  tax  receipts  and 
bills.  When  paid  by  check  the  can¬ 
celed  check  should  be  removed  from 
the  rest  of  the  vouchers  as  soon  as 
returned  by  the  bank  as  paid,  sub¬ 
stituting  a  slip  giving  the  particulars 
of  the  check  as  to  date,  payee,  amount, 
and  endorsements,  also  indicating  the 
reason  for  the  removal  of  the  original 
voucher  and  its  location.  This  sub¬ 
stitution  slip  should  be  initialed  by 
someone  in  authority. 

These  paid  checks  are  often  the  only 
acceptable  evidence  available  by  which 
payment  of  the  item  can  be  proved,  as 
changes  in  personnel  in  the  depart¬ 
mental  administration  of  the  govern¬ 
ment,  federal,  state,  and  municipal, 
render  it  difficult  to  prove  payment 
in  instances  where  the  records  have 
been  carelessly  or  improperly  made. 


Sometimes  it  is  the  carelessness  of  the 
taxpayer  that  causes  the  trouble  such 
as  paying  his  personal  tax  with  a  cor¬ 
poration  or  partnership  check  without 
properly  identifying  himself  as  the 
payer.  This  usually  results  in  the  pay¬ 
ment  being  credited  to  a  suspense  fund 
pending  the  proper  identification  of  the 
item.  In  the  meantime  the  taxpayer 
may  be  placed  in  the  delinquent  class 
and  called  to  book  for  apparent  failure 
to  pay  his  tax. 

XII 

Correspondence — Conclusion.  Cor¬ 
respondence  with  the  various  tax  units 
and  their  representatives  should  be 
attached  to  the  tax  return  to  which  it 
related  so  that  the  file  is  complete  in 
itself.  These  papers  are  often  of  im¬ 
portance  in  connection  with  returns  of 
subsequent  years  as  they  may  contain 
a  point  that  would  establish  a  prec¬ 
edent. 

W’hile  no  attempt  has  been  made  to 
cover  every  class  of  record  that  has 
been  demanded  by  the  tax  authorities 
it  is  believed  that  the  principal  items 
have  been  covered  in  this  article.  If 
the  reader  will  analyze  the  records  of 
his  own  organization  and  provide  for 
the  preservation  of  all  papers  that 
may  have  a  bearing  on  tax  matters, 
either  as  outlined  or  according  to  his 
own  experience,  he  will  find  himself 
in  a  better  position  to  support  his 
company’s  return  as  filed  with  the 
government. 


MOTION-PICTURES  AS  AN  AID  TO  BUSINESS— IV 


BY  P.  A.  RAIBOURN*  AND  ROY  L.  DAVISf 


ONE  of  the  first  problems  to  be 
considered  in  the  production  of 
industrial  films  is  what  is  known  as  the 
fire  hazard.  Film  is  printed  on  two 
different  stocks,  known  technically  as 
nitro-cellulose  and  acetate  cellulose. 
More  popularly,  they  are  called  in¬ 
flammable  and  non-inflammable,  or 
slow-burning  films.  The  nitro-cellu¬ 
lose  stock  is  highly  inflammable, 
though  not,  as  many  people  suppose, 
explosive.  If  set  on  fire,  it  will  bum 
very  rapidly,  a  complete  reel  of  film 
burning  in  less  than  a  minute.  This 
stock  is  nothing  more  than  celluloid 
coated  with  a  sensitive  solution.  The 
acetate  cellulose,  or  slow-burning  stock, 
uses  an  acetate  base  instead  of  a 
nitrate  base,  and  if  set  on  fire  will  burn 
for  a  fraction  of  a  second  and  then  go 
out. 

All  theatrical  film  is  printed  on 
nitro-cellulose  stock;  and  owing  to 
its  extreme  inflammability,  very  rigid 
laws  have  been  made  regarding  its 
use.  In  some  instances,  state  laws 
permit  the  use  of  motion-pictures  only 
in  booths  constructed  according  to 
the  specifications  of  the  fire  marshal 
of  the  state.  This,  of  course,  limits 
the  use  of  portable  projectors  to  a 
great  extent. 

The  question  naturally  arises  as  to 
why  all  film  is  not  printed  on  non- 
inflammable  stock.  There  are  three 
reasons  for  this.  In  the  first  place, 
non-inflammable  stock  is  a  trifle  higher 
in  price  than  the  inflammable  stock. 
In  the  second  place,  it  is  necessary  to 

*  Researoh  Statistician,  Famous-Players  Laeky 
Corporation,  New  York. 

t  With  the  DeVry  Corporation,  Chicago,  in  charge 
of  sales. 


make  non-inflammable  stock  thicker 
than  inflammable  stock,  with  the 
result  that  the  reels  bulk  and  are  likely 
to  give  trouble  in  the  projector.  In 
the  third  place,  the  non-inflammable 
film  is  not  quite  as  durable  as  the  in¬ 
flammable  film,  tending  to  deteriorate 
more  quickly.  In  all  probability,  these 
difficulties  could  be  completely  over¬ 
come,  but  up  to  the  present  the  market 
for  non-inflammable  film  has  not  been 
sufficient  to  warrant  the  effort. 

II 

Fire  Hazard  Involved.  As  to  the 
actual  fire  hazard  involved  in  the 
showing  of  motion-pictures,  there  is  a 
great  divergence  of  opinion.  Some  in 
authority  claim  that  the  association 
of  light  and  film  in  a  projector  is  no 
more  dangerous  than  the  association 
of  spark  and  gasoline  in  an  automobile. 
Today  the  majority  of  projectors  are 
so  safeguarded  that  the  danger  of  fire 
inside  the  projector  is  practically  elim¬ 
inated.  Fire  gates  rise  automatically 
when  sufficient  speed  is  obtained,  and 
drop  when  the  speed  is  diminished; 
snubbers  are  placed  to  check  any 
chance  of  flame  creeping  to  the  reels, 
and  the  aperture  is,  as  a  rule,  so  safe¬ 
guarded  that  at  the  worst,  only  one 
frame  of  film  could  be  burned  should 
it  catch  on  fire.  The  high-powered 
incandescent  lights  now  used  in  pro¬ 
jectors  would  ignite  nitro-cellulose  film 
very  readily  if  it  were  left  standing 
before  the  aperture.  But  despite  the 
high  inflammability  of  this  film  it  can 
be  controlled,  for  even  though  it  caught 
fire  the  flame  could  not  creep  past  the 
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snubbers  placed  within  a  thirty-second 
of  an  inch  of  its  surface.  It  is,  there¬ 
fore,  only  necessary  for  the  manu¬ 
facturer  to  see  that  at  the  aperture,  a 
well  of  metal  is  placed  around  the 
gate,  to  prevent  fire  creeping  down  into 
the  magazine  where  the  full  reels  are 
located. 

Portable  projectors,  as  a  rule,  use  an 
asbestos  case,  so  that  even  should  the 
reels  of  film  actually  catch  fire,  the 
damage  would  be  confined  inside  the 
projector,  and  as  film  is  not  explosive, 
there  would  be  no  danger  of  the  fire 
getting  outside  of  the  case. 

It  is  the  contention  of  fire  under¬ 
writers  that  the  danger  of  fire  is  not  in 
the  handling  of  film  inside  the  pro¬ 
jector,  but  in  its  reckless  handling 
outside.  A  carelessly  placed  match 
or  a  discarded  cigarette  could  very 
easily  ignite  film  while  it  was  being 
rewound  and  without  the  protection 
afforded  in  the  projector,  and  in  such  a 
case  a  dangerous  fire  might  result. 
The  purpose  of  the  fireproof  booth  is 
to  guard  against  such  hazards.  As  has 
been  explained  previously,  however, 
even  this  danger  is  eliminated  when 
slow-burning  cellulose  acetate  stock 
is  used. 

Finally,  it  may  be  said  that  the 
terrible  film  fires  and  demolished 
churches  and  school  buildings,  of 
which  one  hears  reports,  are,  as  Mark 
Twain  said  of  the  premature  report  of 
his  death,  “somewhat  exaggerated.” 
The  perusal  of  clippings  collected  for 
more  than  two  years  shows  no  fire 
traceable  to  a  projector  with  inflam¬ 
mable  film,  and  the  only  film  fires  were 
those  in  theatrical  exchanges  where 
film  was  improperly  stored.  There 
have  been  motion-picture  theater  film 
fires,  but  these  were,  as  a  rule,  confined 
to  the  booth,  the  patrons  being  safe¬ 
guarded.  A  number  of  portable  pro¬ 
jectors  have  been  destroyed  by 
fire,  but  in  no  instance  has  it  been 


recorded  that  the  fire  did  any  dam¬ 
age  outside  of  the  reel  of  film  and 
projector. 

Ill 

Types  of  Projectors.  Generally  speak¬ 
ing,  projectors  are  divided  into  three 
types: 

1.  Portable. 

2.  Semiportable. 

3.  Professional. 

Where  a  projector  is  to  be  used 
permanently  in  a  large  auditorium 
or  theater,  it  is  desirable  to  build  a 
fireproof  booth  and  equip  it  with  a 
professional  projector.  Such  projec¬ 
tors,  as  a  rule,  are  equipped  with  car¬ 
bon  arcs  to  furnish  the  illumination, 
and  the  current  consumption  on  such 
arcs  is  very  high.  Projectors  of  this 
type  should  never  be  used  by  anyone 
save  a  skilled  projectionist  with  an 
operator’s  license.  The  necessary 
equipment  of  rheostats  and  the  fine 
adjustments  of  the  arcs  requires  a 
certain  amount  of  technical  knowledge 
not  usually  possessed  by  the  ordinary 
operator. 

In  many  instances,  projectors  of 
this  type  are  equipped  with  thousand- 
watt  lamps  and  in  such  cases  their 
length  of  throw,  or  distance  to  which  a 
clear,  well-lighted  picture  can  be 
projected,  is  greatly  diminished.  Such 
lamps  are  usually  satisfactory  if  the 
distance  from  lens  to  screen  is  less  than 
100  feet.  Where  a  thousand-watt 
lamp  is  used,  there  is  hardly  any 
necessity  of  having  a  professional  pro¬ 
jector,  but  this  is  a  matter  that  has  to 
be  decided  by  the  purchaser.  If  he 
feels  the  additional  cost  of  professional 
equipment  is  compensated  by  the 
work  it  does,  it  is,  of  course,  in  his 
case,  advisable  to  have  such  equip¬ 
ment. 

The  semiportable  projectors  fall 
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into  two  classes — the  tripod  machine, 
of  which  there  are  several  on  the 
market,  and  the  metal-case  machine, 
weighing  from  50  to  75  pounds.  The 
tripod  machine  is  an  imitation  of  the 
professional  projector,  reduced  to  a 
small  scale.  As  a  rule,  it  uses  a  thou¬ 
sand-watt  lamp,  and  oftentimes  has  a 
stereopticon  attachment.  The  metal- 
case  machine  is  practically  nothing 
more  than  a  portable  projector  in¬ 
stalled  inside  a  heavy  case.  The 
advantages  of  such  a  case  are  question¬ 
able,  as,  from  a  fire  standpoint,  the 
asbestos  case  has  proved  satisfactory. 
In  some  states,  however,  the  law 
requires  that  a  metal  case  be  used 
where  the  projector  is  installed  with¬ 
out  a  booth. 

For  business  or  industrial  use,  no 
other  type  of  projector  than  the  port¬ 
able  one  should  be  considered.  This 
projector,  as  a  rule,  has  the  appear¬ 
ance  of  a  suit-case,  and  although  the 
size  and  weight  vary,  the  majority 
average  in  size  about  17  inches  square 
by  8  inches  wide  and  in  weight  around 
25  pounds.  This  makes  it  possible  to 
carry  a  projector  about  without  trouble, 
and  the  fact  that  these  machines  can 
be  operated  from  the  ordinary  light 
socket  permits  the  giving  of  a  moving- 
picture  show  almost  anywhere. 

Essentially  the  portable  projector 
consists  of  the  motor  to  drive  the 
projector,  the  lamp  house,  the  mech¬ 
anism  head  and  optical  system  con¬ 
sisting  of  reflector  condensers,  lens, 
and  shutter.  The  quality  of  the  picture 
shown  depends  entirely  upon  the 
proper  relation  of  these  various  ele¬ 
ments  and  it  is  well  to  examine  several 
portable  projectors  before  making  a 
choice.  Noise  in  operation  should  be 
taken  into  consideration  as  the  poorly 
made,  noisy  projector  tends  to  wear 
out  rapidly.  Practically  noiseless  pro¬ 
jection  means  a  well-manufactured 
projector,  and  one  that,  from  the 


standpoint  of  time,  should  give  satis¬ 
factory  service. 

IV 

The  Problem  of  Distribution.  Just 
as  the  average  person  thinks  of  a 
theatrical  film  when  a  motion-picture 
is  mentioned,  so  the  average  manu¬ 
facturer  is  inclined  to  consider  the 
distribution  of  his  industrial  film  from 
the  standpoint  of  theater  circulation. 
Valuable  as  this  type  of  circulation 
may  be  for  a  few  industrial  films,  the 
fact  remains  that  it  is  not  appropriate 
for  the  big  majority.  It  is,  in  fact, 
unavailable  save  for  a  very  few  manu¬ 
facturers  who  are  willing  to  go  to  an 
enormous  expense.  The  wisdom  of 
this,  in  the  final  analysis,  is  question¬ 
able  when  the  actual  value  resulting 
from  such  circulation  is  considered. 

The  value  of  an  advertisement  from 
a  sales  standpoint  rests  upon  the  cir¬ 
culation  of  the  medium  in  which  it 
appears.  The  value  of  an  industrial 
motion-picture  is  based  upon  the  same 
fundamental,  i.e.,  distribution  which 
includes  not  only  the  number  of  those 
who  witness  the  picture  but  the 
quality  of  the  group  as  well.  A  well- 
produced  picture  on  power-farming 
might  bring  remarkable  results  when 
viewed  by  a  farm  bureau,  but  the  same 
film  would  be  seed  sown  on  barren 
soil  if  presented  before  a  business 
men’s  club  in  the  city. 

One  of  the  important  considerations, 
then,  in  the  filming  of  an  industrial 
picture,  is  the  audience  it  is  designed 
to  impress.  This  is  not  something  to 
decide  after  the  picture  is  complete 
but  should  be  the  item  first  considered. 
Naturally,  the  type  of  distribution 
creating  the  greatest  results  depends 
largely  upon  the  purpose  for  which 
the  film  is  produced.  For  an  industrial 
film  covering  a  product  of  almost 
universal  application  a  wide,  general 
distribution  is  desirable,  whereas  a 
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film  on  a  technical  subject  of  limited 
interest,  would  usually  produce  the 
maximum  results  if  shown  before  small 
and  select  bodies  of  prospective  cus¬ 
tomers. 

V 

Theatrical  Distribution.  Motion- 
picture  distribution  may  therefore 
be  divided  into: 

1.  Theatrical  distribution. 

2.  Non-theatrical  distribution. 

The  theater  secures  its  pictures 
from  film  distributing  houses  known 
as  exchanges.  These  exchanges  rent 
the  films  of  one,  or  sometimes  more, 
producing  companies  and  through  the 
several  film  exchanges  a  theater  man 
makes  up  his  program.  This  might 
consist  of  a  news  weekly  from  Pathe,  a 
feature  from  Paramount,  and  a  comedy 
from  Fox.  At  15  minutes  a  reel,  it  may 
easily  be  estimated  that  the  shows  vary 
from  V/i  hours  to  hours.  In  a 
small  house  a  “rapid  turnover”  of 
audience  is  essential  to  profits.  Four 
\x/i  hour  shows  can  be  given  from  6 
o’clock  to  11.  The  addition  of  one 
reel  of  industrial  film  to  the  regular 
program  would  lengthen  each  show 
by  15  minutes.  This  would  mean  the 
elimination  of  the  last  show,  seriously 
cutting  into  the  theater  man’s  profits. 
It  can,  therefore,  be  readily  seen  that 
he  would  not  add  this  extra  reel  of 
film  without  a  worth-while  compen¬ 
sation  from  the  manufacturer. 

The  elimination  of  one  reel  from  the 
regular  program  would  seem  to  be  a 
simple  solution  of  this  problem,  but 
the  audience,  as  a  rule,  objects  strenu¬ 
ously  to  being  advertised  to  during  the 
time  they  have  paid  to  be  entertained. 
For  this  reason  there  is  a  tendency  on 
the  part  of  the  theater  man  to  turn 
down  industrial  films  unless  accom¬ 
panied  by  a  check  out  of  all  pro¬ 
portion  to  the  value  of  the  circulation 
obtained. 


A  tentative  film  program  based 
upon  theatrical  distribution  should  be 
carefully  investigated.  In  the  past 
the  film  producer,  with  charts  and 
figures,  would  show  the  prospective 
customer  how  many  theaters  there 
were  in  the  United  States,  what  the 
average  audience  was — which  naturally 
mounted  into  the  millions — and  how 
a  film  distributed  through  these 
theaters  would  bring,  at  a  minimum 
expense  to  the  owner,  enormous  returns 
in  publicity. 

In  those  early  days  there  was  per¬ 
haps  some  justification  for  such  repre¬ 
sentations.  It  was  then  a  compara¬ 
tively  simple  matter  to  induce  theaters 
to  show  industrial  films.  This,  how¬ 
ever,  did  not  last,  for,  as  the  audience 
became  more  selective  and  more  dis¬ 
cerning,  attempts  to  camouflage  so- 
called  advertising  films  as  films  of  an 
educational  nature  increased  until  the 
audiences  rebelled.  When  this  point 
was  reached,  the  advertising  con¬ 
tained  in  these  industrial  films  dis¬ 
tributed  through  theaters  was  reduced 
until  it  became  so  homeopathic  as  to 
result  in  small  benefit  to  the  manu¬ 
facturer.  But  even  this  was  not  satis¬ 
factory  to  the  patrons,  who,  after 
paying  their  admission  demanded  en¬ 
tertainment  instead  of  advertisements, 
and  finally  most  of  the  theaters  re¬ 
fused  to  show  industrial  films  at  all. 

This  is  the  situation  today  with  oc¬ 
casional  exceptions.  The  Overland 
Motor  Company,  for  instance,  at  the 
time  they  introduced  their  new  Over¬ 
land  with  the  three-point  suspension 
spring,  produced  a  film  showing  Over¬ 
lands  making  a  trip  through  the  Rocky 
Mountains.  The  film  was  interesting 
and  secured  theatrical  distribution  in 
many  of  the  largest  cities  of  the 
country.  The  cost  of  this  to  the 
Overland  Company  was,  however, 
considerable.  More  recently,  Dodge 
Brothers  produced  a  similar  film,  en- 
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titled  “Endurance,”  which  showed  the 
rugged  service  the  Dodge  car  was  giv¬ 
ing  in  the  oil  fields  of  Texas  and  secured 
wide  theatrical  distribution.  On  the 
whole,  however,  the  distribution  se¬ 
cured  through  theaters  has  not  proved 
successful. 

VI 

Non-Theatrical  Distribution.  Omit¬ 
ting,  then,  the  theater,  as  far  as 
distribution  of  industrial  pictures  is 
concerned,  we  still  have  the  very 
heterogeneous  non-theatrical  field  to 
consider.  This,  as  its  name  implies, 
comprises  those  various  bodies  showing 
pictures  which  do  not  come  under  the 
classification  of  a  theater,  such  as 
schools,  churches,  Y.M.C.A.’s,  clubs, 
granges,  farm  bureaus,  community 
centers,  retail  stores,  etc.  It  is  the 
problem  of  reaching  this  group  most 
satisfactorily  that  the  manufacturer 
has  to  face. 

This  method  has,  at  least,  one 
feature  to  recommend  it — a  manu¬ 
facturer  can,  to  a  large  extent,  control 
a  non-theatrical  audience  where  he  has 
no  control  over  a  theatrical  audience. 
This  point  becomes  important  when 
the  enormous  waste  circulation  of 
theatrical  distribution  is  taken  into 
consideration.  For  instance,  take  a 
film  advertising  farm  equipment.  This 
would  be  of  but  little,  if  any  interest, 
to  the  ordinary  theatrical  audience, 
but  by  using  non-theatrical  distri¬ 
bution  it  is  possible  for  the  manu¬ 
facturer  to  circulate  his  film  through 
farm  bureaus,  granges,  or  similar 
organizations  of  farmers  where  the 
waste  circulation  is  practically  nil. 

To  the  manufacturer  desiring  to 
show  a  film  to  the  non -theatrical  field, 
there  are  open  four  main  avenues  of 
distribution. 

1.  Distribution  through  non-theatrical 
exchanges. 


2.  Distribution  through  extension  de¬ 
partments  of  universities. 

3.  Distribution  by  lecturer  or  demon¬ 
strator. 

4.  Distribution  by  a  film  department  in 
the  business  itself. 

As  may  be  realized,  the  first  two 
methods  of  distribution  include  a  very 
general  circulation,  and  a  film  so  dis¬ 
tributed  would  reach  a  miscellaneous 
audience,  including  churches,  schools, 
clubs,  Y.M.C.A.’s,  etc.  The  last  two 
methods  of  distribution  give  the  manu¬ 
facturer  absolute  control  over  his  film 
and  the  audience  that  sees  it. 

It  is  difficult  to  lay  down  any  rules 
as  to  which  of  the  four  methods  of  cir¬ 
culation  is  the  best,  as  this  depends 
upon  the  product  and  the  film.  Gen¬ 
erally  speaking,  most  manufacturers 
use  a  combination  of  more  than  one 
method  of  distribution.  It  may  be 
safely  said,  however,  that  if  the  prod¬ 
uct  filmed  has  a  general  appeal,  or  if 
it  is  a  propaganda  film  having  for  its 
purpose  the  correction  of  bad  practices, 
a  general  distribution  is  necessary. 
Where  a  film  is  used  to  demonstrate  a 
product,  particularly  a  technical  prod¬ 
uct,  either  of  the  last  two  methods 
of  controlled  distribution  will  prove 
far  the  more  satisfactory. 

As  can  be  readily  seen  none  of  these 
methods  of  distribution  offers  a  general 
or  national  distribution.  It  is  im¬ 
practical  to  send  a  film  more  than 
500  miles,  as  it  would  require  so  much 
time  in  transportation  as  materially  to 
decrease  the  number  of  bookings  for 
which  the  picture  could  be  used.  To 
serve  the  country  satisfactorily,  it 
would,  therefore,  be  necessary  to  have 
a  number  of  exchanges  located  through¬ 
out  the  country  at  natural  distributing 
centers  and  to  place  a  print  of  the  film 
in  each  of  these  exchanges.  At  the 
present  time  there  is  no  single  organi¬ 
zation  possessing  this  complete  dis¬ 
tributing  mechanism,  although  there 


724 


ADMINISTRATION 


Vol.  V 
No.  6 


are  several  separate  exchanges  which 
will  handle  films  from  New  York, 
Washington,  and  Chicago. 

VII 

Distribution  Through  Non-Theatrical 
Exchanges.  The  demand  of  churches 
and  schools  for  a  supply  of  free  in¬ 
dustrial  films,  and  the  difficulty  of 
securing  film  from  each  separate  manu¬ 
facturer  has  led  to  the  organization  of 
several  agencies  whose  business  it  is 
to  handle  industrial  film.  A  typical 
example  is  a  Chicago  concern  which 
distributes  industrial  subjects  for  a 
number  of  manufacturers.  These  films, 
which  must  be  on  non-inflammable 
stock,  are  placed  on  a  list  and  cir¬ 
cularized  throughout  the  Middle  West 
among  schools,  churches,  and  other 
organizations  having  motion-picture 
projectors.  The  organization  using  the 
film  must  guarantee  an  audience  in 
excess  of  100  and  must  report  the  date 
of  the  showing  and  the  number  of 
people  present  on  a  blank  furnished  by 
the  distributor.  This  particular  con¬ 
cern  charges  the  manufacturer  nothing 
for  circularizing  his  film.  The  majority 
of  the  agencies  distributing  non¬ 
theatrical  film  make  a  flat  yearly 
charge  of  approximately  $25  for  each 
reel  listed.  The  distributor  referred 
to  sends  an  advance  report  to  the  man¬ 
ufacturer,  giving  the  name  of  the  film, 
the  number  of  reels,  and  the  date  on 
which  it  will  be  shown.  From  this  the 
manufacturer  can  “tie  up”  locally 
with  his  motion-picture.  In  addition, 
a  monthly  statement  is  given  the 
manufacturer  which  shows  the  name 
of  the  film,  where  it  was  shown,  and 
the  audience  at  each  showing. 

This  type  of  circulation  is  excellent 
for  general  distribution,  and  among 
the  many  manufacturers  who  are 
taking  advantage  of  it  we  find  such 
names  as  the  Holt  Manufacturing 


Company,  Gold  Medal  Flour  Com¬ 
pany,  American  Face  Brick  Associ¬ 
ation,  American  Rolling  Mills,  Baldwin 
Locomotive  Works,  and  the  Canadian 
Pacific  Railway. 

It  is  important  that  the  film  owner 
insist  upon  an  accurate  report  of 
showings.  Unless  this  is  done,  the  less 
reliable  exchanges  may  merely  file 
the  film  away  in  a  vault  where  it 
is  useless  to  everyone. 

VIII 

Distribution  Through  Extension  De¬ 
partments  of  Universities.  In  many 
states  the  universities  have  extension 
departments  whose  business  it  is  to 
distribute  educational  and  entertain¬ 
ment  film  and  slide  material  through¬ 
out  the  state  to  schools,  churches,  etc. 
The  methods  in  these  universities 
vary,  but  the  general  plan  of  handling 
is  the  same  as  that  in  the  non-theatrical 
exchanges.  The  extension  department 
may  purchase  a  number  of  theatrical 
subjects  for  rental  and  also,  as  a  rule, 
will  accept  for  free  distribution  any 
industrial  or  educational  films  offered 
by  industries. 

In  some  instances  these  univer¬ 
sities  charge  the  renter  a  slight  fee  for 
overhead  on  the  showing  of  the  in¬ 
dustrial  film,  but  in  the  majority  of 
instances,  all  the  exhibitor  has  to  pay 
is  the  express  charges  on  the  film  both 
ways.  The  expenses  of  the  depart¬ 
ment  are,  as  a  rule,  paid  by  the  state, 
though  in  some  instances  the  depart¬ 
ment  is  practically  self-sustaining. 

IX 

Distribution  by  Lecturer  or  Demon¬ 
strator.  The  most  successful  form  of 
distribution,  when  a  product  is  to  be 
demonstrated,  is  the  sending  out  of  a 
lecturer  or  demonstrator,  with  the 
film  and  a  portable  projector,  to  speak 
before  such  bodies  as  he  may  select. 
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Several  months  ago  The  Chicago 
Tribune  produced  a  film  entitled 
“W.G.N.,”  which  showed  the  manu¬ 
facture  of  The  Tribune  and  the  enor¬ 
mous  resources  back  of  this  paper. 
The  company’s  own  pulp  forests  and 
mills  were  photographed,  and  the  dis¬ 
tribution  of  the  paper  was  accurately 
pictured.  It  secured  distribution  for 
the  film  by  an  individual  demon¬ 
strator,  who  took  the  film  personally 
into  advertising  agencies  and  pro¬ 
jected  it  on  the  wall  of  the  executives’ 
offices.  The  Tribune  also  distributed 
the  film  among  churches,  schools,  and 
other  bodies  desiring  to  use  it,  the  pur¬ 
pose  being  to  secure  good-will  and 
build  prestige  for  the  paper.  The  ex¬ 
hibition  was  educational  in  character 
and  was,  it  is  understood,  a  big  success. 

The  Bowman  Dairy  Company  used 
demonstrations  in  much  the  same 
manner.  The  territory  covered  by 
its  wagons  was  circularized  and  meet¬ 
ings  staged  for  mothers  and  house¬ 
wives  at  various  points.  On  the  day 
and  hour  set,  the  demonstrator,  with 
the  Bowman  film,  came  and  lectured 
on  pure  food  and  milk,  the  purpose 
of  which  was  naturally  to  increase  the 
sale  of  Bowman  dairy  products. 

The  Western  Actuarial  Bureau  is  a 
non-commercial  bureau  supported  by 
fire  insurance  companies.  It  is  the 
function  of  the  bureau  to  disseminate 
propaganda  against  fire.  They  have 
local  representatives  in  various  states, 
whose  duty  it  is  to  stage  demonstrations 
during  a  “fire  week.”  These  agents 
will  call  meetings  in  schools  and  other 
assembling  houses,  lecture  against  fire 
and  use  the  bureau’s  fire  prevention 
film. 

X 

Distribution  Through  an  Internal 
Film  Department.  A  great  many 
industries  have  found  the  most  satis¬ 
factory  method  of  securing  distribution 


is  to  handle  the  film  themselves.  The 
International  Harvester  Company  of 
Chicago  has  93  branch  houses,  whose 
business  it  is  to  distribute  through 
dealers,  the  various  tractors,  and  other 
farm  mechanisms  manufactured  by 
the  company.  To  further  the  use  of 
tractors,  the  International  Harvester 
Company  has  five  one-reel  films, 
namely:  “America’s  Golden  Harvest,” 
“Tractor  Farming,”  “New  Ways  for 
Old,”  “Cherry  Land,”  and  “Power 
Land.”  In  addition  to  this,  it  has  now 
in  process  of  completion  two  new 
films;  one  “The  Story  of  the  Orange,” 
and  the  other  “Power  Farmer.” 

The  various  branch  houses  make 
arrangements  with  farmers  for  dem¬ 
onstrations,  and  on  the  appointed  day 
secure  a  theater  where  the  film  is 
shown,  together  with  a  rented  comedy 
or  a  similar  light  subject.  After  the 
film  showing,  the  audience  is  taken  to 
the  local  dealer’s  store  and  shown  the 
tractor  that  has  been  demonstrated  on 
the  screen.  The  International  Har¬ 
vester  Company,  however,  is  now 
contemplating  the  equipping  of  every 
branch  house  with  a  portable  pro¬ 
jector,  owing  to  the  fact  that  a  great 
many  farmers  go  to  see  the  show  at  the 
theater  but  never  appear  at  the  store 
for  the  final  demonstration  of  the 
tractor,  being  more  interested  in  the 
entertainment  than  in  learning  any¬ 
thing  about  International  Harvester 
products. 

The  Agricultural  Extension  De¬ 
partment  of  the  International  Har¬ 
vester  Company  is  a  separate  organi¬ 
zation.  Its  purpose  is  to  improve 
farming  methods.  The  very  fact  that 
the  subjects  dwelt  on  are  technical 
makes  it  imperative  that  a  demon¬ 
strator  be  sent  with  the  film,  and,  as  a 
rule,  the  films  from  the  Agricultural 
Extension  Department  are  handled  in 
this  way.  This  concern,  incidentally, 
also  distributes  its  film  through  several 
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of  the  non-theatrical  film  exchanges 
handling  educational  and  industrial 
film. 

The  International  Harvester  Com¬ 
pany  has  seriously  considered  the 
advisability  of  using  more  than  one 
reel,  but  its  decision  has  been  adverse. 
Not  only  is  it  easier  to  handle  a  single 
reel  of  film,  but  it  also  finds  that  the 
one-reel  presentation  makes  it  possible 
to  secure  the  necessary  flexibility. 
The  company  also  finds  that  indus¬ 
trial  subjects  longer  than  one  reel, 
regardless  of  how  entertaining  the 
subject,  become  dull.  It  would  be 
difficult  to  estimate  the  value  of 
motion-pictures  in  this  connection,  but 
the  manager  of  the  International 
Harvester  Company  states  that  he  has 
found  audiences  for  a  demonstration 
to  increase  50  per  cent  when  motion- 
pictures  are  shown. 

The  Burroughs  Adding  Machine 
Company  has  just  finished  plans  for  an 
extensive  distribution  of  its  films 
illustrating  better  methods  of  ac¬ 
counting.  This  concern  is  adding  a 
number  of  comedies  and  similar  sub¬ 
jects  to  its  more  serious  films  and  is 
booking  programs  instead  of  merely 
showing  educational  film.  No  charge 
is  made  for  this  service,  which,  in  a 
way,  sugar-coats  the  somewhat  tech¬ 
nical  accounting  films. 

XI 

Why  Internal  Film  Department 
Method  Is  Best.  It  has  been  shown  that 


the  exhibition  of  industrial  films  as  a 
part  of  a  theater  program  is  imprac¬ 
ticable,  and  that  the  most  advanta¬ 
geous  method  of  distributing  films  for 
non-theatrical  showing  is  through  a 
special  film  department  within  the 
organization  whose  product  is  to  be 
advertised.  There  are  several  reasons 
why  this  method  of  distribution  is 
more  satisfactory  than  others.  In  the 
first  place,  it  permits  direct  placing  of 
the  films.  This  means  that  all  book¬ 
ings  are  under  direction  and  control  of 
the  sales,  advertising  and  economic 
experts  of  the  organization.  Advan¬ 
tage  may  thus  be  taken  of  all  the  special 
information  that  is  available  concern¬ 
ing  markets,  trends,  and  general 
business  conditions. 

There  is  the  added  advantage  that 
distribution  through  an  internal  film 
department  makes  possible  a  much 
more  complete  check  of  actual  show¬ 
ings  and  of  the  attending  results,  that 
can  be  made  when  the  films  are  handled 
through  an  outside  exchange.  The 
importance  of  this  factor  can  scarcely 
be  overemphasized.  The  ordinary 
exchange  will  naturally  make  the 
broadest  possible  claims  as  to  both 
bookings  and  results,  but  if  distri¬ 
bution  is  by  means  of  an  internal  film 
department,  every  transaction  must 
bear  scrutiny  by  the  watchful  eye  of 
the  controller  or  his  representative. 
Exhibitors  are  thus  able  to  make  sure 
of  a  hundred  cents’  worth  of  action  for 
every  dollar  laid  out  in  this  form  of 
advertising  expense. 


AUDIT  REPORTS— A  TOOL  FOR  THE  EXECUTIVE 


BY  WILLIAM  H.  BELL* 


JN  a  discussion  of  audit  reports  with¬ 
in  the  limits  of  a  single  article,  it  is 
obvious  that  general  phases  only  can 
be  considered  with  any  fullness  and 
that  detail  matters  can  be  merely 
touched  upon.  A  few  of  the  more  im¬ 
portant  outstanding  features  which  are 
of  interest  to  both  business  men  and 
professional  accountants  will,  there¬ 
fore,  be  presented  in  the  hope  that  they 
may  aid  in  bringing  about  a  better 
understanding  as  to  what  the  business 
may  expect  from  the  accountant. 

There  is  no  doubt  that  in  the  great 
majority  of  cases  the  work  of  the  pro¬ 
fessional  accountant  is  judged  by  his 
reports.  The  effect  of  good  field  work 
may  be  absolutely  nullified  by  the  pres¬ 
entation  of  a  report  which  is  not  cred¬ 
itable  to  the  accountant — due  per¬ 
haps  to  his  not  having  grasped  his 
client’s  viewpoint  of  the  business  and 
of  the  engagement,  or  it  may  be 
through  lack  of  knowledge  of  the  tech¬ 
nique  of  his  profession.  The  ability  to 
prepare  a  report  in  acceptable  form  is 
then  no  less  essential  to  the  equipment 
of  a  professional  accountant  than  the 
ability  to  take  off  a  trial  balance. 

II 

Accounting  Terminology.  First  as  to 
the  choice  of  terms,  all  accountants  and 
others  who  are  concerned  with  the 
preparation  and  analysis  of  financial 
reports  realize  the  desirability  of  stand¬ 
ardization  of  expressions  and  forms, 
and  the  accountants,  individually  and 
through  their  societies,  are  working 
with  that  end  in  view.  It  is,  however, 
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very  doubtful  if  their  efforts  will  ever 
be  crowned  with  complete  success. 
Certainly  at  present  there  is  no 
generally  understood  terminology,  so 
that  it  is  necessary  for  the  accountant 
to  exercise  great  care  in  his  choice  of 
expressions  lest  they  be  misunderstood. 
Such  a  term,  for  example,  as  “net 
profit”  cannot  safely  be  used  without 
clearly  showing  what  credits  and 
charges  have  been  included  in  the 
computation. 

While  there  are  many  advantages  to 
be  gained  from  standardization  of 
expressions  and  forms,  there  are,  it 
must  be  admitted,  some  disadvantages. 
The  danger  lies  in  a  lack  of  discrimi¬ 
nation  which  may  result  in  blindly  using 
such  expressions  and  forms  where  they 
are  inappropriate. 

Furthermore,  there  appears  to  be  a 
tendency,  if  too  much  stress  is  laid 
upon  uniformity,  to  narrow  the  view¬ 
point  and  restrict  originality.  Under 
such  conditions  the  preparation  of  a 
report  may  be  reduced  to  a  purely 
routine  basis  with  the  highly  unde¬ 
sirable  result  of  making  the  substance 
fit  the  form  so  that  the  reports  appear 
stereotyped  if  not  perfunctory.  Highly 
technical  terms  and  forms  should  al¬ 
ways  be  avoided  in  an  audit  report. 

Ill 

Form  of  the  Report.  In  rare  cases 
the  precise  character  and  scope  of  the 
report  are  prescribed  by  the  client. 
Usually,  however,  it  devolves  upon 
the  accountant  to  anticipate  the  de¬ 
sires  of  his  client  in  this  respect  and 
to  furnish  a  report  that  will  satisfy 
and  be  appreciated  by  the  client.  In 


728 


ADMINISTRATION 


Vol.  V 
No.  6 


deciding  upon  the  contents  of  the 
report,  consideration  must  obviously 
be  given  to  the  character,  scope,  and 
purpose  of  the  engagement. 

The  work  done  may  be  of  such  a 
nature  that  the  report  is  properly 
limited  to  a  simple  letter.  If  the  en¬ 
gagement  is  a  cash  audit,  a  statement 
of  cash  transactions  will  usually  be 
furnished.  If  the  asset  and  liability 
accounts  have  been  audited,  a  balance 
sheet  will  almost  always  be  rendered. 
If  a  complete  audit  for  a  certain  period 
has  been  made,  the  report  will  usually 
include  a  balance  sheet,  as  at  the  end 
of  the  period,  and  a  statement  of  income 
and  profit  and  loss  for  the  period. 
These  statements  may  also  be  made 
comparative  or  may  call  for  supporting 
schedules.  Any  report  including  state¬ 
ments  may  or  may  not  also  include  a 
formal  certificate  or  comments. 

The  accountant’s  aim  should  be  to 
give  his  client  just  so  much  as  is 
appropriate  in  the  particular  case,  and 
no  more.  Accountants  have  often 
rendered  reports  embellished  with  elab¬ 
orate  financial  statements  and  sta¬ 
tistics  which  have  been  of  little  or  no 
practical  value  to  the  recipients.  In 
some  of  these  cases,  the  only  report 
desired  by  the  client  was  a  concise 
letter  or  certificate  covering  certain 
conditions  or  transactions,  or  stating 
that  the  entries  in  the  accounts,  or  in 
certain  of  the  accounts,  were  found  to 
be  correct.  Schedules  of  accounts  and 
of  notes  receivable  and  payable  out¬ 
standing  at  a  certain  date,  may  be  in¬ 
teresting  to  the  client  three  weeks  after 
that  date  but  be  utterly  valueless  three 
months  after. 

A  very  important  factor  in  deter¬ 
mining  the  composition  of  a  report  is 
the  ethical  principle,  well  recognized  in 
accountancy,  that  full  consideration 
must  be  given  to  the  client’s  interests 
in  the  matter  of  expense  and  no  un¬ 
necessary  work  of  any  kind  be  done. 


IV 

The  Credit  Report.  One  of  the  ac¬ 
countant’s  most  difficult  undertakings 
is  the  preparation  of  reports  for  sub¬ 
mission  to  banks,  note  brokers,  etc., 
for  credit  purposes.  The  reason  for 
this  is  that  there  is  no  satisfactory 
understanding  and  agreement  by  the 
three  parties  involved — the  banker, 
the  business  man,  and  the  accountant 
— as  to  what  information  is  to  be 
furnished  the  banker  through  the 
medium  of  the  accountant’s  report. 
The  accountant  may  not,  short  of 
actual  misrepresentation,  disregard  the 
wishes  of  his  client,  and  when,  as 
frequently  happens,  the  accountant  is 
restricted  as  to  the  scope  of  the  audit, 
or  the  contents  of  the  report,  he  is 
likely  to  be  criticized  by  the  banker  for 
not  conforming  to  the  banker’s  ideas 
as  to  the  amount  of  detail  information 
and  the  classification  of  items.  A 
movement  is  now  well  under  way  to 
promote  a  more  thorough  accord  be¬ 
tween  the  bank  credit  men  and  the 
accountants,  and  it  is  fervently  to  be 
hoped  that  in  the  not  distant  future 
the  business  men  and  bankers  will 
reach  a  definite  agreement  whereby 
the  accountants  will  be  enabled  to  per¬ 
form  service  satisfactory  to  both  of 
them.  In  the  meantime,  audit  reports 
generally,  and  certified  balance  sheets 
particularly,  are  not  such  as  to  sat¬ 
isfy  the  banker  who  is  keeping  up  with 
the  advanced  practices  of  business 
analysis. 

V 

Audit  Comments.  Comments  con¬ 
tained  in  an  audit  report  should  al¬ 
ways  be  limited  to  essentials,  both  for 
the  sake  of  economy  of  time  and  ex¬ 
pense,  and  in  order  that  the  important 
points  may  not  be  obscured  by  a  mul¬ 
tiplicity  of  unimportant  remarks.  In 
the  determination  of  what  is  essential 
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in  any  particular  case  there  are  many 
aspects  of  the  situation  to  be  con¬ 
sidered. 

An  important  factor  is  the  size  of  the 
business.  Reports  are  usually  more 
detailed  as  to  both  comments  and 
statements  for  a  small  business  than 
for  a  large  one.  In  reporting  to  a 
person  who  is  not  known  to  be  familiar 
with  the  methods  of  professional 
auditors,  it  is  usually  desirable,  regard¬ 
less  of  the  size  of  the  business,  to 
comment  to  some  extent  upon  the 
method  of  verification  of  the  several 
accounts.  Where,  however,  a  client  is 
thoroughly  familiar  wdth  such  matters, 
as  is  usually  the  case  in  a  large  business, 
it  is  unnecessary  to  go  into  detail  re¬ 
garding  the  particular  items.  It  may, 
though,  be  desirable  even  then  to 
cover  the  verification  of  cash  and  other 
liquid  assets  for  the  purpose  of  ex¬ 
pressly  giving  those  in  charge  a  clean 
bill  of  health. 

Consideration  should  be  given,  in 
the  preparation  of  the  comments  as 
well  as  the  statements,  to  any  peculiar 
circumstances  regarding  the  purpose 
of  the  audit.  For  example,  if  it  is 
known  that  a  report  is  to  be  sub¬ 
mitted  to  prospective  lenders,  par¬ 
ticular  attention  should  be  given  to 
current  assets  and  current  liabilities, 
and  the  comments  should  not  include 
such  things  as  observations  on  the 
accounting  system  and  information 
regarding  errors  disclosed  but  recti¬ 
fied.  In  a  report  designed  for  a  pro¬ 
spective  purchaser  of  the  business,  it  is 
often  appropriate  to  include  com¬ 
ments  on  its  history,  organization,  and 
personnel. 

When  certain  definite  information  is 
sought  by  the  client  and  is  contained  in 
the  exhibits  and  schedules  of  a  report, 
the  accountant  can  usually  render 
valuable  assistance  by  so  summarizing 
this  information  in  the  comments  as 
to  bring  out  the  salient  facts.  This, 


however,  does  not  mean  that  state¬ 
ment  matter  should  merely  be  repeated. 

Many  accountants  are  qualified  to 
render  the  highest  class  of  service  to 
their  clients  in  the  analysis  and  inter¬ 
pretation  of  balance  sheets  and  state¬ 
ments  of  operations,  thereby  furnish¬ 
ing  valuable  information  and  advice 
along  the  broad  lines  of  administration 
of  the  business.  Business  men  have 
not  availed  themselves  of  this  oppor¬ 
tunity  for  assistance  in  administrative 
matters  as  much  as  they  might. 
Accountants,  on  the  other  hand,  who 
are  qualified  to  give  such  assistance, 
have  too  often  taken  the  attitude  that 
such  work  is  not  a  concomitant  of 
auditing  and  is  not  to  be  undertaken 
without  specific  instructions.  It  is 
highly  desirable  that  the  business  men 
and  accountants  have  an  understand¬ 
ing  in  this  matter  with  a  view  to  the 
maximum  utilization  of  accountants’ 
services. 

VI 

Audit  Details  Commented  Upon  in 
Report.  It  is  impracticable  in  this 
article  to  discuss  the  many  detail  sub¬ 
jects  that  may  be  commented  upon  in 
an  audit  report,  but  a  few  have  been 
selected  for  the  purpose  of  illustrating 
the  practical  points  that  may  be 
brought  out  in  such  comment. 

Accounts  Receivable.  The  accounts 
receivable  should  usually  be  plainly 
designated  in  the  balance  sheet  as  to 
amounts  due  from  customers  and  from 
stockholders,  officers,  employees,  etc., 
and  should  therefore  require  no  com¬ 
ment  in  that  regard.  Some  comment 
should  usually  be  made  on  the  condi¬ 
tion  of  the  accounts  with  respect  to 
their  probable  collectibility.  For  this 
purpose  it  is  seldom  necessary  to 
furnish  a  complete  tabulation  of  the 
accounts  by  dates  but  it  is  appro¬ 
priate  in  many  cases  to  summarize  by 
periods  the  balances  considerably  in 
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arrears.  It  is  highly  desirable,  if  it 
can  be  done,  for  the  accountant  to 
make  a  positive  statement  of  opinion 
regarding  the  amount  that  may  prove 
to  be  uncollectible;  it  is  usually  very 
unsatisfactory  to  throw  the  entire 
responsibility  for  an  opinion  on  this 
subject  upon  the  officers  of  the  com¬ 
pany.  It  is,  of  course,  in  order  to 
comment  upon  the  relation  of  the 
doubtful  accounts  to  the  amount  of  the 
reserve. 

Inventories.  It  is  always  in  order  to 
state  whether  the  accountant  assumes 
any  responsibility  for  the  quantitative 
feature  of  the  inventory.  In  nearly  all 
cases  the  method  of  valuation  should 
be  stated  whether  the  prices  represent 
actual  or  estimated  cost,  replacement 
cost  (market  value),  or  selling  prices. 
If  physical  inventories  have  not  been 
taken,  that  fact  should  be  stated,  and 
something  should  be  said  regarding 
the  apparent  accuracy  of  the  book  in¬ 
ventories  as  to  quantities,  and  the 
method  employed  as  to  values. 

Property  Accounts.  The  comments 
to  be  made  on  property  items  vary 
with  the  size  of  the  business.  It  is 
usually  appropriate  to  state  that  the 
entries  in  the  accounts  have  been 
examined  and  found  to  be  proper,  and 
it  may  be  well  to  include  more  or  less 
detailed  information  regarding  the 
changes  during  the  audit  period.  It 
may  even  be  appropriate  to  give  a 
summary  of  the  property  by  classes 
and  locations.  If  the  property  ac¬ 
counts  have  not  been  examined  prior 
to  the  audit  period,  a  qualifying  state¬ 
ment  to  that  effect  should  be  made. 
Something  should  usually  be  said  about 
the  provision  for  depreciation;  it  is 
desirable,  if  practicable,  to  make  a 
positive  statement  regarding  its  ade¬ 
quacy. 

Capital  Stock  and  Funded  Debt. 
Any  changes  during  the  audit  period 
in  securities  outstanding,  issued,  or 


subscribed  for  should  be  commented 
upon.  It  is  usually  desirable  to  state 
fully  the  consideration  received  by 
the  company  for  new  issues  of  secur¬ 
ities. 

Accrued  Taxes.  It  is  particularly 
important  that  full  consideration  be 
given  to  the  subject  of  accrued  federal 
taxes,  which  involves  possible  liability 
for  additional  assessments  on  prior 
returns.  Of  course,  any  known  lia¬ 
bility  should  be  stated  in  the  balance 
sheet,  but  the  exact  status  may  not  be 
determined  and  it  may  therefore  be 
necessary  to  cover  the  matter  in  the 
comments. 

Operations.  It  may  be  appropriate 
in  the  comments  to  direct  the  client’s 
special  attention  to  certain  charges 
or  credits  for  the  period,  which  may  or 
may  not  appear  in  the  statements,  or 
to  furnish  certain  comparative  figures 
or  summaries  by  percentages,  or  to 
show  the  turnover  of  goods  during 
the  period. 

Other  miscellaneous  matters  that 
may  be  covered  in  the  comments  are 
the  insurance  in  force,  the  adequacy  of 
the  accounting  system,  and  the  effi¬ 
ciency  of  the  office  personnel.  As  stated, 
the  accountant  will  usually,  if  de¬ 
sired  by  the  client,  discuss  the  con¬ 
ditions  disclosed  by  the  audit  from  the 
standpoint  of  administration. 

VII 

The  Audit  Certificate.  A  formal 
certificate  in  an  audit  report  is  usually 
furnished  only  upon  request  or  if  it  is 
known  definitely  that  one  is  desired 
or  needed.  Of  course,  there  should  be 
no  objection  to  giving  a  certificate  in 
any  case.  Often,  however,  the  con¬ 
ditions  are  such  that  unless  the 
accounts  are  adjusted  the  peculiar 
value  of  a  certificate  would  be  nulli¬ 
fied  by  its  many  qualifications. 

Material  qualifications  regarding  the 
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verification  of  the  accounts  should  al¬ 
ways  be  embodied  in  the  certificate,  as 
the  client  would  be  justified  in  pub¬ 
lishing  the  certificate  without  the 
comments  appearing  in  the  report.  It 
is  better  to  state  all  qualifications 
specifically,  as  the  general  qualification 
“subject  to  the  accompanying  com¬ 
ments”  is  very  unsatisfactory. 

When  certifying  to  the  correctness 
of  a  statement  it  is  considered  proper 
to  regard  as  part  of  it  any  footnotes 
and  other  explanatory  or  qualifying  re¬ 
marks  appearing  thereon.  Of  course, 
there  may  be  occasions  when  a  quali¬ 
fication  of  this  kind  is  so  important  that 
it  should  be  repeated  in  the  certificate. 

Opinions  differ  as  to  whether  an 
accountant  should  render  a  certificate 
without  qualification  as  to  the  quan¬ 
tities  in  inventories.  It  seems  to  be 
fairly  well  recognized  by  the  public 
that  accountants  do  not  generally  take 
physical  inventories,  and  it  appears, 
therefore,  that  the  certificate  need  not 
be  expressly  qualified  in  that  respect. 

VIII 

The  Balance  Sheet.  The  balance 
sheet  is  next  to  be  considered.  This  is 
a  very  large  subject,  and  only  a  few 
of  the  major  features  can  be  dis¬ 
cussed  here. 

One  question  fundamental  to  the 
whole  matter  is  this:  Are  accountants 
valuers?  Regarding  this  question  there 
appears  to  be  considerable  difference  of 
opinion,  or  at  least  a  lack  of  general 
understanding.  It  seems  to  the  writer 
that  when  a  balance  sheet  is  issued  by 
a  professional  accountant  the  public 
has  a  right  to  believe  that  the  con¬ 
ditions  expressed  therein  represent  the 
opinion  of  the  accountant,  based  upon 
an  adequate  examination  of  the  records 
but  not  upon  physical  examination  of 
the  assets  except  as  to  cash  on  hand, 
securities,  etc.  It  follows,  therefore, 


that  where  the  findings  of  the  account¬ 
ant  differ  materially  from  the  balances 
of  the  book  accounts,  proper  adjust¬ 
ment,  or  at  least  qualification,  should 
be  made  in  the  balance  sheet  rendered 
by  the  accountant. 

At  the  risk  of  seeming  to  stress  the 
point  too  much,  attention  is  again 
called  to  the  desirability  of  stating 
each  item  in  the  balance  sheet  clearly, 
ignoring,  if  necessary,  the  names  of 
accounts  as  they  appear  on  the  books. 
A  balance  sheet  should  be  a  terse 
statement  of  the  financial  condition  of 
the  business  and  not  a  mere  trial  bal¬ 
ance  after  closing. 

There  is  great  need  for  improve¬ 
ment  in  standardization  of  balance 
sheet  captions  and  of  the  items  to  be 
included  under  those  captions.  One 
frequently  sees  “Current  Assets,” 
“Liquid  Assets,”  and  “Quick  Assets” 
used  synonymously.  The  terms  “Fixed 
Assets”  and  “Capital  Assets”  are 
used  more  or  less  interchangeably,  but 
practice  differs  with  respect  to  the  in¬ 
clusion  therein  of  such  items  as  patents, 
good-will,  etc.,  and  investments  in 
subsidiary  companies. 

Practice  also  differs  with  respect  to 
the  location  in  the  balance  sheet  of 
Reserves  for  Depreciation,  Doubtful 
Accounts,  etc.  Such  reserves  are 
sometimes  shown  under  the  head  of 
“Liabilities”  and  sometimes  deducted 
(usually  on  the  face  of  the  balance 
sheet)  from  the  asset  items  to  which 
they  relate.  It  seems  that  no  invari¬ 
able  rule  can  be  adopted,  but  it  is 
generally  preferable  to  deduct  such 
reserves  from  the  related  assets.  In  the 
last  analysis,  there  are  but  three 
classes  of  accounts  shown  in  the  bal¬ 
ance  sheet,  viz.,  Assets,  Liabilities,  and 
Proprietorship.  To  the  extent  that 
reserves  represent  a  measure  of  decline 
in  value  of  assets,  they  are  neither 
liabilities  nor  proprietorship  and  are 
therefore  deductions  from  assets. 
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In  most  cases  the  balance  sheet  is 
made  much  more  informative  by  show¬ 
ing  comparisons  with  a  prior  date.  Of 
course,  it  may  not  be  desirable  to  do 
this  in  a  first  audit  of  the  accounts 
without  qualifying  the  statement  with 
respect  to  the  prior  figures. 

IX 

Current  Assets  on  the  Balance  Sheet. 
Of  the  many  questions  of  classification 
of  balance  sheet  items,  that  of  greatest 
importance  is  the  proper  statement  of 
current  assets  and  current  liabilities. 
The  items  which,  in  the  opinion  of  the 
writer,  should  be  included  under  the 
head  of  “Current  Assets”  are  gener¬ 
ally  about  as  follows: 

Cash  (showing  separately  general  funds 
and  special  deposits  for  payment  of  current 
liabilities). 

Working  Funds. 

Notes  and  Acceptances  Receivable  (which 
may  be  divided  to  show  those  arising  from 
trade  and  those  which  represent  loans). 

Accounts  Receivable  (showing  separately 
amounts  due  from  customers,  affiliated 
companies,  stockholders,  officers,  employees, 
and  others). 

Temporary  Investments. 

Accrued  Interest  Receivable. 

Inventories  (showing  separately  finished 
goods,  work  in  process,  and  materials  and 
supplies). 

Advances  on  Materials  Purchased. 

If  any  of  these  assets  are  pledged 
that  fact  should  be  brought  out  in  the 
balance  sheet. 

It  is  virtually  always  desirable  to 
separate  accounts  receivable  in  some 
such  manner  as  the  above.  Even 
when  all  the  accounts  are  with  cus¬ 
tomers,  it  is  well  to  anticipate  the  in¬ 
evitable  inquiry  as  to  the  character  of 
the  accounts  by  designating  them  as 
customers’  accounts.  Unless  accounts 
with  affiliated  companies  are  settled 
currently  the  balances  should  not  be 


carried  as  current  assets,  but  as  in¬ 
vestments. 

Whether  or  not  securities  may 
properly  be  classified  as  current  assets 
depends  primarily  upon  the  purpose 
of  holding  them  and  secondarily  upon 
their  marketability.  If  the  securities 
can  be  disposed  of  readily  and  without 
changing  the  company’s  policy  with 
respect  to  its  investments  or  affecting 
its  business  relations,  they  may  be 
considered  current  assets.  The  book 
value  of  securities  carried  as  current 
assets  should  not  be  materially  in  ex¬ 
cess  of  market  value. 

X 

Current  Liabilities  on  the  Balance 
Sheet.  The  items  to  be  included  under 
the  head  of  “Current  Liabilities” 
should  be  about  as  follows: 

Notes  Payable — Loans. 

Trade  Notes  and  Acceptances  Payable. 

Accounts  Payable. 

Dividends  Payable. 

Accrued  Wages,  Taxes,  Interest,  etc. 

Certain  accruals,  notably  federal 
taxes  and  commissions,  are  often 
shown  as  reserves.  It  is  a  fairly  well- 
established  principle  that  any  pro¬ 
vision  for  an  expense  that  will  have  to 
be  met,  even  though  the  exact  amount 
may  not  be  determined,  is  a  liability  as 
distinguished  from  a  reserve. 

If  provision  has  not  been  made  for 
all  accruals  of  taxes,  attention  should 
be  called  to  the  omission  in  a  footnote. 
If  practicable,  the  amount  involved,  or 
an  approximation  of  it,  should  be 
stated  so  that  the  reader  of  the  balance 
sheet  will  not  be  left  in  the  dark  as  to 
the  effect  of  the  omission  upon  the 
financial  condition. 

The  balance  sheet  should  disclose 
any  contingent  liability.  This  is 
usually  done  by  means  of  footnotes, 
but  where  there  are  offsetting  con- 


June 

1923 


AUDIT  REPORTS 


733 


tingent  assets  the  items  are  frequently 
shown  on  both  sides  and  included  in 
the  totals. 

If  a  company  has  failed  to  make 
provision  for  losses  on  purchase  com¬ 
mitments  in  a  falling  market,  attention 
should  be  directed  to  the  fact  in  a 
footnote  to  the  balance  sheet  or  in  the 
comments. 

XI 

Fixed  Assets  on  the  Balance  Sheet. 
“Property,”  or  “Plant  Property,”  or 
“Property  and  Plant,”  as  this  class 
of  assets  is  variously  designated,  should 
represent  the  land,  buildings,  and 
equipment  with  which  a  business 
operates.  The  basis  of  valuation  should 
be  made  clear  in  either  the  balance 
sheet,  comments,  or  certificate — 
whether  it  represents  cost,  depreciated 
cost,  appraised  reproduction  cost,  or 
appraised  sound  value.  While  the 
accountant  may  not  question  the 
propriety  of  adjusting  the  book  value  of 
property  to  conform  to  values  de¬ 
termined  by  competent  appraisers 
under  recent  conditions,  such  an  ad¬ 
justment  almost  invariably  constitutes 
appreciation,  if  not  inflation,  and  it  is 
desirable  to  disclose  in  the  balance 
sheet  any  considerable  accretion  to 
surplus  from  such  a  source,  or  at  least 
to  mention  that  the  appraised  value  is 
used. 

If  no  provision  has  been  made  for 
depreciation  or  depletion,  or  if  the 
provision  made  is  obviously  deficient 
or  excessive,  attention  should  be  called 
to  the  fact  in  a  footnote  to  the  balance 
sheet. 

XII 

Capital  Stock  Surplus.  There  has 
been  much  discussion  regarding  capital 
stock  without  par  value  and  its  re¬ 
lation  to  surplus.  Generally  speaking, 
the  value  at  which  such  stock  should 
be  carried  in  the  balance  sheet|is  the 


consideration  received  by  the  company 
for  its  issue.  In  cases  of  capital  paid 
in  by  stockholders  in  excess  of  an 
arbitrary  value  placed  upon  the  stock, 
the  excess  should  usually  be  shown  as 
capital  surplus,  preferably  under  the 
head  of  “Capital  Stock.”  In  the 
opinion  of  the  writer,  there  is  no  essen¬ 
tial  difference  between  stock  with  par 
value  and  stock  without  par  value  with 
respect  to  the  relation  of  the  stock  to 
the  surplus. 

The  word  surplus  literally  denotes 
the  excess  of  assets  over  liabilities  and 
original  capital.  But  when  the  word  is 
employed  without  explanation,  it  is 
usually  intended  to,  and  in  fact  should, 
mean  earned  surplus  as  distinguished 
from  capital  or  special  surplus.  The 
latter,  however  specifically  described, 
should  usually  include  paid-in  capital 
in  excess  of  the  stated  value  of  capital 
stock,  donated  capital,  and  the  un¬ 
realized  portion  of  appreciation  of 
property  values,  that  is,  appreciation 
less  the  proportion  of  subsequent  de¬ 
preciation,  depletion,  or  amortization 
applicable  thereto. 

XIII 

Operating  Statements.  The  discussion 
of  operating  statements  will  be  con¬ 
fined  to  those  embracing  all  charges 
and  credits  summarized  in  the  profit 
and  loss  or  surplus  accounts,  which  are 
usually  described  as  “Statements  of 
Income  and  Profit  and  Loss.” 

Statements  of  operations  should  be 
so  designed  as  to  be  readily  under¬ 
stood  by  the  layman.  The  running 
form  of  statement  is  undoubtedly 
clearer  to  the  majority  of  people  than 
the  account  form.  The  running  form 
is  simply  a  series  of  additions  and  de¬ 
ductions,  beginning  with  the  gross 
sales  or  earnings  and  ending  with  the 
final  balance  of  profit  and  loss;  the 
account  form  exhibits  the  several 
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sections  of  the  statement  in  the  form 
of  ledger  accounts,  bringing  down  the 
respective  balances  in  bookkeeping 
fashion. 

In  the  preparation  of  operating 
statements  for  particular  kinds  of 
business,  there  is  little  practical  vari¬ 
ation  in  the  general  form  but  con¬ 
siderable  variation  in  the  detailed 
treatment  of  many  items.  To  cite  one 
example,  such  charges  as  depreciation, 
rent,  insurance,  and  property  taxes 
are  treated  variously  as  cost  of  goods 
sold,  general  expenses,  and  income 
charges.  These  differences  of  treat¬ 
ment  are  largely  questions  of  account¬ 
ing  theory.  Many  of  them  are  really 
debatable,  so  that  an  accountant  may 
not  always  take  a  decided  stand  one 
way  or  another.  Further,  for  practical 
purposes,  it  is  very  often  necessary 
for  a  professional  accountant  to  pre¬ 
pare  his  report  in  accordance  with  the 
accounting  system  or  published  state¬ 


ments  of  his  client.  Unless  there  is 
some  important  issue  involved,  it  is 
often  unwise,  for  example,  to  deviate 
from  the  client’s  classification  of  cost 
accounts  and  thereby  change  the  basis 
for  valuing  inventories  of  manufac¬ 
tured  goods.  Moreover,  it  is  often 
found  that  the  accounts  as  kept  do  not 
furnish  sufficient  information  for  the 
preparation  of  theoretically  correct 
statements,  and  it  is  impracticable  to 
obtain  the  information  by  analysis. 
In  short,  it  is  very  often  necessary  to 
sacrifice  idealism  to  expediency,  and 
it  is  seldom  that  any  harm  is  done  if 
the  treatment  of  debatable  matters  is 
clearly  disclosed. 

Statements  of  income  and  profit  and 
loss  and  supporting  schedules  usually 
fall  short  of  their  maximum  usefulness 
unless  they  are  made  comparative 
and  unless  they  contain  appropriate 
ratios  or  other  valuable  statistical 
information. 


EDITORIAL  REVIEW 


THE  ROAD  TO  INDUSTRIAL 
PEACE 

ERNON  KELLOGG,  with  scant 
respect  for  the  views  of  William 
Jennings  Bryan,  casually  remarks: 
“Today  there  is  not  a  biologist  of 
standing  who  does  not  accept  the 
theory,  or  better,  fact,  of  evolution. 
And  the  great  majority  of  people 
who  think  about  the  matter  at  all 
also  accept  this  once  ultra-heretical 
and  scoffed-at  doctrine.” 

In  other  words,  it  is  an  accepted 
belief  that  we  have  evolved  from  the 
lower  forms  of  life.  But,  and  the 
fact  is  one  we  are  likely  to  overlook, 
while  we  have  evolved  from  these 
lower  forms  of  life  we  have  not  yet 
escaped  them.  We  are  gradually 
working  away  from  them,  but  mean¬ 
while  they  are  with  us,  a  dead  weight, 
dragging  us  down  in  our  slow  progress 
towards  the  higher  intellectual  and 
moral  development. 

It  is  well  to  recall  this  as  explaining 
our  slow  progress  along  the  road  to 
industrial  peace.  The  “old  Adam,” 
as  the  theologian  would  term  it, 
stands  in  the  way — not  only  of  em¬ 
ployer  but  of  employee  as  well,  and 
still  as  in  bygone  days : 

.  .  .  the  good  old  rule 
Sufficeth  them — the  simple  plan, 

That  they  should  take  who  have  the  power, 
And  they  should  keep  who  can. 

It  is  hard  for  employer,  and  equally 
hard  for  the  employee,  to  escape  from 
this  concept — to  realize  that  the  golden 
rule  and  the  doctrine  of  fair  play  are 
as  applicable  and  necessary  in  the 
solution  of  labor  difficulties  as  in  any 
other  social  or  moral  problem. 

*  *  * 

In  another  column  Professor  Carl¬ 
ton,  of  DePauw  University,  speaks 


briefly  but  clearly  of  the  road  to 
industrial  peace,  pointing  out  that  it 
is  not  to  be  gained  from  without,  by 
the  aid  of  labor  courts,  arbitration, 
etc.  These  may  help,  but  any  per¬ 
manent,  working  peace  must  come  as 
a  result  of  good  faith  and  the  square 
deal  within  the  factory  walls. 

But  this  good  faith  and  square  deal 
must  be  reciprocal.  As  is  well  illus¬ 
trated  by  current  happenings  in  the 
building  trades,  employees  can  be 
quite  as  arbitrary  and  unreasonable 
as  employers  ever  were.  If,  then,  the 
employer  must  be  just  and  considerate 
of  the  employee’s  welfare,  the  working 
man  must  be  reasonable  and  watchful 
of  his  employer’s  interests.  The  first 
steps  toward  this  mutual  understand¬ 
ing  and  co-operation  must,  however, 
be  taken  by  the  employer,  and  it  is 
right  that  they  should.  The  mere  fact 
of  his  better  position  argues  a  certain 
broader  view  and  a  possibly  superior 
intelligence  which  should  constitute 
him  a  leader.  Professor  Carlton,  rec¬ 
ognizing  this  condition,  writes  almost 
entirely  from  the  standpoint  of  what 
the  employer  must  do  for  his  men. 

*  *  * 

It  is  interesting  to  summarize  Pro¬ 
fessor  Carlton’s  conclusions,  which, 
as  he  believes,  “point  a  little  way  on 
the  road  toward  better  industrial 
relations :  ” 

1.  There  must  be  security  of  employ¬ 
ment  to  give  the  worker  safety  in  his  job. 

2.  There  must  be  an  incentive  wage  to 
give  him  interest  in  his  work. 

3.  There  must  be  a  shop  committee 
plan  of  a  kind  to  give  him  a  feeling  of 
participation  and  responsibility. 

4.  Employees  must  not  be  treated  as 
menials  or  machines. 

5.  There  must  be  proper  employment 
methods,  i.e.,  a  man  must  be  fitted  to  his  job. 
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6.  Working  and  living  conditions  must 
be  good  and  there  must  be  an  opportunity 
for  wholesome  recreation. 

7.  There  must  be  publicity  as  to  profits 
and  “division  of  abnormal  profits  between 
investors,  purchasers,  managers,  and  men.” 

Does  all  this  seem  ideal — some¬ 
thing  outside  the  purview  of  cold¬ 
blooded  business  calculation?  Cast  a 
hasty  glance  over  the  commercial  and 
industrial  world  and  it  will  be  seen 
that  the  greatest  and  most  striking 
successes  have  been  founded  upon  a 
more  or  less  close  observance  of  these 
fundamental  requisites. 

*  *  * 

All  of  the  conditions  enumerated 
above  as  requirements  of  industrial 
peace  would  have  been  in  the  not 
far-distant  past  looked  upon  as  a 
distinct  concession  to  employees.  Most 
of  these  are  now  demanded  by  the 
employees  as  rights,  and  are  granted 
by  far-sighted  employers  as  necessary 
conditions  to  insure  smooth  and  un¬ 
interrupted  productive  relations.  Pro¬ 
fessor  Carlton,  writing  of  their  prac¬ 
tical  application  in  one  instance  says 
that  the  success  attained: 

...  is  not  due  to  any  frills  in  personnel 
management;  it  is  the  direct  result  of  the 
limitation  of  dividends,  the  payment  of 
reasonably  high  wages  and  the  fair  treat¬ 
ment  of  the  purchaser.  Publicity  and 
education  as  to  costs  and  profits  are  the 
heart  of  the  White  Motor  Company’s  plan. 

And  all  this  acts  and  reacts.  If  it 
were  possible  here  to  give  a  reasonably 
full  statement  of  the  labor  laws, 
practices,  and  actual  conditions  as 
they  existed  one  hundred  years  ago, 
the  picture  would  seem  incredible. 
And  to  a  Captain  of  Industry  of  those 
“good  old  days”  a  picture  of  our 
present  achievement  in  improved  con¬ 
ditions  and  increased  production  would 
seem  equally  incredible.  The  world 
moves,  and,  if  slowly,  it  still  moves. 


Articles  such  as  Professor  Carlton  has 
written  are  helpful  and  hopeful  in 
that  they  more  clearly  point  out  the 
road  to  the  better  future  and  the 
larger  success. 

MORE  LIGHT  ON  EXECUTIVE 
SALARIES 

N  effect,  the  significant  article  in 
this  issue  by  Charles  T.  White, 
Secretary  of  the  Standard  Oil  Com¬ 
pany  of  New  Jersey,  is  a  reply  to  the 
contribution  of  Charles  M.  Schwab 
printed  in  the  May  number  of  Ad¬ 
ministration  under  the  caption  “The 
Rewards  of  Management.”  Mr. 
Schwab  championed  a  small  basic 
salary  for  executives,  combined  with  a 
contingent  compensation  based  on  a 
percentage  of  any  reduction  made  in 
manufacturing  costs,  and  increased  as 
additional  profits  are  earned.  Mr. 
White  defends  the  policy  that  has  been 
followed  in  the  Standard  Oil  Company 
for  many  years — that  of  a  stipulated 
salary,  and  a  generous  one,  for  execu¬ 
tive  services. 

Mr.  White  says  frankly  that  his 
company  pays  large  salaries  because  it 
is  compelled  to;  otherwise  its  execu¬ 
tives  would  find  positions  elsewhere  at 
high  pay,  or  organize  petroleum  enter¬ 
prises  of  their  own  and  thus  establish 
new  centers  of  competition.  He  calls 
attention  to  the  fact  that  the  com¬ 
pany’s  executives  are  “manufactured 
in  the  plant;”  that  is  to  say,  they 
work  up  from  the  ranks  and  are 
promoted  on  merit  rather  than  be¬ 
cause  of  “pull”  or  personal  relation¬ 
ships.  In  the  early  years  their  pay  is 
small,  their  working  day  a  long  one, 
and  their  duties  such  as  to  make 
trying  demands  on  both  mind  and 
body.  When  they  finally  come  to  the 
stage  of  greater  freedom  and  more 
generous  remuneration,  they  have,  in 
Mr.  White’s  opinion,  fully  earned  all 
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that  they  receive,  and  are  entitled  to 
enjoy  the  peace  of  mind  and  freedom 
from  anxiety  that  it  brings. 

The  final  argument  advanced  by 
Mr.  White — that  of  the  relation  be¬ 
tween  generous  salaries  and  peace  of 
mind — seems  to  be  well  supported  by 
the  experience  of  many  business  men. 
An  executive’s  personal  circumstances 
have  a  very  marked  influence  on  his 
efficiency  on  the  job.  If  he  is  con¬ 
stantly  worried  by  an  inadequate  in¬ 
come,  he  cannot  possibly  be  at  his 
best,  his  mind  clear,  and  his  body  full 
of  vigor.  But  if  his  salary  is  made 
adequate  to  meet  his  normal  scale  of 
living,  he  will  return  the  outlay 
manyfold  in  capable  and  satisfactory 
service. 

Whether  Mr.  White’s  policy  of 
high  stated  salaries  or  Mr.  Schwab’s 
method  of  low  salaries  and  high  con¬ 
tingent  possibilities  is  the  better,  is 
obviously  open  to  argument.  But  the 
important  thing  is  that  men  with 
capital  and  men  without  capital  should 
comprehend  and  realize  the  supreme 
importance  to  industry  of  capable 
direction.  Without  executive  ability, 
labor  and  capital  are  both  impotent. 
Wages  and  dividends  are  equally 
dependent  on  skill  in  management. 
The  Russian  communists  came  to 
grief  because  they  ignored  this  funda¬ 
mental  truth.  Untold  wealth  is  wasted, 
or  fails  of  production,  because  of  the 
lack  of  this  (literally)  saving  virtue. 

In  all  of  the  publicity  arising  from 
the  Senate  subcommittee’s  investi¬ 
gations  there  has  been  discernible  an 
increasing  tendency  to  defend  the 
payment  of  generous  salaries.  Certain 
newspapers  have  commented  on  the 
meager  compensation  given  to  govern¬ 
mental  officials,  particularly  those  in 
cabinet  positions,  and  have  intimated 
that  the  time  has  come  for  proper 
recognition  of  the  real  value  of  exe¬ 
cutive  talent,  whether  in  business  or  in 


the  public  service.  This  is  logical,  for 
the  laborer  is  worthy  of  his  hire,  and 
the  man  who  can  so  direct  the  laborer 
that  he  will  produce  his  hire  and 
something  more  is  likewise  worthy  of 
all  he  is  likely  to  get.  It  is  the  rarest 
and  economically  the  most  valuable 
faculty  a  man  can  have.  To  find  men 
who  have  it  and  to  give  them  power 
and  adequate  reward  is  the  secret  of 
success  in  business. 

SALES  QUOTA  LIMITS 

OTHING  in  the  realm  of  business 
forecasting  is  of  greater  im¬ 
portance  than  the  estimate  of  sales. 
Not  only  does  it  fix  the  quota  to  be 
expected  from,  and  worked  for  by  the 
sales  force,  but  it  “sets  the  pace”  for 
the  whole  establishment.  In  a  manu¬ 
facturing  concern,  labor,  materials, 
equipment,  service,  and  facilities,  all 
are  gauged  and  adjusted  to  the  re¬ 
quirements  of  the  sales  quota.  In  a 
mercantile  concern  with  its  greater 
flexibility  as  to  sales  quantities,  the 
adjustment,  though  not  so  close,  is 
quite  as  important  and  all-embracing. 
The  result,  in  either  case,  if  all  is 
properly  done  and  properly  carried 
out,  is  a  co-ordinated  operation  of  the 
business,  smooth,  easy,  and  effective. 

The  varying  conditions  of  different 
industrial  and  mercantile  concerns 
divide  the  sales  quota  roughly  into 
two  general  classes: 

1.  A  rigid  sales  quota  which  must  be 
met  without  deviation. 

2.  A  more  flexible  sales  quota  whose 
minimum  must  be  met,  but  which  is  not 
rigid  as  to  its  maximum  requirements. 

Of  the  rigid  class  is  the  sales  quota 
described  by  Mr.  Blair,  general  sales 
manager  of  the  Edison  Industries,  in 
a  previous  number  of  Administration.1 
Sales  above  those  fixed  by  the  sales 
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quota  are  neither  expected  nor  desired. 
Commenting  on  the  fact  that  many 
competent  executives  “would  feel  that 
any  distribution  above  the  estimated 
figures  secured  at  a  satisfactory  ratio 
of  expense  was  just  so  much  greater 
gain,”  Mr.  Blair  says: 

If  the  budget  were  regarded  solely  as  a 
bogey,  this  would  undoubtedly  be  true, 
but  the  budget  as  used  in  our  work  not 
only  marks  the  goal  to  be  reached,  but 
also  embodies  an  estimate  of  what  we 
expect  to  do,  working  at  the  highest 
pressure  of  which  the  organization  is 
capable.  ...  So  long  as  conditions  remain 
reasonably  normal  a  large  excess  of  sales 
over  the  estimate  would  be  taken  to  indi¬ 
cate  not  an  achievement  in  sales,  but  an 
inability  accurately  to  gauge  our  market 
and  the  productive  capacity  of  the  selling 
machine. 

This  will  be  the  better  understood  when 
it  is  realized  that  on  the  sales  forecast  the 
manufacturing  department  bases  its  pro¬ 
gram  of  personnel,  plant  maintenance, 
and  plant  development,  if  any  is  required, 
and  the  purchasing  department  bases  its 
contracts  for  materials  and  its  specifications 
for  deliveries.  These  factors  of  a  business 
of  volume  are  not  easily  flexible.  The  sub¬ 
mission  of  a  sales  estimate  calling  for 
manufactured  output  seriously  below  that 
which  the  development  of  demand  through 
the  year  proved  to  be  necessary  might 
easily  result  in  factory  congestion,  shortage 
of  materials,  increase  in  manufacturing 
costs,  dissatisfied  or  even  injured  customers, 
and  other  factors  detrimental  to  the  wel¬ 
fare  of  the  business. 

Of  the  second  class  is  the  sales  quota 
of  the  Walworth  Manufacturing  Com¬ 
pany  described  in  the  current  number 
of  Administration.  Here  the  works 
production  “may  be  reasonably  ad¬ 
justed  to  an  increase,  but  can  only 


with  difficulty  be  revised  downward 
after  commitments  have  been  made.” 
The  managers  of  the  business,  there¬ 
fore,  find  it  advantageous  to  have  a 
maximum  sales  mark  of  considerable 
flexibility.  Their  minimum,  or  sales 
dead  line,  is  a  “bogey”  representing 
“the  anticipated  volume  of  order- 
takers’  business  derivable  from  each 
sales  territory,  but  above  this  the 
quota  amounts  representing  the  vol¬ 
ume  which  reasonably  good  sales¬ 
manship  should  secure.”  In  between 
these  two  is  a  “no  man’s  land”  in 
which  the  salesman  may  go  as  far  as 
he  can.  He  must  not  fall  below  the 
“dead  line.”  Above  it  the  quota  line 
is  the  only  limit  and  this  is  so  high  that 
no  ambitious  salesman  need  fear 
restriction. 

When  once  the  dead  line  is  set  those 
in  charge  feel  sure  that  sales  will  not 
fall  below  it.  On  the  other  hand,  they 
have  no  assurance  that  the  maximum 
of  the  sales  quota  will  be  reached.  It 
is,  in  fact,  doubtful  if  it  is  reached — 
save  perhaps  in  individual  cases. 
They  can,  though,  confidently  expect 
annual  sales  somewhere  between  the 
two  extremes,  well  above  the  dead  line 
minimum. 

In  the  Edison  Company  the  dead 
line  and  quota  are  the  same,  and  mark 
the  highest  and  lowest  limits  of  sales. 
In  the  Walworth  Company  the  two 
are  well  separated  and  the  highest  and 
lowest  limits  of  sales  are  corre¬ 
spondingly  spread.  Which  plan  is 
best  used  in  any  particular  case  will 
depend  upon  the  conditions  of  the 
particular  business  and  the  temper¬ 
ament  of  those  in  charge  of  its 
operation. 
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Business  Ownership  Organization.  By 

Archibald  H.  Stockder.  xix,  612  pp. 

Henry  Holt  and  Company. 

Reviewed  by  Harry  E.  Ward* 

When  Mr.  Stockder  says  in  the 
preface  of  his  book,  “It  is  my  hope 
that  through  this  work,  the  general 
public,  as  well  as  the  student  of  applied 
economics,  will  be  enabled  to  obtain 
a  clearer  picture  and  a  fuller  under¬ 
standing  of  the  ownership  of  business 
than  has  heretofore  been  possible,” 
he  is  a  little  too  ambitious.  What  he 
has  done,  actually,  is  to  provide  for  the 
middle  class  of  students  of  applied 
economics  a  good  textbook  of  reference. 
The  expert  economist  will  find  his 
treatment  of  the  subject  too  ele¬ 
mentary;  the  beginner,  seeking  a 
workable  business  theory,  will  find  it 
somewhat  disappointing.  But  for  the 
business  man  or  banker  whose  eco¬ 
nomic  groundwork  is  fairly  well  estab¬ 
lished,  and  who  is  effectively  launched 
in  business  thought  and  practice,  it 
should  represent  high  value — not  as  a 
treatise  upon  the  economics  of  business 
to  provide  him  with  new  theories  upon 
business  ownership,  but  as  a  book  of 
reference  to  keep  him  up  to  date  in  his 
business  position. 

What  the  average  practical  Amer¬ 
ican  in  business  or  finance  needs  from 
time  to  time — and  Mr.  Stockder 
provides  the  means  for  this — is  a 
brushing  up  or  checking  on  particular 
features  of  his  business  thought.  If 
he  were  disposed  to  study  current 
economic  movements  more  fully, 
which  in  most  cases  he  is  not,  some 
other  treatment  of  the  subject  prob¬ 
ably  would  be  found  better  suited  to 
his  requirements  than  that  furnished 

•  President,  Irving  Bank-Columbia  Trust  Com¬ 
pany,  New  York. 


by  Mr.  Stockder.  As  it  is,  the  most 
he  will  do  is  to  look  up  certain  business 
questions  when  the  needs  of  his 
business  situation  demand  it.  Then 
he  can  make  his  own  adjustments  in 
his  own  way.  It  is  not  economic 
education  in  which  he  is  interested, 
but  safe  business  guidance.  And  he 
has  become  accustomed  to  spasmodic 
reading  habits,  and  information  in 
tabloid  form. 

In  order  and  arrangement,  the  book 
is  exceedingly  well  constructed.  The 
ownership  organization  in  business  is 
taken  from  the  very  beginning  and 
treated  with  reference  to  its  legal 
foundation,  its  composition,  the  rights 
and  responsibilities  involved  under  its 
various  forms  of  operation,  the  relation 
of  the  various  persons  participating, 
with  each  other,  with  the  general 
public,  and  with  the  state.  The 
different  kinds  of  business  ownership 
organization  are  given  definite  places 
in  the  general  business  situation,  and 
very  intelligently  connected  with  the 
conditions  from  which  they  grew  by 
reference  to  the  economic,  legal,  scien¬ 
tific,  and  political  changes  which 
have  marked  the  course  of  the  history 
of  this  country,  and  have  found  ex¬ 
pression  in  its  business  life. 

Beginning  on  page  8  is  a  somewhat 
brief  but  very  effective  discussion  of 
capital,  which  deserves  particular  at¬ 
tention.  The  author  says: 

The  types  of  business  organization 
employed  in  the  conduct  of  business  at  a 
given  time,  are  simply  phenomena  attend¬ 
ant  upon  a  given  stage  of  economic  de¬ 
velopment.  The  fundamental  element 
which  distinguishes  one  type  from  an¬ 
other,  is  found  to  be  the  relationship  that 
exists  between  the  entrepreneur  (re¬ 
sponsible  owner)  and  his  business  under- 
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taking  as  well  as  the  character  of  the 
capital  risk  which  he  assumes.  The  con¬ 
cept  of  capital,  therefore,  is  the  keystone 
of  the  whole  arch.  Society,  having  once 
fully  accepted  a  given  concept  of  capital 
or  wealth  that  has  arisen  out  of  economic 
development,  thereby  places  the  stamp  of 
approval  upon  the  particular  type  of 
business  organization  that  is  built  up 
around  that  concept. 

Proceeding,  he  treats  the  different 
stages  of  business  capital  as  shown 
in  the  history  of  business,  such  as  the 
stage  of  goods  as  capital,  including  the 
barter  period  and  the  medium  of 
exchange  period;  the  money  capital 
stage;  and  the  securities  capital  stage. 
In  the  same  connection,  the  influence 
of  large-scale  production  and  com¬ 
petition  upon  organization  is  dis¬ 
cussed,  but  not  nearly  so  extensively 
as  would  seem  to  be  justified  by  their 
importance  in  these  times. 

Chapter  IV,  dealing  with  the  part¬ 
nership,  is  good — nearly  as  good  as  the 
chapters  dealing  wfith  the  corporation. 
Chapter  V,  on  “The  Nature  of 
Securities,”  is  comprehensive,  and 
should  be  valuable  for  purposes  of 
reference.  Chapter  VI,  on  “The 
Joint  Stock  Company,”  is  good,  but 
unfortunately  much  too  brief. 

Discussion  of  the  corporation  begins 
with  Chapter  VII.  These  chapters 
are  very  good  and  give  an  excellent 
picture  of  the  corporation  in  its  origin, 
the  theory  upon  which  it  is  based,  and 
its  practical  value,  as  we  find  it  today. 
This  treatment  more  nearly  justifies 
the  ambitions  of  the  author,  expressed 
in  the  preface,  than  any  other  part  of 
the  book. 

Succeeding  chapters  run  through 
the  business  trust;  causes  and  forms 
of  combinations;  associations,  feder¬ 
ations,  etc.;  investment  companies; 
control  companies;  finance  and  as¬ 
sumption  companies;  a  monopolistic 
control  company;  abuses  and  weak¬ 


nesses;  regulation  and  reform;  all 
with  a  not  too  free  use  of  illustrations, 
graphic  charts,  and  statistics.  The 
book  ends  with  a  display  of  the  sup¬ 
plemental  forms  and  documents  com¬ 
monly  employed  under  different  forms 
of  business  organization. 

The  definitions  given  throughout 
the  book  are  good  and  should  appeal 
strongly  to  business  men  and  bankers, 
accustomed  as  they  are  to  the  habit 
of  getting  to  the  heart  of  things  by  the 
shortest  route. 

For  illustration,  on  page  1  the 
business  establishment  is  defined  as 
“A  complex  of  labor  and  capital, 
brought  together  and  directed  by  an 
entrepreneur  (responsible  owner)  for 
the  purpose  of  profit.”  And  on  the 
same  page,  business  capital  is  defined 
as  “all  money  and  securities,  natural 
resources  and  products,  other  than 
labor,  that  are  used  in  business.” 

Two  well-known  definitions  of  the 
corporation  are  given  on  page  110 — 
the  first  from  Blackstone,  the  second 
from  Marshall. 

Commenting  upon  these  definitions, 
the  author  says: 

It,  [the  corporation]  is  invisible  and 
cannot  be  seen;  it  is  intangible  and  can¬ 
not  be  touched;  and  yet  it  is  a  real,  legal 
person  that  can,  in  its  own  right,  own  and 
operate  a  business  whose  capital  may 
consist  of  real,  economic  goods,  as  plant 
and  equipment,  of  money  capital,  or  of 
securities.  But  even  in  view  of  all  this, 
it  is,  nevertheless,  an  impersonal  type  of 
organization,  for  it  cannot  function  except 
through  the  agency  of  natural  persons. 

Overcapitalization  of  a  corporation 
is  described  on  page  148  as,  “That 
state  in  which  the  earnings  of  the 
corporation  are,  for  a  period  of  years, 
more  or  less  consistently  inadequate  to 
meet  the  current  claims  of  its  security- 
holders  on  its  income.” 

On  page  213,  the  business  trust  is 
defined  as — “A  business  estate  in  the 
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custody  of  a  trustee  who  holds  the 
legal  title  thereto,  with  the  bene¬ 
ficial  interest  in  others  who  are  the 
beneficiaries.” 

A  review  of  this  book  would  be  in¬ 
complete  without  reference  to  Chapter 
XXI,  devoted  to  “Regulation  and 
Reform  of  Corporate  Activities.”  The 
various  laws  enacted  in  comparatively 
recent  times,  for  the  purpose  prin¬ 
cipally  of  protecting  the  interest  of  the 
public  in  the  corporate  connection,  are 
discussed  with  a  fair  measure  of  com¬ 
pleteness. 

These  include  the  “Seven  Sisters” 
laws  passed  in  New  Jersey  in  1913; 
the  “Blue  Sky”  laws  enacted  in 
various  states,  one  of  the  earliest  in 
Kansas;  the  Uniform  Stock  Transfer 
Act,  adopted  by  a  half-dozen  of  the 
leading  business  states  in  the  union; 
the  Interstate  Commerce  Commission 
Act  of  1887,  regulating  railway  freight 
and  passenger  rates;  the  Elkins  Act  of 
1903,  aiming  at  the  protection  of  both 
public  and  railroads  against  monopo¬ 
listic  industrial  combinations;  the 
Hepburn  Amendment  of  1906,  ex¬ 
tending  the  scope  of  Interstate  Com¬ 
merce  laws;  the  Transportation  Act  of 
1920,  establishing  a  Railroad  Wage 
Board;  the  Sherman  Anti-Trust  Law 
of  1890,  prohibiting  combination  in 
restraint  of  trade;  the  Anti-Trust 
Amendments  to  the  Wilson  Tariff 
Act  of  1894,  also  against  combination 
in  restraint  of  trade;  the  Federal 
Trade  Commission  Act  of  1914,  creat¬ 
ing  the  Federal  Trade  Commission  in 
the  interest  of  the  elimination  of  “un¬ 
fair  methods  of  competition,”  the 
Clayton  Act  of  1914,  to  operate 
against  price  discrimination  between 
different  commodity  purchasers,  but 
unfortunately,  as  much  of  the  best 
thought  of  the  country  believes,  ex¬ 
empting  labor,  agricultural  and  horti¬ 
cultural  organizations  from  the  oper¬ 
ations  of  the  law;  the  Webb  Act  of 


1918,  virtually  repealing  the  Sherman 
Anti-Trust  Law  in  its  bearing  upon 
international  trade;  and  finally,  the 
War  Finance  Corporation  Act,  also  of 
1918,  providing  funds  to  be  loaned  to 
industries  that  were  necessary  to  the 
prosecution  of  the  war,  and  to  federal 
banks. 

A  Critical  Analysis  of  Industrial  Pen¬ 
sion  Systems.  By  Luther  Conant,  Jr. 

xi,  262  pp.  The  Macmillan  Company. 

Reviewed  by  Henry  Bruere* 

Mr.  Conant’s  book  is  lucid,  com¬ 
prehensive,  and  analytical;  at  the 
same  time  brief,  readable,  and  not  en¬ 
cumbered  with  the  usual  weightings  of 
statistical  tables  which  generally  serve 
to  make  books  of  this  character  heavy 
rather  than  illuminating.  Altogether 
it  is  the  best  handbook  on  American 
industrial  pension  systems  yet  pub¬ 
lished. 

Mr.  Conant’s  book  was  written  for 
the  Bemis  Brothers  Bag  Company. 
It  is  based  upon  an  investigation  made 
of  American  pension  systems  for  that 
corporation.  Bemis  Brothers,  and  Mr. 
Conant  as  well,  are  entitled  to  the 
appreciative  acknowledgment  of  in¬ 
dustrial  executives  for  their  service  in 
the  preparation  of  this  book. 

Neither  the  American  social  nor 
industrial  systems  yet  regard  pensions 
or  old-age  annuities  as  essential  parts 
of  our  economic  system.  Infinitely 
more  young  people  expect  to  be  able 
to  live  on  their  savings  in  old  age,  than 
expect  to  retire  on  pensions.  Rela¬ 
tively  few  American  workers  are  willing 
to  accept  as  a  probability  the  fact 
that  the  end  of  their  period  of  industrial 
service  ability  will  find  them  unpre¬ 
pared  to  shift  for  themselves.  There  is 
a  movement  away  from  this.  In  21 
legislatures  during  the  past  year,  bills 
have  been  introduced  to  provide  for 

*  Fourth  Vice-President,  Metropolitan  Life  Insur¬ 
ance  Company. 
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public  pension  systems.  These  are  to 
be  in  the  form  of  state  gratuities  to 
superannuated  workers  without  suffi¬ 
cient  resources  to  maintain  them¬ 
selves  in  old  age.  This  proposed 
legislation  is  a  reflex  of  European 
pension  systems  and  has  thus  far  been 
successful  in  only  two  states,  namely, 
Montana  and  Nevada. 

For  the  past  50  years  there  has  been 
a  steady  development  of  retirement 
systems  in  public  service,  railroads, 
and  a  considerable  number  of  in¬ 
dustrial  establishments.  The  increase 
in  the  allowance  demanded  for  retire¬ 
ment  and  the  enormous  growth  and 
the  cost  of  these  annuities  has  brought 
about  the  adoption  of  the  principle  of 
joint  contribution  by  employer  and 
employee  as  a  basis  for  numerous 
public  retirement  funds.  Increasingly 
these  funds  have  been  reorganized  to 
provide  that  there  shall  be  accumu¬ 
lated  adequate  reserves  during  the 
working  period  of  the  prospective 
pensioners  to  provide  for  their  retire¬ 
ment  allowances  when  placed  on  the 
pension  pay-roll.  Neither  in  the  rail¬ 
ways  nor  in  private  industrial  estab¬ 
lishments  has  this  practice  of  funding 
or  paying  as  you  go  for  prospective 
future  allowances  been  adopted. 

Mr.  Conant ’s  book  reviews  the 
growth  of  industrial  pensions  and 
discusses  different  forms  in  vogue. 
Fifty  pages  are  given  to  illuminating 
statements  regarding  the  purpose  and 
justification  of  pension  systems,  largely 
drawn  from  the  expressions  of  uni¬ 
versity  economists. 

The  usual  types  of  pension,  those 
which  are  wholly  discretionary  and  are 
given  by  the  employer  to  ease  off  the 
old  age  of  faithful  employees,  are 
thoughtfully  considered  by  Mr.  Conant 
with  the  conclusion  that  he  warns 
employers  about  to  inaugurate  the 
systems,  away  from  accepting  the 
responsibility  of  granting  pensions 


without  thinking  through  the  obli¬ 
gations  which  such  responsibility  im¬ 
poses. 

Brief  attention  is  given  to  those 
pension  plans  whose  provisions  are 
definitely  announced  by  employers, 
who  at  the  same  time  reserve  the  right 
to  discontinue  them  or  modify  them 
in  every  respect.  Such  plans  do  not 
give  security  to  the  worker  when  he 
comes  to  regard  the  pension  as  the  basis 
of  his  livelihood  in  old  age.  They  are 
also  deficient  because  while  they  hold 
out  the  expectation  of  future  reward 
for  length  of  service,  those  who  fail  to 
arrive  at  the  age  requirement  get  noth¬ 
ing  and  therefore,  suffer  an  implied  loss. 

From  his  studies,  Mr.  Conant  favors 
a  co-operative  or  contributory  pension 
system,  in  which  both  employer  and 
employee  will  set  aside  each  year  a 
sum  of  money  which  with  interest 
additions  will  be  sufficient  at  the 
prospective  age  of  retirement  to  pay 
the  allowance  agreed  upon.  He  recog¬ 
nizes  certain  possible  disadvantages  of 
such  a  plan  as,  for  example,  the  as¬ 
sumption  by  employers  of  definite 
financial  obligations  of  a  contractual 
nature  to  meet  future  pensions  and 
the  necessity  for  permitting  employees 
to  participate  in  the  administration  of 
joint  funds,  thus  opening  the  door  to 
constant  pressure  for  increased  bene¬ 
fits.  Nevertheless,  he  finds  that 
the  contributory  system  “is  distinctly 
superior  to  an  ordinary  discretionary 
system  wherever  it  can  be  made 
practically  operative.” 

A  very  worthwhile  chapter  of  the 
book  is  devoted  to  a  discussion  of  the 
cost  of  pension  systems.  The  author 
shows  by  diagrams  and  tables  how  a 
pension  system  applied  to  a  particular 
group  of  workers  constantly  entails 
increased  expenditures,  and  when  the 
number  of  such  a  group  is  maintained 
by  the  substitution  of  newcomers  for 
those  that  retire,  the  increase  in 
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pension  charges  goes  on  up  to  40  or 
50  years  after  the  inauguration  of  the 
plan.  This  fact  even  to  the  most 
financially  successful  companies  al¬ 
ways  seems  to  come  as  a  surprise. 

The  book  thoroughly  sustains  the 
conclusions  reached  by  the  author, 
such  as  the  following: 

It  may  fairly  be  said  that  most  pension 
systems  now  in  operation  do  not  make  a 
substantial  approach  toward  solving  the 
problem  of  old  age  dependency  among 
industrial  workers.  If  Industry  is  to 
undertake  to  deal  with  the  superannuation 
problem  at  all,  it  may  fairly  be  required  to 
devise  some  more  equitable  and  more 
effective  method  than  that  reflected  in 
existing  private  pension  practice. 

Any  employer  or  student  who  has 
responsibility  for  thinking  about  pen¬ 
sion  systems  will  find  an  investment  in 
Mr.  Conant’s  book  very  profitable 
indeed. 

The  Life  and  Letters  of  Walter  H. 

Page.  By  Burton  J.  Hendrick.  x, 

436  and  viii,  437  pp.  Doubleday,  Page 

and  Company,  New  York. 

Reviewed  by  Hugh  R.  Conyngton* 

In  two  pleasing  volumes  the  pub¬ 
lishing  house  of  which  Walter  H. 
Page  was  a  member  has  recorded  his 
life  and  the  work  he  did  for  his  country 
and  for  his  race.  It  is  so  largely  made 
up  of  his  own  letters  and  memoranda 
that  it  is  almost  an  autobiography. 
It  is  a  notable  work,  both  because  of 
the  interesting  personality  which  is 
its  subject  matter,  and  because  at  a 
critical  juncture  in  our  history  and 
the  history  of  the  world  he  held  a  post 
as  difficult  as  it  was  important  and 
prominent.  The  story  of  how  well  he 
played  his  part  is  instructive  and  in¬ 
spiring  in  high  degree. 

Mr.  Hendrick’s  admiration  for  the 
hero  of  his  story  is  too  manifest  to 

*  Editor  of  Administration. 


make  his  own  text  a  good  example  of 
the  modern  historical  method,  but 
the  letters  and  facts  he  gives  are  un¬ 
impeachable  and  go  far  to  make  the 
reader  warmly  sympathize  with  Mr. 
Hendrick’s  enthusiasm.  Further  than 
this  the  volumes  are  good  reading,  and 
in  these  days  of  disillusionment  to 
know  intimately  the  minds  of  such 
men  as  Walter  H.  Page  and  Franklin 
K.  Lane — whose  letters  have  so  re¬ 
cently  been  published — restores  one’s 
waning  faith  in  humanity  and  in  the 
future  of  our  land.  A  country  that 
produces  such  men  as  these  is  still 
far  from  decadence,  and  can  look  for¬ 
ward  to  many  confident  tomorrows. 

Page’s  letters  are  of  high  literary 
quality  apart  from  their  great  his¬ 
torical  value.  Colonel  House  in  one 
of  his  letters  refers  to  President 
Wilson’s  opinion  of  their  merits: 

He  spoke  of  your  letters  to  him  and  to  me 
as  being  classics  and  said  they  were  the 
best  letters,  as  far  as  he  knew,  that  anyone 
had  ever  written.  Of  course,  you  know  how 
heartily  I  concur  in  this.  He  said  that 
some  time  they  should  be  published. 

The  boyhood,  education,  and  the 
life  history  of  Walter  H.  Page,  up  to 
the  time  he  became  ambassador  of 
his  country  to  Great  Britain,  are 
given  all  too  briefly.  His  literary  and 
editorial  experiences  naturally  loom 
large.  His  most  notable  editorial 
work  was  done  in  connection  with 
The  Forum ,  The  Atlantic,  and  The 
World's  Work.  Mr.  Ellery  Sedgwick, 
the  present  editor  of  The  Atlantic 
Monthly,  describes  Page’s  methods  at 
some  length: 

He  avoided  the  mistake  common  to  our 
craft  of  editing  the  magazine  for  the 
immediate  satisfaction  of  his  colleagues. 
“Don’t  write  for  the  office,”  he  would  say, 
“write  for  outside.”  “And  so  his  magazine 
became  a  living  thing.  .  .  .  He  was  able 
quite  beyond  the  powers  of  any  man  of 
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my  acquaintance,  to  put  compendiously 
into  words  the  secrets  of  successful  editing. 
“Never  save  a  feature,”  he  used  to  say. 
“Always  work  for  the  next  number. 
Forget  the  others.  Spend  everything  on 
just  that.”  And  to  those  who  know,  there 
is  divination  in  the  principle. 

Mr.  Sedgwick  also  describes  Page’s 
“discovery”  of  Miss  Mary  Johnston 
through  her  “Prisoners  of  Hope” 
which  “fell  out  of  the  blue  sky  into 
his  Boston  office.”  This  led  to  a  visit 
to  Miss  Johnston  and  an  interview 
which  secured  for  The  Atlantic  a  “best 
seller,”  “To  Have  and  To  Hold.” 

All  of  this  though,  was  but  the  pre¬ 
lude  to  Page’s  able  and  useful  work  for 
our  nation  as  ambassador  to  Great 
Britain  in  the  critical  years  of  the 
Great  War.  On  him,  the  editor  and 
business  man,  was  laid  a  task  of 
diplomacy  and  statesmanship  such  as 
fell  to  few,  even  in  those  grim  years  of 
stress  and  strain.  How  he  rose  to  the 
opportunity  to  serve  his  country  and 
his  race  is  graphically  told  in  these 
letters  and  memoranda  with  Mr. 
Hendrick’s  brief  connecting  text.  That 
his  judgment  at  times  conflicted  with 
the  judgment  of  the  administration  at 
home  and  with  the  theories  of  the 
Department  of  State  as  conducted  by 
Bryan  and  Lansing,  is  clearly  revealed. 
His  letters,  however,  though  uncom¬ 
promising  in  their  explicit  statements 
of  the  situation,  were  always  courte¬ 
ous  and  tactful. 

In  these  days  when  so  much  is  being 
forgotten  that  should  not  be  for¬ 
gotten,  it  is  of  importance  to  have  a 
faithful  record  of  certain  facts  pre¬ 
cedent  to  the  Great  War — facts  which 
may  have  a  bearing  on  any  procedure 
adopted  later  to  insure  the  world 
against  another  similar  war. 

Not  the  least  important  of  the  facts 
of  this  nature  recorded  in  Mr.  Hen¬ 
drick’s  volumes  is  Colonel  House’s 
visit  to  Germany  and  England  in 


May  1914.  This  was  undertaken,  as 
he  expressed  it: 

...  to  bring  about  a  sympathetic  under¬ 
standing  between  England,  Germany,  and 
America,  not  only  upon  the  question  of 
disarmament,  but  upon  other  matters  of 
equal  importance  to  themselves,  and  to 
the  world  at  large. 

Colonel  House  went  first  to  Berlin. 
He  had  his  interview  with  the  Kaiser 
and  then  went  to  England  expecting 
to  return  later  to  Germany.  He  found 
the  English  statesmen  at  that  time — 
not  more  than  three  months  before 
war  was  declared — confident  that  there 
was  no  immediate  danger — so  con¬ 
fident  that  they  saw  no  necessity  for 
haste  in  acting  on  Colonel  House’s 
proposals.  Of  his  experience  in  Ger¬ 
many — and  note  the  contrast — Colonel 
House  wrote  at  the  time: 

I  feel  as  though  I  had  been  living  near  a 
mighty  electric  dynamo.  The  whole  of 
Germany  is  charged  with  electricity. 
Everybody’s  nerves  are  tense.  It  needs 
only  a  spark  to  set  the  whole  thing  off. 

In  a  letter  to  Colonel  House  written 
September  22,  1914,  Page  gives  a 
graphic  picture  of  the  quiet  deter¬ 
mination  of  the  British  people  and  the 
sacrifices  made  by  all  classes.  He 
tells  of  their  welcome  to  the  Belgian 
refugees;  of  a  woman  whose  income 
was  $15  a  week  and  who  took  half  of 
that  and  bought  bottles  of  milk  and 
went  down  to  each  train  and  gave  milk 
to  every  hungry  baby.  He  refers  to 
Hoover’s  work;  to  what  Whitlock 
was  doing  in  Brussels;  to  Herrick 
and  others;  then  he  says: 

Now  there  is  a  quality  in  the  old  woman 
with  the  baby  bottles,  in  Whitlock,  and 
Hoover  and  Herrick  and  this  English 
nation  which  adopts  the  Belgians — a 
quality  which  is  invincible.  When  folk 
like  these  come  down  the  road,  I  respect¬ 
fully  do  obeisance  to  them.  And  it’s  this 
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kind  of  folk  that  the  Germans  have  run 
up  against.  I  thank  Heaven  I’m  of  their 
race  and  blood. 

When  the  Lusitania  was  sunk  Page 
was  aghast  at  our  government’s  weak 
attitude  and  suffered  from  the  con¬ 
tempt  which  the  British  generally  ex¬ 
pressed  for  the  unfortunate  senti¬ 
ment  “We  are  too  proud  to  fight.” 
As  a  matter  of  fact  his  sympathies 
were  always  with  the  English  and  he 
fully  realized  the  peril  to  the  world 
from  a  German  victory.  He  was 
never  adequately  supported  in  his 
office.  If  he  specified  for  secrecy  at 
any  time,  he  was  liable  next  morning 
to  see  these  confidential  matters  ap¬ 
pear  in  the  London  papers.  All  this 
embarrassed  his  relations  with  Sir 
Edward  Grey  and  other  English  states¬ 
men  who  could  not  conceive  of  the 
entire  irresponsibility  of  Mr.  Bryan  in 
his  great  office. 

When  our  government  really  got  into 
action,  it  is  said  a  load  seemed  to  drop 
from  Page’s  shoulders,  and  he  worked 
on  with  renewed  force  and  effective¬ 
ness,  until,  literally  worn  out  with  the 
burdens  he  had  borne  so  long,  he  was 
compelled  to  resign.  He  came  back 
to  his  own  country  but  it  was  only  to 
die  in  his  boyhood’s  home. 

To  return  to  Mr.  Sedgwick’s  de¬ 
scription  of  Page:  “Were  a  visitant 
from  another  sphere  to  ask  me  for  the 
incarnation  of  those  qualities  we  love 
to  call  American,  I  should  turn  to  the 
familiar  gallery  of  my  memory  and 
point  to  the  living  portrait  that  hangs 
there  of  Walter  Page.”  Those  who 
are  not  so  fortunate  as  to  have  this 
personal  remembrance  of  Walter  H. 
Page,  will  value  the  more,  the  clean- 
cut  picture  of  the  courteous,  cultured 
man  of  affairs,  of  high  ideals,  broad 
patriotism  and  much  love  for  all 
mankind,  which  shows  out  from  Mr. 
Hendrick’s  admirable  volumes. 


Administratieve  Arbeid 

Reviewed  by  J.  Anton  de  Haas* 

This  new  monthly  magazine,  of 
which  the  first  number  appeared  in 
January  1923,  in  Amsterdam,  Holland, 
is  devoted  to  the  study  of  “rational 
methods  of  work  in  the  office.”  The 
field  is  therefore  not  restricted  to 
office  management  but  includes  the 
reorganization  of  accounting  methods 
to  conform  with  the  requirements  of 
mechanical  labor-saving  devices,  and 
also  a  consideration  of  the  legal  aspects 
of  the  new  methods  of  record  keeping. 
The  latter  is  a  problem  of  no  mean 
importance  abroad,  where  the  law 
usually  prescribes  in  considerable  de¬ 
tail  the  number  and  form  of  the  books 
to  be  kept  by  merchants.  The  intro¬ 
duction  of  new  records  built  on  modern 
lines  may  rob  the  firm  of  all  power  of 
producing  proof  in  commercial  dis¬ 
putes  and  may  in  fact  be  contrary  to 
the  law. 

To  anyone  interested  in  comparative 
business  methods  the  articles  which 
have  thus  far  appeared  make  interest¬ 
ing  reading.  They  are  significant  in 
that  they  bring  out  clearly  the  differ¬ 
ence  in  point  of  view  between  the 
business  world  abroad  and  in  the 
United  States.  I  do  not  believe  that  a 
single  article  which  appeared  in  the 
first  two  issues  would  bear  any  mes¬ 
sage  to  an  American  audience.  Who, 
indeed,  would  care  to  read  a  long  dis¬ 
cussion  dealing  with  the  relative  num¬ 
ber  of  typewriters  with  double  and 
single  keyboard  and  with  single  and 
double  shift  at  present  in  use?  Who 
would  care  to  read  a  thousand-word 
article  on  carbon  copies?  Such  sub¬ 
jects  have  little  if  any  new  meaning 
to  the  American  public. 

The  difference  between  the  European 
and  the  American  situations  lies  here: 

*  Professor  of  Foreign  Trade,  New  York  University 
School  of  Commerce,  Accounts  and  Finance. 
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that  the  American  business  man  has 
gradually,  during  the  last  30  years, 
introduced  modern  office  machinery, 
and  has  adjusted  his  office  routine  and 
the  form  of  his  records  to  the  capacities 
of  the  machines,  while  his  European 
confrere  has  during  the  same  period 
maintained  an  attitude  of  compar¬ 
ative  aloofness  until  now  he  is  con¬ 
fronted  with  a  very  avalanche  of  new 
equipment.  In  the  magazine  in  ques¬ 
tion,  therefore,  we  find  reflected  the 
extremely  interesting  reaction  pro¬ 
duced  in  a  settled  and  highly  organized 
business  community  by  the  sudden 
introduction  of  new  devices. 

The  preliminary  educational  work 
which  in  this  country  was  done 
gradually  and  by  the  manufacturers 
themselves  as  part  of  their  advertising 
and  market  preparation  work  still 
remains  to  be  done  in  a  country  like 
Holland.  What  makes  the  situation 
of  peculiar  interest  is  the  fact  that  the 
more  scientific  approach  to  business 
problems,  the  use  of  the  laboratory 
method  of  research,  the  importance  of 
the  psychological  factors  in  pro¬ 
duction,  the  principle  of  the  functional 
division  of  labor  and  all  those  related 
principles  and  methods  of  approach 
in  which  the  modern  business  organizer 
differs  from  his  colleague  of  30  years 
ago  are  thoroughly  understood  in 
Europe.  In  solving  this  new  problem 
of  the  introduction  of  office  machinery 
to  displace  the  elaborately  trained 
clerk,  these  modern  scientific  methods 
are  called  in  to  give  the  answer. 

Problems  which  never  arose  in  con¬ 
nection  with  such  mechanical  devices 
in  this  country  are  now  being  raised  in 
Europe.  We  did  not  know  at  the  time 
that  there  were  problems,  and  habit 
and  familiarity  with  the  machines 
have  prevented  us  from  seeing  at  this 
late  date  that  there  are  problems.  The 
American  business  world  may  there¬ 
fore  learn  from  Europe  some  unex¬ 


pected  new  things  concerning  its  own 
methods  and  devices. 

For  example,  the  question  of  the 
typewriter  keyboard  has  been  solved 
for  us,  not  after  painstaking  scientific 
research,  but  through  the  successful 
efforts  of  typewriter  manufacturers 
to  secure  the  co-operation  of  certain 
business  colleges.  In  Holland  this 
question  is  now  approached  in  a  more 
scientific  spirit.  The  greatest  efficiency 
of  the  worker  is  the  criterion,  and 
research  along  this  line  includes  the 
determination  of  the  best  length  of 
stroke,  the  most  desirable  degree  of 
lightness  in  the  touch,  and  where  in 
the  downward  stroke  the  maximum 
load  should  be  placed.  Our  own  prob¬ 
lems  are  in  this  manner  subjected  to  a 
scrutiny  of  a  refinement  and  scientific 
accuracy  which  cannot  fail  to  lead  to 
valuable  results. 

The  danger  in  which  European 
civilization  now  finds  itself,  and  the 
consequent  necessity  for  efficient  pro¬ 
duction  are  the  causes  which  have  led 
to  a  rather  sudden  awakening  of 
interest  in  the  more  efficient  equip¬ 
ment  of  the  office.  It  is  difficult  for 
one  trained  in  American  methods  to 
realize  the  almost  total  absence  of 
modern  methods  in  European  business 
offices.  “In  the  factories  of  the  larger 
concerns  the  old  methods  were  aban¬ 
doned  long  ago;  in  the  offices  the  old 
traditional  methods  are  still  univer¬ 
sally  followed,”  says  Professor  Gold¬ 
stein  in  an  article  entitled  “Technical 
Development  as  an  Historical  Factor.” 

The  relatively  large  office  staff  re¬ 
quired  to  do  a  given  piece  of  work,  com¬ 
bined  with  the  increases  in  the  salaries 
of  office  employees,  has  finally  opened 
the  eyes  of  the  European  business 
world.  And  the  cry  for  efficiency  in 
office  work  is  also  directed  against  the 
governmental  offices  which,  notwith¬ 
standing  ever-increasing  budgets,  have 
steadily  lost  in  efficiency.  “  Conditions 
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as  they  exist  in  Austria,  where  of 
every  five  citizens  one  is  a  government 
employee,  lead  to  national  bank¬ 
ruptcy,”  to  quote  the  words  of  Dr. 
W.  M.  Westerman  who  contributes  a 
very  readable  article  on  “Society  and 
Technique.” 

The  problem  of  the  employee  is 
meanwhile  not  overlooked.  It  may 
well  be  asked — What  is  to  become  of 
him  if  these  new  machines  are  in¬ 
troduced  on  a  large  scale.  The 
answer  is  given  by  no  less  an  authority 
than  Mr.  Jac.  Bakker,  president  of  the 
National  Society  of  Office  Employees 
“MercuriuS'”  a  society  devoted  pri¬ 
marily  to  the  cultural  interests  of 
employees  but  lately  quite  active 
in  promoting  also  their  financial 
welfare. 

Mr.  Bakker  comes  to  the  con¬ 
clusion  that  in  the  long  run  the  em¬ 
ployees  themselves  will  be  benefited 
by  hearty  co-operation  with  the  em¬ 
ployers  in  their  attempt  to  make 
business  more  efficient.  Society  as  a 
whole  will  be  placed  on  a  higher  level. 
The  employee  will  gain  the  additional 
advantage  of  becoming  more  mobile, 
since  standardization  makes  easier  the 
transfer  of  employees  from  one  business 
concern  to  another. 

From  the  pen  of  Mr.  Van  Overeem, 
a  very  prominent  teacher  in  one  of 
the  many  high  schools  of  commerce, 
appear  two  articles  touching  upon 
another  problem,  namely,  the  effect  of 
the  mechanicalizing  of  office  work 
upon  the  educational  standards  of  the 
office  employees.  He  does  not  fear 
that  intellectual  standards  will  be 
reduced  through  the  innovation.  The 
work  of  the  average  office  employee  is 
purely  mechanical  anyway,  says  Mr. 
Van  Overeem.  In  fact  the  need  for 
scientific  training  will  be  greater.  For 
it  will  be  less  easily  possible  for  a 
young  man  to  learn  the  business  from 
the  ground  up  and  to  climb  up  grad¬ 


ually.  In  this  our  American  experience 
proves  him  to  have  diagnosed  the 
situation  correctly. 

In  an  article  entitled  “Formulieren,” 
Mr.  S.  Roet  explains  how  the  business 
man  must  not  expect  the  machine  to 
fit  his  antiquated  system  but  must  be 
prepared  to  reorganize  his  system  to 
fit  the  machine.  He  shows  by  means  of 
well-prepared  examples  how  through 
folding  and  through  properly  designed 
blanks  one  typing  may  prepare  as 
many  as  six  documents  all  relating  to 
a  single  shipment  and  each  intended 
to  fill  a  different  administrative  need. 

It  is  significant  that  practically  all 
the  references  to  modem  methods  and 
machinery  are  to  American  examples 
and  that  more  than  50  per  cent  of  all 
the  advertisements  are  American. 
From  a  commercial  standpoint  this  is 
significant  for  it  undoubtedly  shows  the 
great  possibilities  which  lie  ahead  of 
the  American  manufacturer  of  office 
appliances  once  the  European  market 
is  fully  awakened. 

This  magazine  contains  another 
lesson.  The  new  approach,  the  strictly 
scientific  attitude  towards  the  intro¬ 
duction  of  these  new  appliances  places 
an  exceptionally  severe  demand  upon 
the  salesman  and  advertiser  in  this 
field.  The  traditional  arguments  which 
have  proved  successful  in  the  United 
States  and  which  are  based  upon 
a  fairly  uniform  sales  resistance 
will  prove  of  no  value  in  this  new 
field. 

The  magazine  throughout  makes 
the  impression  of  a  serious  and  well- 
executed  piece  of  work.  The  con¬ 
tributors  are  men  of  high  standing  in 
the  scientific  and  commercial  world. 
All  in  all  it  is  a  magazine  which 
promises  to  be  of  permanent  interest 
to  American  readers.  The  annual 
subscription  price  is  six  guilders, 
about  $2.50  at  current  rates  of  ex¬ 
change. 
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Advanced  Accounting.  By  George  E. 

Bennett,  vii,  661  pp.  McGraw-Hill 

Book  Company. 

Reviewed  by  John  T.  Madden* 

In  offering  this  book  as  a  text, 
Professor  Bennett  states  that  it  is 
based  upon  the  present  second-year 
course  in  accounting  at  Syracuse 
University.  The  author  also  states 
that  the  material  has  been  worked  over 
in  the  classroom  by  himself  and  asso¬ 
ciates.  Such  well-kneaded  dough 
should  produce  good  bread,  but  if  too 
many  cooks  spoil  the  broth  perhaps 
too  many  bakers  may  spoil  the  bread. 
Certain  it  is  that  Professor  Bennett’s 
associates  have  not  been  overcritical. 

Three  general  criticisms  may  fairly 
be  made.  The  author’s  style  is  not 
the  best.  Long  and  complicated 
sentences  and  involved  paragraphs 
occur  too  frequently.  It  is  often 
difficult  to  understand  just  what  the 
author  means.  Moreover,  we  expect 
that  a  textbook  for  university  students 
shall  be  meticulously  exact.  In  a 
volume  on  accounting,  simple  and 
precise  expression  is  a  prerequisite. 
The  volume  is,  therefore,  robbed  of 
much  of  its  value  as  a  text  by  a  species 
of  carelessness  or  looseness  in  ex¬ 
pression.  The  reader  need  not  go  very 
far  into  the  600  pages  to  discover  sup¬ 
porting  evidence  of  the  first  two 
objections.  In  partial  support  of  the 
last  objection,  we  may  mention  the 
statement  on  page  7,  where  the  author, 
in  summarizing  the  advantages  of  the 
double-entry  system,  states  that  a 
trial  balance  is  a  means  by  which 
“ the  accuracy  of  the  postings  (italics  are 
ours)  as  well  as  the  equilibrium  of  the 
accounts  may  be  determined.” 

“Balance-sheet  proof  exists  as  to 
the  correctness  of  the  profit-and-loss 
statement,”  is  another  example  of 

*  Assistant  Dean,  Sohool  of  Commerce,  Accounts 
and  Finance,  New  York  University;  New  York. 


what  we  mean.  It  is  true,  of  course, 
that  the  balance  sheet  confirms  the 
result  shown  by  the  profit-and-loss 
statement,  but  this  does  not  mean  that 
no  errors  exist  nor  does  it  mean  that 
proper  distinction  has  been  made  be¬ 
tween  capital  and  revenue  charges. 
The  author  corrects  himself,  however, 
on  page  17.  Economists  will  not 
agree  with  Professor  Bennett  in  the 
statement  on  page  23,  that  economic 
capital  includes  “all  the  assets  of  a 
business.” 

A  short  discussion  of  contractor’s 
accounts  is  inserted  toward  the  end  of 
Chapter  III.  The  general  character 
of  the  illustrative  problem  and  the 
money  accounts  used  are  identical 
with  the  illustrations  found  in  Pro¬ 
fessor  Wildman’s  book  on  “Principles 
of  Accounting,”  published  ten  years 
ago,  but  the  author  omits  the  balance 
of  the  careful  and  detailed  treatment 
which  Professor  Wildman  gave  to  the 
same  subject  matter  in  his  textbook. 
One  more  illustration  of  inaccurate 
statement  must  suffice.  Sinking  and 
other  special  funds  are  taken  up  on 
page  381  and  we  read  that  “accumu¬ 
lations  of  profit  set  aside  periodically 
to  meet  a  fixed  obligation  maturing 
at  a  definite  future  date,  as  a  bond 
issue,  is  a  sinking  fund.”  Without 
commenting  on  the  grammar,  it  is 
elementary  to  say  that  accumulations 
of  profit  do  not  constitute  a  sinking 
fund.  Accumulations  of  profit  set 
aside  enable  an  undertaking  to  create 
a  sinking  fund  more  readily,  and  this 
is  what  the  author  undoubtedly  means, 
but  he  does  not  say  so. 

The  first  three  chapters  are  pre¬ 
sented  as  an  “attempt  to  bridge  the 
gap  between  elementary  and  so-called 
advanced  accounting  which  many 
teachers  recognize  as  existing  in  most 
presentations  of  the  subject.”  We  do 
not  know  just  what  the  author  means 
by  this  statement,  but  upon  examining 
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the  chapters  in  detail  we  find  them  to 
be  a  rather  curious  hotchpotch  which 
may  possibly  bridge  some  gap  that  the 
author  is  aware  of  but  which  does  not 
occur  to  the  reviewer.  One  wonders, 
for  example,  why  a  discussion  of 
internal  checks  is  sandwiched  in  be¬ 
tween  the  treatment  of  single-  and 
double-entry  bookkeeping. 

The  author  has  been  industrious  in 
accumulating  a  large  number  of  ques¬ 
tions  and  problems  which  will  prove 
helpful,  although  we  recognize  many 
old  friends,  such  as  the  famous  Peter 
Post  Problem  and  others.  Perhaps 
the  best  feature  of  the  book  is  the 
rather  complete  treatment  of  the  legal 
phases  of  accounting. 

The  Leadership  of  Advertised  Brands. 

By  George  B.  Hotchkiss  and  Richard  B. 

Franken.  256  pp.  Doubleday  Page  and 

Company. 

Reviewed  by  Hugh  E.  Agnew* 

A  manufacturer  whose  product  has 
been  on  the  market  for  a  considerable 
length  of  time  frequently  overestimates 
the  number  of  people  who  know  about 
it.  So  much  time  and  thought  and 
energy  have  been  expended  upon 
collecting  material,  perfecting  manu¬ 
facturing  processes,  and  devising  pack¬ 
ages  and  sales  methods,  that  it  is 
inconceivable  to  those  who  have  done 
all  this  work  that  the  ultimate  con¬ 
sumer  should  dispose  of  it  with  so  little 
thought  that  he  may  not  know  the 
brand  name,  much  less  the  name  or 
location  of  the  manufacturer.  Prob¬ 
ably  a  good  many  manufacturers  will 
be  disillusioned  as  to  the  extent  to 
which  their  product  is  known  when 
they  read  “The  Leadership  of  Ad¬ 
vertised  Brands.” 

This  book  is  primarily  a  compilation 
of  data  concerning  brands  of  goods 
commonly  used  in  the  home.  The 

*  With  the  Periodical  Publishers’  Association  of 
America. 


nature  of  the  investigation  was  that 
of  the  questionnaire.  Blanks  were 
sent  out  to  a  considerable  number  of 
the  higher  institutions  of  learning  in 
the  different  parts  of  the  country. 
Each  of  these  blanks  contained  100 
spaces  in  which  the  name  of  some 
common  household  article  was  men¬ 
tioned.  They  started  with  bacon, 
baked  beans,  breakfast  food,  butter, 
candy,  and  included  bicycles,  yarn, 
face  powder,  silverware,  umbrellas, 
cigarettes,  and  enough  more  of  like 
nature  to  make  an  even  hundred. 

Arrangements  were  made  with  the 
instructors  of  a  number  of  normal 
schools,  colleges,  and  universities  to 
distribute  these  in  their  classes,  and 
have  each  student  write  in  the  name 
of  the  brand  which  first  occurred  to 
him  for  each  article  listed.  There  were 
512  men  and  512  women  who  reported. 
In  the  tabulation  these  were  counted 
as  an  even  thousand.  Had  everyone 
given  a  name  for  each  commodity, 
there  would  have  been  considerably 
over  100,000  items  to  tabulate  and 
check.  As  it  worked  out,  31  per  cent 
of  the  blanks  were  left  vacant. 

Of  the  hundred  articles,  only  17 
brands  were  so  generally  known  that 
they  received  a  majority  vote  of  all 
who  participated. 

The  result  of  the  investigation  is 
fully  tabulated,  and  the  table  for  each 
product  is  presented  separately.  Also, 
there  are  a  number  of  interesting 
tables  showing  the  lack  of  knowledge, 
or  perhaps  better  the  opportunity  for 
advertising,  that  a  number  of  articles 
present.  For  instance,  484  men  and 
433  women  of  the  thousand  who  par¬ 
ticipated  could  not  name  a  brand  of 
lace  curtains.  About  the  same  number 
were  unable  to  designate  ribbons  by 
name.  Out  of  1000,  886  did  not  know 
the  name  of  an  umbrella. 

The  material,  which  was  prepared 
largely  under  the  direction  of  trained 
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psychologists,  has  been  classified  and 
arranged  under  the  direction  of  ex¬ 
perienced  research  men.  No  attempt 
has  been  made  by  the  authors  to  draw 
sage  conclusions,  to  point  out  warnings, 
or  hand  out  condemnations  on  the 
marketing  of  any  of  these  products. 
They  simply  explain  how  the  investi¬ 
gation  was  conducted  and  present 
their  figures  for  the  consideration  of 
those  interested. 

A  few  chapters  in  the  front  of  the 
book,  however,  are  given  to  a  historical 
sketch  of  each  of  the  brands  which, 
according  to  the  questionnaire,  dom¬ 
inate  their  market.  The  authors 
courteously,  but  unhappily,  left  this 
part  to  the  different  firms  concerned. 
The  average  reader  wishes  they  had 
done  it  themselves.  They  were  entirely 
free  from  bias  and  did  not  attempt 
to  prove  any  preconceived  beliefs. 

However,  all  in  all,  the  book  is  one 
of  the  most  valuable  contributions 
to  the  study  of  advertising  of  the  last 
two  or  three  years.  One  well-known 
advertising  man  called  it,  “The  best 
book  that  has  been  written  on  any 
phase  of  advertising  by  an  author  not 
directly  engaged  in  advertising.”  Prob¬ 
ably  few  people  would  question  this 
estimate  of  the  value  of  the  book. 
Hundreds  of  brands  are  mentioned, 
and  each  manufacturer  will  be  able  to 
get  a  valuable  sidelight  upon  the 
popularity  that  his  product  enjoys, 
while  the  methods  of  advertising  and 
marketing  of  those  distinguished  prod¬ 
ucts  which  have  gained  dominance 
can  be  studied  more  in  detail  by  any¬ 
one  interested. 

Wealth  and  Income  of  the  American 

People.  By  Walter  Renton  Ingalls. 

xiv,  313  pp.  G.  H.  Merlin  Company. 

Reviewed  by  Ernest  S.  Bradford* 

This  is  a  discussion  of  wealth  rather 
than  of  income,  only  30  pages  being 

*  Business  Economist,  sometime  Vice-President  of 
the  American  Statistical  Association. 


devoted  to  the  second  half  of  the  title. 
In  this  comparatively  unplowed  field, 
work  in  which  requires  a  sound 
knowledge  of  economics  and  the  ca¬ 
pacity  to  handle  masses  of  figures  in  a 
more  or  less  consistent  manner,  there 
are  two  volumes  which  have  recently 
appeared  of  sufficient  interest  to  war¬ 
rant  a  second  reading.  One  is  that 
put  out  by  the  National  Bureau  of 
Economic  Research,  entitled  “Income 
in  the  United  States,  its  Amount  and 
Distribution,  1909-1919”;  the  other  is 
this  volume  by  Ingalls.  Both  have 
been  welcomed  as  helping  us  to  a 
clearer  conception  of  a  subject  so 
difficult  to  visualize  as  is  the  national 
wealth  and  the  national  income.  The 
book  of  the  Bureau  of  Economic 
Research  deals  with  income  primarily, 
and  in  as  scientific  and  scholarly  a 
manner  as  the  present  condition  of  the 
materials  permits.  This  other  volume, 
by  a  mining  engineer  and  author  of 
books  on  metal  mining,  if  less  scientific 
economically  has  a  direct  and  straight¬ 
forward  style  which  enables  one  to 
perceive  in  short  order  the  points  in 
respect  to  which  its  data  is  meager. 
This  entire  field  of  inquiry  is  one  in 
which  the  available  information  is 
unsatisfactory,  unco-ordinated  and  ex¬ 
ceedingly  rough  in  spots,  and  one 
should  not  be  too  critical  if  the  results 
are  not  all  that  one  might  have  hoped 
for. 

This  is  particularly  true  in  a  subject 
so  large  and  so  difficult  to  handle  as 
the  national  wealth.  To  take  an  in¬ 
ventory  of  the  internal  physical  wealth 
means  to  include  farm  and  city  real 
estate,  buildings,  live  stock,  imple¬ 
ments,  machinery,  railways,  lighting 
and  power  plants,  automobiles,  fur¬ 
niture,  clothing,  bullion,  stocks  of 
goods,  in  various  stages  of  pro¬ 
duction  and  consumption.  It  means 
placing  an  estimate  on  the  value  of 
property  used  for  government  pur- 
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poses,  by  public  utilities  and  in  private 
hands,  some  of  which  is  used  directly 
in  production  and  some  not  so  used. 

It  is  hard  to  know  on  what  basis  to 
value  such  property  as  government 
piers,  irrigation  works,  national  forests, 
undeveloped  water-power. 

It  is  highly  advantageous,  however, 
to  have  some  such  estimate  of  these 
factors  in  the  national  wealth,  not 
only  for  their  bearing  on  income  but 
also  as  indicating  broad  tendencies  in 
various  directions,  which  relate  to 
what  are  desirable  national  policies. 
For  this  reason,  even  if  the  estimates 
are  not  satisfactory  in  many  spots,  the 
courage  of  attempting  the  task  is  to 
be  commended,  and  the  work  is  to  be 
valued  as  a  step  forward. 

An  economist  would  scarcely  have 
had  the  hardihood  to  include  in  a 
book  on  the  wealth  of  the  American 
people,  primarily  statistical  in  char¬ 
acter,  a  chapter  on  “The  Results  of 
Socialism  and  Communism,”  in  which 
labor  leaders  are  warned  (page  239) 
against  measures  of  the  same  nature. 
The  inclusion  of  this  chapter  and 
portions  of  one  or  two  others  are  of 
doubtful  value,  since  they  differ  so 
greatly  from  the  rest  of  the  book  in 
the  character  of  their  content. 

There  is  at  times  a  lack  of  clear 
distinction  between  the  estimate  of  the 
national  wealth  in  1916  and  that  in 
1920.  The  total  wealth  at  the  earlier 
date  Mr.  Ingalls  puts  at  268  billions; 
in  1920  at  nearly  273  billions.  Dr. 
Willford  King  puts  the  figure  at  about 
290  billions.  The  census  report  on  the 
“estimated  valuation  of  national 
wealth,  1850-1912,”  gave  the  figure 
then  (1912)  as  186  billions,  which  is 
not  inconsistent  with  the  other  esti¬ 
mates  of  a  later  date.  These  are  of 
course  approximations  only,  and  are 
not  to  be  scrutinized  too  sharply  or 
held  to  too  exact  a  date.  They  all 
represent  progress  in  the  difficult  task 


of  valuing  our  national  resources  and 
are  likely  to  prove  helpful  in  enabling 
us  sometime  to  prepare  a  national 
balance  sheet. 

Selling  Expenses  and  Their  Control— 

A  Study  in  the  Retail  Distribution 

of  Clothing.  By  the  Bureau  of  Business 

Research,  Northwestern  University  School 

of  Commerce .  xii,  416  pp. 

Reviewed  by  Archer  Wall  Douglas* 

This  study  was  undertaken  for  two 
purposes : 

1.  To  ascertain  selling  costs  in  stores 
operating  as  independent  units. 

2.  To  discover,  if  possible,  the  principles 
governing  these  costs  and  the  methods  by 
which  they  may  be  controlled. 

The  first  purpose  is  definitely  and 
thoroughly  accomplished  in  406  pages 
of  bewildering  and  complex  tables  of 
figures.  Concerning  the  second  part  of 
the  quest  the  investigators  say  that 
“there  is  a  science  of  business,  and 
its  principles  may  be  so  stated  that 
those  interested  can  act  in  the  light  of 
them  rather  than  in  the  grip  of  blind 
routine.”  Like  all  makers  of  things 
since  the  first  chapter  of  Genesis,  they 
look  upon  their  creations  and  see  that 
they  are  good.  Just  how  good  must 
be  a  matter  of  debate. 

Selling  expense  was  studied  in  re¬ 
lation  to  sales,  operating  expense, 
wages  and  salaries,  size  of  inventories, 
turnover  of  merchandise,  size  and 
location  of  the  large  number  of  stores 
included  in  the  dragnet  of  their 
questionnaires,  individual  sales  of  sales¬ 
men,  methods  of  compensating  sales¬ 
men,  advertising,  rental  payments  per 
square  foot  of  floor  space,  and  practi¬ 
cally  every  other  factor  of  moment. 

Nothing  got  away  from  the  investi¬ 
gators,  nothing  escaped  them.  But  so 
far  as  adequate  results  are  concerned 

♦Chairman  of  the  Committee  on  Statistics  and 
Standards,  Chamber  of  Commerce  of  the  United  States. 
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the  investigation  appears  to  have  been 
a  marvel  of  misdirected  energy  and  of 
wasted  talent  in  analysis.  An  intoler¬ 
able  amount  of  research  has  brought 
forth  a  halfpenny  worth  of  discovery. 

Here  are  some  of  the  conclusions 
arrived  at,  (to  some  of  which  there  are 
necessarily  exceptions) :  that  selling 
expense  increases  as  the  store  grows  in 
size;  that  each  element  of  expense  is 
larger  for  the  stores  in  the  great  cities 
than  for  those  in  small  cities;  that,  in 
general,  the  larger  the  store  the  faster 
the  turnover,  and  the  larger  the  store 
the  smaller  the  inventory  per  $100  of 
sales.  As  the  store  grows  in  size,  the 
proportions  expended  for  wages  and 
salaries  decrease  while  those  for  ad¬ 
vertising  and  other  selling  factors  in¬ 
crease.  As  inventories  increase  in 
size,  other  expenses  increase.  Each 
element  of  selling  expense  decreases  as 
the  sales  of  the  individual  salesmen  in¬ 
crease.  As  investments  in  fixtures  per 


100  feet  of  floor  space  increase,  so 
wages  and  salaries  per  $100  of  selling 
expense  also  increase.  The  greater 
the  relative  rate  of  profit,  the  smaller 
the  cost  of  merchandise  sold,  total 
operating  expense  and  selling  expense 
and  the  larger  the  gross  margin. 

All  of  these — things  set  forth  and 
remedies  for  too  great  selling  expense — 
are,  as  Sherlock  Holmes  would  say, 
elemental.  Or,  as  we  are  more  likely 
now  to  phrase  it,  they  are  “old  stuff” 
in  the  study  of  store  operations.  They 
tell  nothing  not  already  known  to  close 
students  of  the  situation. 

There  is  a  growing  tendency  among 
busy  men  in  search  of  information  to 
ask  that  it  be  readable,  that  it  speak  to 
them  in  terms  of  their  own  experience, 
and  that  it  have  definite  and  practical 
application  to  the  problems  they  are 
struggling  to  solve.  To  these  require¬ 
ments  the  present  volume  does  not 
fully  measure  up. 
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CHRONICLE  AND  COMMENT 


UNIVERSITY  ECONOMIC 
SERVICE 

The  following  letter  explains  an 
interesting  service  given  by  the  Uni¬ 
versity  of  Idaho. 

Editor  Administration. 

The  President  of  the  National 
Founders’  Association  is  reported  to 
have  said  recently  that  “what  the 
country  now  needs  most  is  economic 
education,”  but  that  the  colleges  and 
universities  are  not  qualified  to  furnish 
it.  Whether  or  not  this  explains  the 
staggering  volume  of  “extra-academic” 
instruction  in  various  phases  of  eco¬ 
nomics  that  all  sorts  of  business  enter¬ 
prises  are  furnishing  an  eager  public, 
the  writer  is  quite  unprepared  to  say. 
It  is  not  unlikely,  however,  that  the 
grain  of  truth  in  President  Barr’s 
remarks,  quoted  above,  has  something 
to  do  with  it.  Not  only  does  the 
country  need  economic  education  but 
what  is  more  remarkable,  the  country 
is  willing  to  admit  it  and  to  swallow 
man-sized  doses  of  it  at  the  hands  of 
book  publishers,  employment  ex¬ 
changes,  meat  packers,  banks,  and 
members  of  Congress.  In  one  case  at 
least  they  are  taking  it  even  from  a 
university. 

Now  there  are  two  types  of  eco¬ 
nomic  service.  In  the  first  place  there 
is  the  high-grade  professional  service 
such  as  that  offered  by  the  Harvard 
Committee,  for  which  a  fee  is  charged. 
There  is  no  inherent  difference  be¬ 
tween  such  an  economic  service  and 
any  of  the  other  well-known  statistical 
and  financial  services  undertaken  as 
commercial  enterprises.  So  far  as  the 
writer  knows  no  university  has  ven¬ 
tured  to  offer  such  a  service  gratui¬ 
tously.  Then  there  is  the  other  kind  of 


economic  service,  consisting  chiefly  of 
free  circulars  on  business  conditions, 
many  of  them  excellently  prepared, 
intending,  at  the  same  time  that  they 
inform  and  instruct,  to  serve  as  ad¬ 
vertising  media  for  a  particular  series 
of  business  publications,  let  us  say,  or 
as  propaganda  on  the  subject  of 
profits  in  certain  lines  of  business. 

The  Idaho  Economic  Bulletin,  issued 
by  the  department  of  Economics  of 
the  University  of  Idaho,  shares  the 
characteristics  of  both  these  types. 
Like  the  latter  it  is  free,  going  to 
business  men,  newspapers,  county 
agricultural  agents,  merchants,  pro¬ 
fessional  men,  and  others  at  no  charge 
whatever.  Like  the  first  type  it 
strives  to  be  purely  scientific,  carrying 
no  particular  gospel  and  serving  no 
cause  unless  it  be  that  of  general  en¬ 
lightenment.  Because  so  much  of  our 
“economic  education”  has  a  distinc¬ 
tively  eastern  accent,  is  prepared  by 
and  for  eastern  consumption — quite 
properly,  too — The  Idaho  Economic 
Bulletin  undertakes  to  discuss  the 
same  kind  of  problems  from  a  western 
standpoint.  For  example,  recent 
numbers  have  demonstrated  statisti¬ 
cally  the  growing  importance  of  the 
Panama  Canal  as  a  transportation 
agency  for  the  basic  industries  of  this 
region.  Other  numbers  have  analyzed 
the  effect  of  Fourth  Section  applications 
and  rulings,  the  distribution  of  income 
in  the  western  states,  the  farm  credit 
situation,  concentration  of  lumbering 
operations,  tax  problems,  farm  costs, 
and  the  like.  Controversial  matters 
are  not  sought  out  nor  are  they  con¬ 
sciously  avoided.  Topics  of  discus¬ 
sion  are  judged  by  their  relative  im¬ 
portance  from  the  standpoint  of  the 
economic  activities  and  business  inter¬ 
ests  of  the  west.  No  narrow  section- 
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alism  is  fostered,  however.  Rather, 
the  peculiar  task  of  this  university 
service  is  to  overcome  the  sort  of 
myopic  provincialism  that  has  recently 
shown  itself  in  the  advocacy  of  such 
expedients  as  a  guaranteed  price  on 
wheat. 

Undoubtedly  there  are  pitfalls  to  be 
avoided,  but  at  the  same  time  there  is 
being  found  a  splendid  opportunity 
through  this  bulletin  of  presenting 
much  needed  economic  education.  And 
one  university,  at  any  rate,  is  trying 
to  disprove  the  charge  “that  our 
colleges  and  institutions  of  learning 
cannot  meet  the  situation.” 

Very  truly  yours, 

Harrison  C.  Dale, 
Professor  of  Economics. 

PSYCHOLOGY  IN  SELLING 

In  an  attractive  little  booklet  called 
“Seeds  or  Stones,”  Wynkoop-Hallen- 
beck  Crawford  Company  has  tried  to 
emphasize  an  important  phase  of  the 
psychology  of  selling. 

As  explained  there,  some  years  ago 
the  inventor  of  a  new  contrivance 
known  as  an  adding  machine  went 
about  the  country  giving  exhibitions  of 
the  speed  and  accuracy  with  which  the 
machine  would  handle  figures.  He 
demonstrated  clearly  that  there  was 
no  doubt  as  to  the  facts.  The  machine 
could  take  a  long  list  of  items  running 
into  five  and  six  figures,  add  them,  and 
get  the  total  before  the  speediest 
accountant  was  through  the  second 
column.  Furthermore,  the  machine 
did  this  without  mental  effort  and 
it  could  not  make  a  mistake.  The 
vast  superiority  of  the  machine  was 
perfectly  apparent.  Yet  the  audience 
merely  said  “How  remarkable!”  and 
went  back  to  their  high  stools,  their 
pens  and  ink  and  hard  rubber  erasers. 
The  facts  were  quite  clear,  but  the 
idea  of  applying  them  to  ordinary 


business  practice  occurred  to  practi¬ 
cally  nobody. 

Later,  however,  the  manufacturer 
of  the  machine  stopped  talking  ex¬ 
clusively  about  the  facts  and  began 
to  advertise  such  ideas  as  saving  time 
and  work  and  worry,  cutting  out 
overtime  work  at  night,  avoiding  the 
monthly  struggle  over  the  trial  balance, 
getting  statements  out  on  time,  and 
so  on.  Where  the  facts  about  the 
performance  of  the  machine  had  merely 
called  forth  exclamations  of  interest, 
these  ideas  took  root  and  grew,  and 
bloomed  into  sales.  The  market,  at 
first  confined  exclusively  to  banks, 
expanded  until  there  is  now  no  line  of 
business  down  to  the  smallest  retail 
store  which  is  not  a  prospect  for  some 
form  of  computing  machine.  This  is 
not  because  the  facts  have  changed, 
but  because  an  idea  has  had  a  chance 
to  grow. 

COLOR  STANDARDIZATION 

In  a  recent  number  of  The  DuPont 
Magazine  color  standardization  fur¬ 
nishes  the  text  for  an  interesting 
article.  The  idea  brought  out  is  not 
only  that  of  protection  by  means  of 
paint,  but  also  identification — that  is, 
according  to  the  plan  outlined,  a 
certain  color  is  to  be  assigned  to 
certain  articles  or  certain  equipment 
and  that  color  is  to  be  used  for  such 
articles  or  equipment  permanently 
and  exclusively.  The  wide  appli¬ 
cation  of  the  plan  is  indicated  by  the 
following  brief  extract: 

While  repeated  attempts  have  been 
made  by  various  engineering  societies  to 
arrive  at  a  standard  system  for  the  identi¬ 
fication  of  piping  in  all  industries,  owing  to 
the  diversity  of  conditions  met,  it  has 
not  been  possible  thus  far  to  reach  a 
definite  conclusion.  Undoubtedly,  in  the 
near  future  a  system  will  be  perfected 
that  will  be  applicable  to  the  majority  of 
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industrial  plants,  and  will  greatly  simplify 
the  matter  of  piping  identification. 

The  value  in  painting  pipe  lines  various 
shades  lies  in  the  safety  element  in  case  of 
trouble.  It  is  very  easy  to  turn  off  the 
wrong  valve  or  make  a  mistake  whereby 
someone  is  injured  or  the  plant  damaged. 
Color  identification  of  piping  guards 
against  this  possibility.  It  may  also  be 
desirable  to  indicate  the  direction  of  the 
flow  of  liquids  in  certain  lines  by  painting 
arrows  on  the  pipe  at  regular  intervals. 

Painting  machinery  guards  a  bright 
color,  such  as  bright  green,  will  serve  to 
make  them  conspicuous  and  their  absence 
immediately  noted.  Operators  frequently 
are  tempted  to  take  guards  off  machines 
on  the  plea  that  they  interfere  with  maxi¬ 
mum  production,  or  are  slightly  in  the  way. 
A  prominent  color  will  advertise  their 
removal  and  the  employee  will  hesitate  to 
disconnect  a  guard  so  treated. 

PRIZES  FOR  RESEARCH  IN 
BUSINESS  DEVELOPMENT 

In  celebration  of  its  twenty-first 
anniversary,  the  Chicago  Trust  Com¬ 
pany  announces  a  series  of  prizes  to 
be  awarded  to  the  successful  com¬ 
petitors  for  prescribed  research  in 
business  finance,  the  subjects  including 
those  of  direct  interest  to  the  modern 
trust  company  but  not  narrowly 
restricted  to  that  field.  The  compe¬ 
tition  is  to  be  under  the  direction  of  a 
committee  composed  of  well-known 
financiers  of  Chicago,  New  York,  and 
Washington,  with  Professor  Leverett 
S.  Lyon,  of  the  University  of  Chicago, 
as  secretary. 

There  are  two  classes  of  awards:  a 
triennial  research  prize  of  $2500,  the 
initial  award  to  be  made  in  the  autumn 
of  1925,  and  monograph  prizes  of  $200 
and  $300  to  be  given  annually,  begin¬ 
ning  in  the  fall  of  1923.  The  triennial 
competion  is  open  to  all  interested 
persons,  without  restriction,  though 
the  donors  have  in  mind  particularly 
officers  of  banks,  business  executives, 


practicing  attorneys,  members  of 
teaching  staffs,  and  graduate  students 
in  the  field  of  economics  and  finance. 
The  annual  competition  is  open  to 
students  registered  in  the  American 
Institute  of  Banking  (excepting  officers 
of  banks),  to  employees  of  banks 
generally,  and  to  students  in  schools 
of  commerce  and  law,  also  to  students 
in  departments  of  economics  in  colleges 
and  universities. 

Among  the  subjects  suggested  for 
1923  are:  “Present  Tendencies  in  the 
Development  and  Operation  of  Trust 
Companies,”  “Trust  Company  Ad¬ 
vertising,”  “Reduction  of  Litigation 
Relating  to  Wills,”  and  “How  Fiduci¬ 
ary  Services  Are  Performed  in  Small 
Towns.”  Suggested  topics  in  the 
general  field  of  finance  include 
“Financing  of  Instalment  Sales,” 
“Lending  of  Money  on  Improved 
Real  Estate,”  “Development  of  For¬ 
eign  Financing  Corporations  in  the 
United  States,”  and  “The  Controversy 
over  Stock  Dividends.” 

All  papers  submitted  must  be  in  the 
hands  of  the  secretary  of  the  committee 
not  later  than  August  31,  of  the  year 
in  which  the  prize  contested  for  is  to 
be  awarded.  Each  paper  is  to  be 
inscribed  with  an  assumed  name,  and 
a  sealed  letter  is  to  accompany  it 
giving  both  the  assumed  name  and  the 
real  name  of  the  competitor,  together 
with  his  address. 

Requests  for  information  in  regard 
to  this  contest  should  be  addressed  to 
Professor  Leverett  S.  Lyon,  Faculty 
Exchange,  University  of  Chicago. 

REDUCTION  OF  OVERHEAD 
EXPENSE 

In  a  recent  interesting  and  very 
practical  address  before  the  National 
Wholesale  Dry  Goods  Association, 
President  J.  Austin  Smith  emphasized 
the  importance  of  standardization, 
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quoting  Secretary  Hoover’s  statement 
that  its  lack  is  costing  the  industries 
of  the  United  States  “not  millions, 
but  billions  of  dollars.”  In  cutting 
overhead  costs  he  regards  it  as  the 
chief  factor. 

The  first  step  in  any  effective  and 
permanently  satisfactory  method  of 
reducing  overhead  is  a  careful  analysis 
of  each  function,  each  department,  and 
the  work  of  each  employee;  thus 
determining  where,  why,  when,  and 
how  each  step  of  procedure  is  carried 
out;  next  the  experience  of  others 
should  be  studied,  analyzed,  tested 
and  compared  as  a  means  of  arriving 
at  the  highest  obtainable  standards. 
Such  analysis,  President  Smith  asserts, 
will  disclose  duplication  of  effort, 
suggest  shorter  and  quicker  methods, 
and  disclose  the  one  best  mode  for 
each  operation. 

Mr.  Smith  in  his  address  said: 

It  is  important  that  comparisons  be 
made  by  units  of  definite  measurement 
rather  than  by  vaguely  formed  notions  of 
values.  Each  step  in  the  analysis  should 
be  predicated  on  a  proved  fact,  and  on 
systematized  knowledge.  It  is  not  enough 
to  say  that  three  girls  do  typing,  and  are 
kept  busy  all  the  time;  that  two  book¬ 
keepers  handle  the  customers’  ledgers; 
that  all  orders  are  shipped  the  same  day 
they  are  received.  No  analysis  worthy  of 
the  name  could  be  based  on  that  kind  of 
information.  A  real  analysis  is  micro¬ 
scopic.  It  shows  up  the  flaws  in  office 
routine  just  as  the  jeweler’s  microscope 
reveals  the  imperfections  in  what  would 
appear  to  the  naked  eye  to  be  a  perfect 
gem.  It  gets  right  down  to  the  bottom  of 
what  constitutes  a  fair  day’s  work,  sifting 
real  busy-ness  from  apparent  busy-ness.” 

As  an  illustration  of  what  such 
analysis  and  comparison  may  accom¬ 


plish,  President  Smith  cited  one  office 
in  which  it  was  discovered  that  six 
posting-machine  operators  were  called 
upon  to  post  but  115  items  each  per 
day,  and  on  that  basis  were  considered 
to  be  doing  a  fair  day’s  work.  On 
further  analysis  it  was  shown  that  the 
girls  were  all  fast  workers,  and  that 
any  one  of  them  could  have  made  115 
postings  in  less  than  two  hours.  They 
had  been  filling  in  their  time  doing  the 
cheapest  kind  of  clerical  work,  in 
spite  of  the  fact  that  they  were  draw¬ 
ing  comparatively  high  salaries  as 
expert  posting-machine  operators. 

In  another  concern  it  was  found  that 
a  fast-working  bill-clerk,  with  the 
assistance  of  a  boy  to  handle  the 
papers,  was  typing  295  invoices  a  day. 
After  proper  training  and  the  pro¬ 
vision  of  adequate  equipment  the 
same  clerk  is  now  writing  400  invoices 
each  day,  without  assistance.  Still 
another  firm  recently  released  more 
than  half  of  one  of  its  four  floors  of 
office  space  by  eliminating  the  waste 
and  duplication  of  effort  revealed  by 
a  scientific  analysis. 

These  illustrations  are  drawn  from 
the  experience  of  large  concerns,  whose 
offices  to  all  outward  appearances 
were  functioning  perfectly  and  whose 
officers  had  held  their  respective 
positions  for  many  years.  It  is  this 
kind  of  office,  Mr.  Smith  believes,  that 
can  benefit  from  the  microscope  of 
analysis  to  an  even  greater  extent  than 
the  one  conducted  in  a  slipshod 
manner  and  with  frequent  change  of 
officers,  for  the  latter  is  generally  small 
and  unsuccessful,  while  the  former, 
with  its  high  operating  expense,  is 
likely  to  show  surprisingly  substantial 
net  results  from  even  a  moderate 
percentage  of  saving. 
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THE  FINANCIAL  SITUATION 

BY  H.  PARKER  WILLIS* 


UNMISTAKABLE  indications  of 
recession,  both  in  the  volume  of 
production  and  of  investment  values, 
as  well  as  in  the  level  of  prices,  have, 
during  the  past  month,  given  good 
evidence  of  the  fact  that  the  business 
“boom”  has  passed  its  “peak,”  at 
least  for  the  time  being.  In  the 
securities  market  these  recessions  have 
about  canceled  the  gains  made  since 
the  beginning  of  the  year.  In  the 
industrial  world,  they  have  thus  far 
been  chiefly  evident  in  a  slowing  down, 
or  elimination,  of  the  forward  orders, 
which  had  been  so  freely  placed  for 
some  time  past,  although  in  part  they 
have  also  made  themselves  evident  in 
cancellation  of  orders  and  corre¬ 
sponding  restriction  of  production. 
This  situation  has  been  manifest  in  the 
building  trades  where  a  good  many  of 
the  large  contracts  have  been  with¬ 
drawn  or  have  not  been  placed  at  all, 
notwithstanding  that  arrangements 
had  been  made  for  apportioning  them 
to  constructors.  Loss  of  115,000  tons 
in  forward  orders  of  the  Steel  Cor¬ 
poration  points  in  the  same  direction. 

Probably  the  indications  of  reaction 
which  are  thus  manifested  are  so  far 
nothing  more  than  preliminary,  in¬ 
sufficient  to  afford  any  good  ground  for 
believing  that  a  far-reaching  change 
has  occurred  in  the  underlying  con¬ 
ditions,  which  in  many  respects  con¬ 
tinue  unquestionably  good.  Enough 
has  occurred,  however,  to  afford  war¬ 
rant  for  a  genuine  warning  against 
overtrading  and  undue  expansion. 

*  Editor,  The  Journal  of  Commerce,  New  York  City. 


II 

The  Stock  Market  Situation.  After 
a  good  deal  of  backing  and  filling 
during  the  latter  part  of  April,  the 
stock  market,  with  the  opening  of  May, 
started  on  what  appeared  to  be  a 
fairly  definite  backward  movement, 
involving  recessions  of  5  to  10  points 
in  many  stocks,  these  extreme  re¬ 
cessions,  however,  being  found  only 
among  the  industrial  leaders  which  had 
previously  been  greatly  overboomed. 
Accompanying  this  state  of  things  was 
the  throwing  overboard  of  many 
weak  marginal  accounts  whose  owners 
had  been  hoping  against  hope  that  a 
further  strong  recovery  might  be 
expected.  Stop-loss  orders  resulted  in 
the  disposal  of  a  larger  quantity  of 
shares  than  would  otherwise  have 
come  upon  the  market,  with  the  con¬ 
sequence  that  a  good  many  small 
speculators  whose  accounts  had  been 
insufficiently  “margined”  were  driven 
out  of  the  market,  the  result  being  to 
improve  what  is  called  the  “technical 
position,”  or  in  other  words,  to  bring 
about  the  remargining  of  the  accounts 
at  lower  valuations,  and  perhaps  with  a 
larger  actual  deposit  of  cash.  Alto¬ 
gether,  the  facts  in  the  situation  have 
demonstrated  two  general  conditions 
— that  the  amount  of  speculative  loans 
used  in  carrying  stocks  had  become 
rather  too  large,  and  that  the  level  of 
values  was  topheavy,  as  tentatively 
indicated  a  month  ago. 

The  question  whether  the  stock 
market  has  been  passing  through  only 
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a  temporary  phase  of  revision  of  values, 
or  whether  it  must  now  look  forward 
to  recession  from  “peak,”  is  of  primary 
interest,  but  is  a  question  to  which  no 
final  answer  can  be  returned  as  yet. 
Apparent  decline  in  business,  to  which 
reference  will  presently  be  made, 
seems  to  indicate  that  the  stock  market 
is  merely  anticipating  a  recession  in 
the  general  volume  of  trade.  On  the 
other  hand,  the  question  whether  the 
recession,  whatever  it  may  be,  is  or 
is  not  temporary,  is  difficult  to  settle 
without  a  very  general  survey  of 
broad  questions  of  international  and 
domestic  trade.  What  does  seem 
clear  is  that  the  factors,  which,  for 
a  month  or  more  past,  have  been 
operating  against  the  further  rise  in 
stocks,  have  become  more  evident  and 
pronounced  than  heretofore,  and  have 
not  only  succeeded  in  causing  re¬ 
ductions  in  stock  market  values  at  the 
present  moment,  but  have  apparently 
paved  the  way  for  further  reductions 
of  value  in  a  good  many  groups  in  the 
market,  pending  the  complete  estab¬ 
lishment  of  business  relationships  and 
the  adjustment  of  investment  values 
to  them. 

This  makes  a  situation  in  which  the 
outside  investor,  who  is  looking  for  an 
income-return  upon  fully-paid  pur¬ 
chases,  need  not  concern  himself 
seriously,  since  present  business  con¬ 
ditions  are  unquestionably  prosperous, 
and  temporary  recessions  are  not 
likely  to  be  of  scope  sufficient  to 
impair  the  investment  value  of  his 
purchases  in  any  important  degree. 
On  the  other  hand,  the  buyer  of 
shares  on  margin,  especially  the  small 
operator,  will  necessarily  find  the 
present  market  one  in  which  he  must 
move  with  great  care  if  he  does  not 
wish  to  run  the  risk  of  being  “wiped 
out.”  Recognition  of  these  conditions 
has  grown  more  general  and  accounts 
for  lack  of  interest  in  the  market. 


Ill 

Bonds  Still  Uncertain.  The  un¬ 
certainty  in  the  stock  market,  of 
course,  extends  to  the  bond  situation, 
although  in  a  different  way.  During 
the  past  month  bonds  have,  on  the 
whole,  been  nearly  stable,  the  regular 
monthly  index  of  The  Wall  Street 
Journal  showing  a  figure  of  71.29  for 
April  as  against  71.65  for  March, 
while  in  May  the  same  slightly  weaker 
tendencies  have  on  the  whole  been 
carried  further  than  during  April. 
Investment  bonds  in  the  strict  sense 
of  the  term,  have  tended  downward, 
although  their  movement  has  been 
moderate,  inasmuch  as  changes  have 
been  pretty  well  discounted  or  an¬ 
ticipated  on  former  occasions.  It  is 
also  true  that  the  situation  in  the  bond 
market  has  continued  to  contain  an 
element  of  “frozen”  securities  left  on 
the  hands  of  issuers  who  have  not  been 
able  to  “float”  their  holdings  and 
have  been  obliged  to  carry  them  along 
on  the  strength  of  bank  loans.  In  this 
way  the  bond  market  has  apparently 
lacked  satisfactory  stability.  Such 
lack  of  stability  has,  in  some  measure, 
been  increased  by  a  continuation  of 
the  tendency  (already  noted  in  times 
past)  of  banks  to  throw  their  holdings 
of  securities  upon  the  market  in  order 
to  provide  themselves  with  funds 
wherewith  to  furnish  their  commercial 
customers  more  adequate  resources 
for  the  conduct  of  current  business. 

Behind  any  such  influences  as  these, 
however,  is  the  fact  that  general 
money  rates  in  the  open  market  are 
still  showing  the  tendency  to  higher 
levels  which  has  been  noted  for  a  good 
many  weeks  past.  It  is  this,  more 
than  anything  else,  that  has  tended 
to  hold  bonds  down  in  value.  What 
government  authorities  think  of  the 
situation  is  shown  by  their  action  in 
establishing  a  rate  of  4 %  per  cent  on 
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the  new  Treasury  notes  which  are  to 
be  issued  in  carrying  through  the 
refunding  program  of  the  Department. 
This  rate  is  higher  than  the  market 
had  expected,  and  of  course  recog¬ 
nizes,  on  these  four-year  notes,  the 
necessity  of  a  higher  investment  level 
than  had  been  established  heretofore. 
The  result  is  to  tend,  of  course,  in  a 
proportionate  degree,  to  the  driving 
down  of  current  quotations  for  similar 
securities  which  yield  a  lower  rate  of 
interest. 

IV 

Money  Situation.  The  money  situ¬ 
ation  has  been  puzzling,  notwith¬ 
standing  the  apparent  indications  of  a 
definite  sort  that  have  already  shown 
themselves  in  connection  with  bonds. 
This  puzzling  character  is  due  to  the 
fact  that  call  funds  have  not  shown 
any  steady  regular  upward  movement, 
but  have  apparently  fluctuated  up  and 
down  without  any  positive  reasons  for 
their  action.  Time  funds  and  com¬ 
mercial  paper  have,  however,  shown  a 
steady  inclination  to  strength,  and 
have  maintained  themselves  around 
5}/2  per  cent,  under  conditions  which 
showed  that  they  were  in  a  position 
quite  different  from  that  which  would 
be  suggested  by  a  rediscount  rate  of 
4^  per  cent  such  as  now  prevails. 
There  has  been  a  lessening  of  the 
supply  of  funds  available  for  open 
market  use,  due  to  the  regular  ab¬ 
sorption  of  available  cash  into  cur¬ 
rent  commercial  advances.  At  the 
same  time,  the  rates  have  been  pre¬ 
vented  from  unduly  rapid  expansion 
by  the  fact  that  gold  was  still  coming 
into  the  country,  and  that  federal 
reserve  banks  were  known  and  recog¬ 
nized  as  having  very  large  unused 
lending  power  which  they  could  apply 
to  the  relief  of  the  needs  of  the  com¬ 
munity  about  as  required.  The  city 
banks  have  continued  able  to  supply 


funds  in  large  volume  to  commercial 
borrowers,  and  have  done  so.  Never¬ 
theless  they  have  not  as  yet  been 
obliged  to  call  upon  reserve  banks  for 
additional  rediscounts. 

Combining  this  situation  with  the 
relief  granted  by  a  lessening  of  stock 
market  loans,  due  to  the  release  of 
advances  previously  made  on  margin 
account  to  traders  who  have  found 
themselves  “squeezed  out”  through 
recessions  in  prices,  the  outcome  has 
been  to  hold  call  rates  at  very  reason¬ 
able  levels  during  most  of  the  time, 
although  time  funds  and  commercial 
paper  have  continued  high,  relatively 
speaking.  There  has  continued  to  be  a 
very  substantial  “spread,”  amounting 
to  as  much  as  a  full  point  a  good  deal 
of  the  time,  between  the  reserve  bank 
rediscount  rate  and  the  open  market 
rate.  In  spite  of  this  fact  the  tendency 
of  money  has,  of  course,  been  rather  in 
the  direction  of  greater  scarcity,  as  in¬ 
dicated  by  the  Treasury  offering  al¬ 
ready  mentioned. 

1 

V 

Reserve  Banking  Position.  In  these 
circumstances  the  reserve  banking 
position  has  naturally  continued  to 
be  a  source  of  intense  interest  to  the 
financial  community.  On  the  whole, 
bills  held  have  tended  upward,  not¬ 
withstanding  the  fact  that  the  reserve 
banks  have  been  disposed  to  eliminate 
those  protected  by  collateral,  so  that 
the  actual  purchases  of  commercial 
paper  have  not  added  as  steadily  to 
the  totals  as  they  otherwise  would. 
Fluctuating  movements  from  week 
to  week  have  prevented  any  definite 
or  uniform  “trend”  from  being  noted, 
but  in  spite  of  the  “backing  and 
filling”  that  has  thus  gone  on,  there 
has  evidently  been  an  increasing 
transfer  of  demand  for  business  funds 
to  reserve  banks. 
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Expansion  of  loans  at  member  banks 
has  continued  upward,  but  at  a  slower 
rate,  apparently  suggesting  that  busi¬ 
ness  is  fairly  well  financed  on  its 
present  basis.  Assuming  that  to  be 
so,  it  may  be  that  the  “peak”  in 
credit  has  been  attained  or  possibly 
nearly  reached,  provided  that  no 
great  expansion  in  prices  occurred. 
Reserve  banks  have  been  inclined  to 
caution  borrowers  and  the  public  from 
drawing  too  heavily  upon  them,  or 
from  increasing  demands  to  a  point 
that  represented  a  greater  proportion¬ 
ate  expansion  of  credit  than  had  taken 
place  in  production.  This  was  on  the 
theory  that  credit  expansion  is  un¬ 
wholesome,  except  in  so  far  as  it 
results  in  raising  output  rather  than 
prices. 

VI 

Price  Outlook.  The  price  outlook 
thus  continues  to  be  in  many  ways  the 
crux  of  the  whole  matter.  Prices  are 
now,  as  shown  by  various  current 
indexes,  in  the  neighborhood  of  168- 
170.  During  April  there  was  a  re¬ 
cession  of  about  two  points  as  shown 
by  Bradstreet’s.  Government  statis¬ 
tics  are  not  as  nearly  up  to  date  as  the 
commercial  figures,  and  show  for  the 
earlier  monthly  return,  closing  with 
the  opening  of  April,  an  unchanged 
condition,  at  159.  Reaction  has  ap¬ 
parently  set  in  as  regards  some  staple 
commodities  which  are  now  slightly 
below  the  peak  that  had  been  reached 
some  time  ago.  One  thing  that  has 
tended  to  hold  them  back  has  been  the 
increasing  tendency  towards  restric¬ 
tion  of  consumption.  This  has  been 
particularly  evident  in  connection  with 
building,  where  contracts  aggregating 
very  considerable  sums  have  been 
canceled  because  of  what  has  been 
considered  the  extravagantly  high 
cost  of  construction. 

How  far  “buyers’  strikes”  have 


actually  influenced  the  prices  of  con¬ 
sumable  goods,  such  as  sugar,  textiles, 
and  the  like,  is  uncertain,  but  it  seems 
to  be  clear  that  not  a  few  textile  mills 
working  on  the  coarser  fabrics  have 
reached  the  conclusion  that  they  can¬ 
not  advance  prices  further  without 
suffering  loss  of  demand.  These 
factors  in  the  case  are  not,  of  course,  as 
serious  as  they  would  be  if  there  were 
any  considerable  accumulation  of  goods 
in  warehouses,  as  was  the  case  three 
years  ago.  The  evidence  on  this 
matter,  while  not  conclusive,  points 
pretty  strongly  to  the  belief  that  such 
accumulation  as  there  may  be  in 
certain  lines  is  moderate,  and  is  there¬ 
fore  without  serious  effect  on  the  price 
situation.  Viewed  from  this  stand¬ 
point  recession  in  prices  resulting 
from  restriction  of  demand  may  be  a 
wholesome  factor  in  the  situation. 
Some  evidence  of  duplication  or  “pyra¬ 
miding”  of  orders  has  made  its  ap¬ 
pearance,  particularly  in  sundry  of  the 
building  trades.  The  decline  in  the  un¬ 
filled  orders  of  the  United  States  Steel 
Corporation,  shows  the  direction  of 
present  tendencies  but  still  leaves 
these  orders  higher  than  for  a  year 
past,  except,  of  course,  during  March. 

VII 

Wages  and  Employment.  Notwith¬ 
standing  these  moderate  indications  of 
recession,  employment  continues  to  be 
almost  complete,  with  actual  shortage 
of  labor  in  a  good  many  staple  lines. 
Such  shortage  is  aggravated  by  the 
advent  of  the  agricultural  season 
which  affords  opportunity  of  work  to 
many  who  have  been  engaged  in  in¬ 
door  occupations  but  who  habitually 
shift  at  this  season  of  the  year.  The 
level  of  wages  has  continued  upward, 
although  wage  increases  have  been 
less  numerous  during  the  past  month 
than  in  former  months.  This  wide 
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distribution  of  employment  at  good 
wages  has  tended  to  improve  retail 
and  wholesale  trade  and  to  maintain 
a  large  volume  of  buying,  although 
the  general  expansion  in  the  distrib¬ 
utive  trades  has  not  been  as  great  as 
in  the  productive.  The  effect  of  this 
state  of  things,  if  it  were  to  continue, 
would  of  course  be  to  produce  a 
certain  amount  of  overstocking.  The 
class  in  the  community  which  finds  its 
buying  power  limited  is  the  so-called 
middle  or  professional  element,  which 
of  late  has  had  no  advances  in  re¬ 
muneration  but  has  had  to  bear  the 
brunt  of  rising  prices. 

Undoubtedly  a  great  factor  in  the 
development  of  business  as  well  as  of 
financial  conditions  during  the  re¬ 
mainder  of  the  year  will  be  found  in 
the  agricultural  yield  of  the  country. 
Reports  purporting  to  be  definite  at 
this  early  stage  of  the  season  are  not 
very  valuable.  So  far  as  they  go,  they 
indicate  some  prospect  of  restriction 
of  output  in  cereals.  Both  in  that 
branch  and  in  cotton,  however,  con¬ 
ditions  are  reported  by  eye-witnesses 
to  be  superior  to  those  shown  by 
government  reports.  The  farmer  con¬ 
tinues  to  lag  behind  other  producers 
in  the  rate  or  degree  of  advance  in  the 
value  of  his  products,  but  recent 
computations,  both  of  the  Department 
of  Agriculture  and  of  the  Depart¬ 
ment  of  Commerce,  have  shown  that 
his  total  buying  power  has  improved; 
and  the  authorities  of  the  Depart¬ 
ment  of  Agriculture  express  the  opinion 
that  he  is  making  a  slow  advance  in 
his  general  economic  condition.  Coin¬ 
cident  with  this  better  state  of  things 
has  come  an  improvement  in  the 
position  of  a  good  many  of  the  country 
banks  in  various  regions. 

VIII 

Foreign  Affairs  Unsettled.  It  is 
again  in  our  foreign  relations  that  the 


greatest  unsettlement  and  doubt  con¬ 
tinue  to  prevail.  The  Department 
of  Commerce  has  reported  a  com¬ 
plete  reversal  of  our  favorable  bal¬ 
ance  of  trade  in  merchandise.  Re¬ 
newed  prediction  of  an  early  export 
of  gold  in  considerable  quantity  has 
been  heard  in  more  or  less  responsible 
quarters,  although  there  are  many 
factors  which  may  tend  to  offset  any 
such  drift.  Among  these  is  the 
gradual  coming  in  of  payments  on  our 
debt  claims  against  Great  Britain.  It 
remains  true,  however,  that  our  banks 
are  not  financing  foreign  trade  at  all 
liberally,  and  that  there  is  now  no 
market  for  foreign  bonds  in  the 
United  States.  High  prices  here  tend 
to  prevent  purchases  from  being  freely 
made,  and  the  result  is  that  our  export 
business,  although  unexpectedly  large, 
falls  off  relatively  to  importations. 

As  for  foreign  politics,  the  new 
German  offer  of  30,000,000,000  gold 
marks  and  the  French  rejection  of  that 
proposal,  have  naturally  tended  to 
impair  the  confidence  that  had  been 
felt  in  an  early  end  to  the  Franco- 
German  imbroglio  at  least  in  its 
acute  form.  The  fact  that  negotiations 
have  continued  despite  all  discourage¬ 
ments,  has  been  hopeful,  but  of 
course  the  unfavorable  present  position 
in  this  branch  of  foreign  relations 
strongly  tends  to  discourage  any 
tendency  toward  recovery  in  exchange. 
Even  sterling  has  had  a  fairly  severe 
setback  during  the  early  part  of  May, 
while  the  apparently  desperate  con¬ 
dition  of  Germany  also  brought  about 
a  very  severe  break  in  the  quotation 
of  marks.  Foreign  prospects,  there¬ 
fore,  continue  to  be  the  least  satis¬ 
factory  element  in  our  business  situ¬ 
ation. 

IX 

Some  Conclusions.  The  general  out¬ 
look  for  production  remains  very  satis- 
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factory,  producers  being  employed  not 
altogether  at  the  same  high  level  of 
activity  as  in  the  early  spring,  but 
nevertheless  running  on  full  time  and 
giving  abundant  employment  to  labor 
at  high  wages.  Reduction  of  buying 
and  minor  reactions  of  prices  in  some 
lines,  have  given  warning  that  the 
business  “boom”  was  in  danger  of 
being  overdone,  but  underlying  con¬ 
ditions  have  not  thus  far  warranted 
any  serious  view  of  the  outlook. 
Stock  and  investment  values  have 
distinctly  shown  a  further  tendency  to 
decline,  which  possibly  anticipates 
still  further  moderate  recession  in 
business.  The  outlook  for  recovery  in 
values  either  in  shares  or  bonds  is  not 
particularly  bright,  but  on  the  con¬ 
trary  there  is  some  reason  to  think 
that  conditions  may  lead  to  still  more 
conservative  figures  in  many  groups. 


Money  and  credit  continue  ample  in 
supply  for  all  legitimate  commercial 
needs,  but  for  use  in  speculation,  or 
margin  trading,  there  is  a  tendency  to 
restrict  loans  and  also  to  advance 
charges.  Reserve  banks  remain  in 
strong  condition,  with  unexpectedly 
little  strain  from  members,  but  there 
is  evidence  of  a  further  transference  of 
loans  to  them,  which  is  tending  to 
raise  their  holdings  of  commercial 
paper.  Foreign  trade  is  reasonably 
active,  but  our  favorable  balance  is 
disappearing  and  gold  exports  may 
not  be  far  away.  High  prices  have 
rendered  the  United  States  an  un¬ 
favorable  place  in  which  foreigners 
may  buy,  besides  tending  to  restrict 
local  buying  among  those  classes 
whose  incomes  have  not  been  ma¬ 
terially  increased  through  enlargement 
of  compensation. 


THE  SLOWING  DOWN  OF  THE  CURRENT 


BY  ARCHER  WALL  DOUGLAS* 


THE  most  significant  and  cheering 
feature  of  the  present  situation  is 
growing  evidence  that  the  laws  of 
supply  and  demand  are  slowing  down 
the  pace  at  which  we  are  going. 
Curves  of  prices  and  production, 
which  seemed  to  have  only  the  sky 
as  their  limit,  suddenly  turned  down¬ 
ward  as  if  by  a  common  impulse,  and 
at  this  writing  show  signs  of  going 
still  lower.  In  nothing  is  this  more 
marked  than  in  cotton.  When  prices 
of  raw  cotton  began  to  fall  from  their 
high  estate,  sales  and  demand  for 
finished  fabrics  followed  in  short 
order,  although  mill  production  was 
still  maintained  at  record  prices.  The 
significant  fact  was  disclosed  that 
buyers  of  textiles  balked  at  prices 
based  on  top  prices  for  the  raw  ma¬ 
terial.  So  the  question  was  suddenly 
and  effectively  answered  as  to  what 
was  the  limit  consumers  would  pay  for 
cotton  fabrics.  Around  31  cents  for 
cotton,  it  was  a  matter  of  wearing  old 
clothes,  and  of  mending  and  cleaning 
them,  rather  than  of  buying  new  ones 
at  unheard  of  costs.  This  happening 
marks  a  very  definite  limit  to  prices  of 
raw  cotton,  even  though  crop  con¬ 
ditions  are  now  no  more  promising 
than  they  were  a  year  ago. 

II 

Outlook  for  Cotton.  In  many  ways 
the  conditions  are  similar  to  those  of 
last  year — a  late,  cold,  wet  spring, 
which  delays  planting  and  makes  for 
much  replanting.  So  far  this  most  un¬ 
favorable  weather  has  killed  all  hopes 

*  Chairman  of  the  Committee  on  Statistics  and 
Standards  of  the  Chamber  of  Commerce  of  the  United 
States. 


of  a  record-breaking  acreage  and 
instead  there  has  been  born  the  fear 
of  a  crop  so  small  as  to  give  rise  to 
fears  of  a  cotton  famine — at  least  as 
among  the  likelihoods  of  the  coming 
twelve  months.  Now  as  a  matter  of 
fact,  an  actually  world-wide  serious 
shortage  in  any  great  agricultural 
staple  is  a  far  rarer  event  than  is 
generally  realized.  It  sometimes  oc¬ 
curs  in  statistical  reports,  as  in  sugar 
of  late,  but  seldom  ever  in  real  life. 
All  other  cotton-raising  countries  of 
the  world  are  engaged  in  the  same 
feverish  race  to  plant  and  raise  all  the 
cotton  that  labor  and  money  can 
compass.  Then,  too,  demand  has  an 
elastic  fashion  of  suiting  itself  to  what 
it  can  get,  and  of  making  old  things 
and  old  garments  last  longer  than 
originally  intended. 

At  present,  the  cotton  acreage 
depends  entirely  upon  the  weather. 
Yet,  remembering  last  season,  the 
strong  probabilities  are  that  there 
will  be  more  cotton  planted  this 
spring  than  estimates  and  official 
reports  will  discover  for  some  time. 
As  against  this,  there  is  a  shortage  in 
many  states  of  that  negro  labor  which 
mans  a  great  portion  of  the  cotton 
fields.  Moreover,  cotton  exports  are 
running  behind  last  season.  Nor  is 
there  any  reasonable  probability  of 
their  increasing  materially  for  some 
months  because  of  the  distressed 
condition  of  Germany  and  Central 
Europe,  which  are  among  the  large 
importers  of  our  cotton. 

Then  there  is  the  boll-weevil  to  be 
reckoned  with,  and  if  the  cold  winter 
was  not  to  its  taste,  the  wet  spring 
makes  largely,  in  its  ultimate  effects, 
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for  its  indefinite  multiplication.  Tak¬ 
ing  it  by  and  large,  the  chances  at 
present  seem  against  a  large  cotton 
yield  this  season,  so  far  as  anyone 
may  say  anything  definite  about 
cotton  under  any  circumstances.  If 
this  should  prove  to  be  a  true  fore¬ 
cast,  or  even  approximately  so,  then 
the  price  of  cotton  will  not  materially 
decline  from  present  figures.  Such  a 
condition  means  a  rising  tide  of  pros¬ 
perity  in  the  cotton  belt,  which  will 
extend  into  next  year.  On  the  other 
hand,  a  very  large  crop  will  tend  to 
keep  down  the  tide  because  of  the 
probable  low  prices  it  will  cause. 
Cotton  at  remunerative  figures  and 
with  a  moderate  yield  will  find  the 
South  with  past  obligations  discharged, 
and  consequently  ready  for  the  con¬ 
structive  and  creative  work  which,  for 
some  years  past,  has  been  impossible. 
In  industrial  life  one  feature  of  such 
activity  will  be  the  building  and  en¬ 
larging  of  cotton  mill  production. 

Ill 

Wheat  and  Corn  Prospects.  In  the 
grain  belt,  prospects  are  not  so  good 
as  last  season  for  a  large  production  of 
wheat,  the  great  cash  crop  of  that 
section.  Both  winter  and  spring 
wheat  show  smaller  acreage  than  last 
year,  and  winter  wheat  is  badly 
damaged  in  the  western  portion  of  the 
Great  Plains  States,  more  so  in  fact, 
than  is  revealed  in  any  official  report, 
or  in  the  numerous  private  estimates. 
Spring  wheat  has  good  conditions  at 
the  outset  in  an  abundance  of  moisture 
in  the  soil,  though  it  is  getting  a  late 
start  because  of  a  persistently  cold 
spring.  The  depressing  factor  just 
now  is  low  prices,  apparently  because 
of  unfavorable  export  conditions.  A 
less  yield  than  last  year  needs  higher 
prices  than  now  prevail  to  assure 
good  times  in  sections  where  wheat  is 


the  main  cash  crop  of  the  farmer. 
What  wheat  prices  will  be  depends 
largely  upon  Europe’s  ability  to  take 
care  of  such  surplus  as  we  may  have 
to  spare. 

The  interesting  phase  of  the  wheat 
acreage  this  year  is  that  while  its 
amount  is  partly  due  to  weather,  it, 
on  the  other  hand,  reflects  the  growing 
desire  and  determination  of  the  farmer 
to  control  production  as  far  as  lies 
within  him.  All  that  fantastic  sophis¬ 
try  of  the  city  dweller,  that  the  farmer 
should  not  limit  his  production,  falls 
on  unlistening  ears.  For,  being  an 
elemental  soul,  the  dweller  on  the 
farm  is  wondering  why  he  should  not 
follow  the  example  of  the  manu¬ 
facturer  and  the  mine  owner,  and  suit 
his  output  to  the  demand,  and  in 
accordance  with  prevailing  prices.  Like 
most  producers,  however,  he  generally 
goes  over  the  top  in  his  production  and 
overstays  his  market. 

He  is  accordingly,  in  both  hogs  and 
corn,  feeling  the  unescapable  effect 
of  supply  and  demand.  For  four 
years  there  have  been  great  yields  of 
corn,  and  it  has  consequently  paid  to 
breed  hogs.  As  their  numbers  multi¬ 
plied,  their  prices  declined,  until  now 
it  is  no  longer  more  profitable  to  sell 
“corn  on  the  foot”  in  the  shape  of 
hogs,  than  it  is  to  sell  it  as  feed  for 
livestock.  And  yet  there  is  the  likeli¬ 
hood  of  a  large  corn  acreage  this  year, 
and  there  has  been  an  immense  number 
of  pigs  raised.  So  far  the  probability 
is  not  for  high-priced  hogs  or  corn  in 
the  grain  belt,  especially  in  the  Middle 
West,  and  such  conditions  do  not 
make  for  high  tension  prosperity  in 
these  sections.  There  does  not,  how¬ 
ever,  seem  any  likelihood  of  a  re¬ 
version  to  the  days  of  not  so  long 
ago,  when  it  took  a  bushel  of  corn  to 
buy  a  pair  of  cotton  socks,  and  125 
bushels  to  pay  for  a  hand-me-down 
suit  of  clothes.  If  hogs  maintain  their 


June 

1923 


FINANCIAL  AND  GENERAL  CONDITIONS 


765 


present  moderate  prices,  all  will  still 
be  well,  even  though  corn  declines 
somewhat. 

IV 

The  Situation  in  Minerals.  Nor  have 
the  metals  failed  to  give  evidence  of 
the  unvarying  truth  that  supply  and 
demand  can  be  depended  upon  to  take 
care  of  a  premature  prosperity.  Only 
a  few  months  ago  the  writer  was 
assured  by  a  mining  engineer  that 
copper,  lead,  and  zinc  would  continue 
to  rise  in  price,  and  would  be  scarce 
before  the  end  of  this  year  because 
supply  could  not  keep  pace  with 
demand.  The  writer  could  not  then, 
nor  can  he  now,  determine  whether 
the  wish  was  father  to  the  thought, 
or  whether  it  was,  as  Socrates  said, 
that  those  in  an  occupation  often 
know  least  about  it.  Meanwhile 
copper,  zinc,  and  lead  have  all  fallen  in 
price,  not  because  demand  ceased  or 
declined  to  any  appreciable  extent, 
but  because  supply  outran  all  calls 
upon  it.  And  so  it  is  likely  to  prove  in 
pig  iron  and  steel  products,  despite 
a  record-breaking  output  that  gains 
steadily  on  demand.  Equally  does 
crude  oil  evince  the  truth  of  this  same 
story,  somewhat  tragically,  just  when 
prices  seemed  to  be  headed  for  a 
rise  of  some  length  from  the  slump 
into  which  they  had  fallen.  Enormous 
production,  especially  in  California 
and  Oklahoma,  dulled  the  keen  edge  of 
prices.  Meanwhile  demand  fell  off. 

V 

The  Position  in  Sugar.  That  the 
same  happening  will  fall  to  the  lot  of 
sugar  is  only  a  question  of  time,  and  the 
difficulty  of  fixing  such  time  is  due 
only  to  the  utter  impossibility  of 


getting  reliable  data  as  to  the  real 
facts.  Figures  and  statistics  are 
plentiful  enough,  but  they  do  not  help 
much  to  solve  the  problem.  In  this 
country  there  will  be  more  sugar  beet 
acreage  than  last  year,  and  high 
prices  of  sugar  will  increase  pro¬ 
duction  wherever  sugar  is  made.  The 
shortage  does  not  seem  real  enough 
to  warrant  present  prices  which  had 
their  inception  in  misleading  govern¬ 
ment  figures — of  which  elaborate  but 
futile  explanations  were  afterwards 
made.  Contemporary  statistics  of 
world-wide  productions,  such  as  sugar, 
rice,  wheat,  and  the  like,  are  rarely 
reliable,  nor  more  than  approximately 
correct,  because  it  takes  time  and 
much  research  to  gather  them.  More¬ 
over,  the  sugar-producing  East  Indies 
are  far  off,  and  their  output  takes 
some  time  to  reach  us,  but  when  the 
tale  is  told,  we  shall  wonder  that  we 
were  so  concerned  about  a  matter 
that  is  taken  care  of  by  the  natural 
law  of  supply  and  demand. 

VI 

Agriculture  the  Basis  of  Sustained 
Prosperity.  It  is  well  that  these 
declines  in  prices  in  the  commodities 
referred  to  above,  came  at  a  time  to 
demonstrate  the  truth  that  no  sus¬ 
tained  period  of  prosperity  is  possible 
in  which  agriculture  has  not  its 
full  share.  Besides  it  makes  easier 
the  going  this  coming  fall.  Likewise 
it  gives  assurance  of  greater  progress 
in  the  ways  of  readjustment.  Some 
things  that  were  too  hastily  done  will 
have  to  be  undone,  as  for  instance, 
unduly  high  and  hasty  advances  in 
wages  and  materials  which  might  have 
waited  for  more  fitting  times  and  con¬ 
ditions  to  insure  their  permanency. 
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THE  BUSINESS  TREND— A  BAROM 


EXPLANATION  OF  BAROMETER. 

The  trade  barometer  shown  above  is  so 
constructed  that  when  business  is  in  the 
stage  either  of  boom  and  expansion  or  is 
moving  downward  in  the  early  stages  of 
crisis,  the  curves  and  vertical  bars  are  in 
the  upper  area.  When  the  general  busi¬ 
ness  condition  is  that  of  depression  or  the 
beginning  of  recovery,  the  curves  and  bars 
are  in  the  lower  area. 

The  light  line  shows  the  course  of  the 
interest  rate  on  prime  commercial  paper, 
with  adjustment  for  normal  seasonal  vari¬ 
ation.  It  is  based  on  an  index  number,  100 
equaling  5  per  cent.  The  broken  line  shows 
the  federal  reserve  bank  ratio  of  cash  re¬ 
serves  to  note  and  deposit  liabilities,  the 
curve  being  inverted  so  that  an  increase  in 
the  ratio  causes  a  fall  in  the  curve.  The 
heavy  line  shows  the  relation  between  the 
price  level  (Bradstreet’s  index  number  of 
wholesale  prices)  and  the  physical  volume 


Prepared  bt  Lewis  H.  Haney, 

of  trade  (car-loadings  X  tons  per  car). 
The  bars  projecting  above  or  below  the 
normal  zone  indicate  the  movement  of 
business  failures  (Dun’s).  Bars  pro¬ 
jecting  above  the  “normal”  area,  show  a 
smaller  number  of  failures  than  normal; 
bars  projecting  below  show  an  excess  of 
failures  over  normal;  the  absence  of  any 
bar  would  show  that  failures  are  normal. 
The  arrows  pointing  up  or  down  from  the 
center  line  of  the  normal  zone  show  by  their 
direction  the  course  of  a  special  six-com¬ 
modity  price  index.  The  stars  indicate 
the  probable  trend  of  the  curves  during  the 
current  month;  the  dotted  bar  the  prob¬ 
able  trend  of  failures. 

THE  BUSINESS  TREND  IN 
APRIL  AND  MAY 
As  forecast  by  “The  Business 
Trend,”  the  general  level  of  prices  has 
declined,  accompanied  by  a  condition 
of  acute  business  uncertainty.  The 


per  cent  (curve  plotted  on  inverted  soale);  for  failures  =  trend  during  40  years. 
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Director ,  New  York  University  Bureau  of  Business  Research 


fundamental  factor  has  been  a  weak¬ 
ening  in  demand,  which  has  accom¬ 
panied  the  swelling  volume  of  physical 
production  and  trade.  As  the  ad¬ 
vance  in  prices  has  been  checked, 
buyers  have  reduced  orders  or  with¬ 
drawn  from  the  market. 

In  reading  the  barometer  this  month, 
however,  attention  is  first  directed  to 
the  fact  that  it  shows  no  indication  of 
the  culmination  of  a  major  upswing  of 
the  business  cycle.  There  has  been  no 
long,  uninterrupted  advance  in  prices; 
the  interest  rate  has  not  reached  the 
level  usually  attained  in  periods  of 
boom  and  crisis;  failures  have  con¬ 
tinued  in  excess  of  normal;  and  the 
federal  reserve  ratio  line  is  still  much 
below  the  normal  area  in  the  chart. 
It  seems  logical  to  infer,  therefore, 
that  in  May  we  have  been  in  the  midst 


of  an  important  minor  reaction,  and 
that  it  is  still  possible  that  recovery 
may  be  made  without  there  being 
any  period  of  extended  depression  this 
year. 

It  would  be  foolish,  however,  to 
deny  the  sharpness  and  extent  of  the 
setback  which  business  has  received. 
A  turn  for  the  better  is  not  yet  indi¬ 
cated  by  the  barometer,  although  the 
failure  bars  make  a  somewhat  more 
favorable  showing.  A  continuation 
of  the  utmost  caution  is  therefore 
desirable. 

1.  In  April  the  six-commodity  price  in¬ 
dex  turned  downward  after  being  checked. 
This  indicates  a  decline  in  advance  orders, 
and  a  tendency  to  deflate  values  caused  by 
the  halt  in  demand.  The  process  has  been 
one  of  contraction  in  speculative  activity 
and  clearly  indicates  an  important  minor 
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reaction.  Further  declines  in  prices  are 
likely  in  May  and  June. 

2.  The  interest  rate  on  commercial 
paper  remained  unchanged  in  the  middle  of 
May,  and,  while  a  small  decline  would 
normally  occur  at  this  time,  the  adjusted 
curve  shows  a  further  rise.  This  indicates 
that  the  demand  for  funds  in  business  has 
not  been  appreciably  checked  and  tends  to 
the  conclusion  that  the  reaction  is  only  a 
minor  one.  Another  month  should  make 
the  trend  clear. 

3.  In  April  there  was  a  decrease  in  the 
excess  of  failures  over  normal  and  a 
further  decrease  is  indicated  for  May.  On 
their  face  these  facts  seem  to  show  im¬ 
provement,  but  it  is  to  be  remembered 
that  the  excess  of  failures  over  normal  is 
still  large.  This  shows  that  the  read¬ 
justment  of  business  is  still  incomplete. 

4.  The  PV  line  moved  further  down¬ 
ward  during  April,  a  decline  which  is 
partly  due  to  the  fall  in  prices  and  partly 
to  the  great  physical  volume  of  trade. 
While  the  movement  of  steel,  building 
materials,  automobiles,  etc.,  has  been 
breaking  records,  the  demand  at  present 
prices  has  been  checked  or  even  begun  to 
decline.  It  is  probable  that  if  production 
along  present  lines  continues  at  the  peak, 
a  further  declining  tendency  in  demand  and 
prices  will  appear,  with  a  poorer  outlook  for 
net  earnings  and  continued  weakness  in  the 
stock  market.  However,  it  seems  still 
possible  to  stabilize  production  and  to 
prevent  much  further  decline  in  prices. 
Progress  has  been  made  toward  adjusting 
the  physical  volume  of  trade  for  normal 
growth,  and  it  is  hoped  to  show  the  ad¬ 
justed  PV  line  in  the  July  issue.  Present 
indications  are  that  the  general  level  of  the 
PV  line  will  show  a  greater  rise  to  De¬ 
cember  1922,  in  which  month  it  will  be 
slightly  above  the  normal  area.  The 
month-to-month  trend  will  remain  the 
same. 

5.  The  federal  reserve  ratio  after  making 


adjustments  for  seasonal  variation  shows  a 
small  decrease  in  April  and  a  further  small 
decrease  is  indicated  for  May.  As  a  result 
the  inverted  curve  in  the  chart  shows  a 
gradual  rising  trend.  As  in  the  case  of  the 
interest-rate  curve,  this  indicates  a  con¬ 
tinued  demand  for  funds  although  there  has 
as  yet  been  relatively  small  resort  to 
federal  reserve  rediscounts — a  fact  which 
seems  to  support  the  argument  that  no 
major  cyclical  peak  has  been  reached. 

The  salient  fact  in  the  recent 
business  trend  has  been  the  decline  in 
prices,  which  has  accompanied  in¬ 
creasing  output  and  wages.  The 
whole  situation  is  shown  most  strik¬ 
ingly  in  the  building  trades  in  which 
many  buyers  are  beginning  to  “wait,” 
and  the  outlook  for  profits  has  become 
distinctly  poorer.  In  this  industry 
signs  of  speculative  duplication  of 
orders  for  materials  and  of  bidding 
up  labor  to  unreasonable  levels  have 
appeared.  Since  much  of  the  upswing 
in  business  has  depended  upon  con¬ 
struction,  this  fact  is  highly  significant. 

Overproduction  in  the  petroleum  in¬ 
dustry,  curtailment  in  cotton  textile 
activity,  continued  softness  in  copper 
prices,  and  declining  balance  of  foreign 
trade — these  are  all  in  evidence. 

There  has  been  good  reason  for 
the  very  sharp  and  protracted  liquid¬ 
ation  in  the  stock  market  during  April 
and  May,  and  it  can  hardly  be  dis¬ 
missed  as  having  no  cyclical  signifi¬ 
cance.  It  indicates  that  the  outlook 
for  improved  profits  in  business  had 
been  overdiscounted  at  the  levels 
attained  in  March.  In  other  words, 
what  promised  to  be  an  industrial 
boom  has  been  nipped  almost  in  the 
bud. 
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